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FOREWORD 


The Federal Power Act was originally enacted as the Federal Water 
Power Act, approved June 10, 1920 (41 Stat. 1063, 16 U.S.C. 791-823). 
The Federal Power Commission was reorganized January 1, 1931, as 
an independent Commission under the act approved June 23, 1930 
(46 Stat. 797). By title II of the Public Utility Act of 1935, approved 
August 26, 1935 (49 Stat. 838), the original Federal Water Power Act 

was made part I of the “‘Federal Power Act” and parts IT and III were 
added. The Federal Power Act was amended May 28, 1948 (62 Stat. 
275), August 7, 1953 (67 Stat. 461), August 15, 1953 (67 Stat. 587), 
June 4, 1956 (70 Stat. 226), and August 28, 1958 (72 Stat. 941 at 947). 
The Commission also administers the Natural Gas Act, approved 
June 21, 1938 (52 Stat. 821, 15 U.S.C. 717-717w), as amend ebru- 
ary 7, 1942 (56 Stat. 83, 15 U.S.C. 717f), July 25, 1947 (61 Stat. 459 
15 US.C. 717f), March 27, 1954 (68 Stat. 36, 15 'US.C. 717(c)), an 
August 28, 1958 (72 Stat. 941 at 947; 15 U.S. C. 717r), and has certain 
duties under the Tennessee Valley Authority Act, approved May 18, 
1933 (48 Stat. 1075), and amendments thereto; the Bonneville Act 
approved August 20, 1937 (50 Stat. 731); the Fort Peck Act, approved 
May 18, 1938 (52 Stat. 403); and under various Flood Control and 
River and Harbor Acts (notably the Flood Control Act of 1944, 
owes December 22, 1944 (58 Stat. 887)), and other statutes, as 

as Executive Orders. 

This volume, the twenty-fifth of a series, contains all the formal 
opinions and accompanying orders of the Federal Power Commission 
rendered January 1, 1961, to June 30, 1961, inclusive. In addition 
to the formal opinions, there have been included intermediate de- 
cisions which have become final and selected orders of the Commission 
issued during such period. 
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PAN AMERICAN PETROLEUM CORPORATION, DOCKET NO. G-18704, 
THE OHIO OIL COMPANY, DOCKET NO. G-—18803 


ORDER ADOPTING EXAMINER'S DECISION 
(Issued January 3, 1961) * 


Syllabus 


1. Proposed use of abandoned gas by Pan American and Ohio, to increase oil 
production is of greater economic value than its continued delivery to 
Montana-Dakota and adverse effect of abandonment of service on Mon- 
tana-Dakota’s present customers is minimal. P. 2. 

2. Commission authorizes abandonment of service under Section 7(b) of Na- 
tural Gas Act. P. 26. 

John F. Jones, Harold H. Young, Jr., Clifford O. Stone, Jr., and William 

J. Grove, for Pan American Petroleum Corporation. 

Robert M. Vaughan, and James D. Parriott, for The Ohio Oil Company. 
Earl H. A. Isensee, and Armin M. Johnson, for Montana-Dakota Utilities 

Company. 

Jonathan A. Guttmacher, for the staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


These proceedings involve applications by Pan American Petroleum Corpora- 
tion (Pan American) and The Ohio Oil Corporation (Ohio) for approval of 
the abandonment of the sale of natural gas to Montana-Dakota Utilities Com- 
pany (Montana-Dakota) from the Frontier Formation in the Little Buffalo 
Basin field, Wyoming, to permit its use to increase oil production. Pan Amer- 
ican proposes to inject the gas into the oil producing horizon in the Little 
Buffalo Basin Tensleep unit. Ohio proposes to devote a small portion of the 
gas to field use in Little Buffalo Basin and the remainder to repressure the 
Frontier reservoir in the Grass Creek Field some 6 or 7 miles southeast of 
Little Buffalo Basin. 

The initial decision by the presiding examiner, issued on October 12, 1960, 
found that the present and future public convenience and necessity permit the 
proposed abandonments by Pan American and Ohio and ordered that they be 
approved. The Pan American abandonment was approved subject to a con- 
dition to be hereafter discussed. 

Exceptions to the decision of the presiding examiner were filed only by 
Montana-Dakota on the ground that the Frontier gas was not needed for Pan- 
American’s and Qhio’s increased oil production programs because a more than 
adequate supply of gas for these purposes could be made available from 
Ohio’s Chugwater formation in the Oregon Basin more than 20 miles away 
and because Pan American’s contemplated crestal injection program required 
much more gas than was available from the Little Buffalo Basin. 


*Examiner’s Decision appears on p. 2. 
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In our opinion, Montana-Dakota’s exceptions are not well taken. As the 
examiner noted, the availability of gas from the Oregon Basin for Pan Amer- 
ican’s project was dependent upon the construction of a pipeline of 20 miles 
or more to the Little Buffalo Basin field and the negotiation of a contract be- 
tween Pan American and Ohio for the purchase and sale of this gas. Al- 
though the examiner’s statement that no estimate of cost for such a pipeline 
was presented may be incorrect, this does not appear material since the record 
does not establish that the pipeline will be constructed or that Pan American 
and Ohio will reach a purchase-sales agreement. The evidence of availability 
of gas from the Oregon basin is, therefore, of a speculative character. 

The examiner’s decision, moreover, adverts to the possible permanent loss 
of oil through water intrusion as the result of delay in initiating the crestal 
injection program to await construction of the pipeline. There was testimony 
that delay in commencement of the program for one year would result in the 
loss forever of substantial quantities of oil. Authority to use the Little Buffalo 
basin gas would permit Pan American to begin the full scale injection program 
at once, thus avoiding this possible loss, and give it additional time to locate 
gas to complete the program. 

Montana-Dakota takes no exception to the examiner's findings that the pro- 
posed use of the abandoned gas by Pan American and Ohio is of greater economic 
value than its continued delivery to Montana-Dakota and that the adverse 
effect of the abandonment of service on Montana-Dakota’s present customers is 
minimal. 

In view of the foregoing, the Commission is of the opinion that, subject to 
a modification of the condition therein, the examiner’s decision should be adopted 
as its opinion in these proceedings. The price provision of the condition should 
be modified to require Pan American to offer its remaining reserves to Montana- 
Dakota at the price now in effect, unless otherwise ordered by the Commission. 


The Commission finds: 


Subject to the modification set forth above, the presiding examiner's initial 
decision in these proceedings should be adopted as its decision as of the date 
of the issuance of this order. 


The Commission orders: 





(A) The initial decision of the presiding examiner issued on October 12, 1960, 
except as hereinafter modified, is hereby adopted as the decision of the Com- 
mission as of the date of the issuance of this order. 

(B) The presiding examiner’s decision is hereby modified by deleting from 
paragraph (B) thereof the clause “at a price found by the Commission to be 
reasonable” and by substituting therefor the following: “at the price now in 
effect, unless otherwise ordered by the Commission”’, 

(C) Montana-Dakota’s exceptions to the examiner’s decision and its request 
for oral argument are hereby denied. 


DECISION 


AUTHORIZING ABANDONMENTS OF SERVICES UNDER SECTION 7(b) oF THE NATURAL 
Gas Act 


(Issued October 12, 1960) 





Law, Presiding Examiner: On May 3, 1922, The Midwest Refining Company 
(Midwest), a Maine corporation, entered into an agreement with the Midwest- 
Wyoming Gas Company (Midwest-Wyoming) for the exclusive sale of all natural 
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gas from wells drilled, or that may be drilled hereafter, on the lands controlled 
by Midwest in the Little Buffalo Basin Field, Wyoming, for a period of 10 years. 

On May 1, 1923, The Ohio Oil Company (Ohio) and Midwest-Wyoming entered 
into an agreement to organize a corporation under the laws of Maine, to be known 
as the Big Horn Gas Company (Big Horn), for the purpose of constructing a gas 
line and marketing gas from the Little Buffalo Basin Field to Graybull and 
other places in the Big Horn Basin in the State of Wyoming. On the same date 
(May 1, 1923) Ohio entered into an agreement with Midwest-Wyoming, as 
Trustee for Big Horn, to sell exclusively to Midwest-Wyoming all natural gas 
produced from lands owned, controlled or operated by Ohio in the Little Buffalo 
Field for a period of 10 years. Subsequently The Big Horn Gas Company was 
organized under the laws of the State of Maine with its principal office in the 
City of Portland, and with authority to do business in Wyoming with an office at 
Basin, Big Horn County, Wyoming. 

On July 1, 1927, Midwest and Ohio each entered into an agreement with Big 
Horn, which said agreements modified the previous agreements of 1922 and 
1923, and provided for the sale, by Midwest and Ohio respectively, of natural gas 
produced in the Little Buffalo Basin to Big Horn for terms of 10 years from 
July 1, 1927. As of July 1, 1927, two-thirds of the stock of Big Horn was owned 
by Midwest-Wyoming and one-third of the Big Horn stock was owned by Ohio. 

On December 3, 1930, Midwest and Ohio entered into a contract (approved by 
the Secretary of the Interior, January 6, 1931) for unitization and joint opera- 
tions for gas production within the limits of Litlle Buffalo Basin Field. On 
November 1, 1932, Midwest assigned all its interest in the 1927 contract to 
Stanolind Oil and Gas Company (Stanolind), a Delaware corporation. On 
December 15, 1936, Grebo Royalties, Inc., (Grebo), T. A. Pedley (T. A. Pedley, 
Sr.), Ohio and Stanolind entered into an operating agreement by which all of the 
acreage in the Little Basin Field became subject to the renewal contract of 
December 3, 1930, with Stanolind acting as unit operator. 

On July 1, 1937, Stanolind and Ohio entered into a further contract with Big 
Horn for sale of all the gas produced from Frontier Formation in the Little 
Buffalo Basin Field for a period of 11 years from said date of July 1, 1937. 
Although this further contract was dated July 1, 1937, the previous contract was 
extended by letter at least twice and the new contract was not actually signed 
by the parties thereto until April 20, 1938. 

On July 1, 1949, a new contract for a period of 10 years was drawn up by or 
for Stanolind, Ohio, Grebo and T. A. Pedley, Sr., as sellers and by Big Horn as 
purchaser for the Frontier Formation gas in the Little Buffalo Basin Field in 
Park and Hot Springs Counties, Wyoming, sales and deliveries to be for a period 
of 10 years from said date July 1, 1949. In the absence of information to the 
contrary it is assumed that service was continued during the interval between 
the expiration of the 1937 contract and the beginning of operations under the 
1949 contract, which was not actually signed until October 25, 1949. 

On May 26, 1951, Big Horn assigned to Montana-Dakota Utilities Company 
(Montana-Dakota) all of Big Horn’s interest in the contract dated July 1, 1949 
and signed October 25, 1949. On February 1, 1957, the name of Stanolind Oil 
and Gas Company was changed to Pan American Petroleum Corporation (Pan 
American). 

At some time between October 25, 1949 and July 1954, T. A. Pedley, Sr., died. 
The interest of T. A. Pedley, Sr. (deceased) in the Little Buffalo Basin 
Frontier unit was distributed to two sons, G. M. Pedley and T. A. Pedley, Jr., 
prior to January 1, 1956. 
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Subsequent to the Phillip’s decision of June 7, 1954,’ and the Commission’s 
assumption of jurisdiction over sales by producers, T. A. Pedley, Jr., and 
International Trust Company as executors of the estate of the late T. A. Pedley, 
Sr., had filed the 1949 contract with Montana-Dakota as the Estate of T. A. 
Pedley, Sr., FPC Gas Rate Schedule No. 1 and had received a certificate by 
Commission order of June 4, 1956, in Docket No. G—7325." 

On December 12, 1957, T. A. Pedley, Jr., advised this Commission by letter 
that the Pedley interests in the Little Buffalo Basin, Wyoming, had been dis- 
tributed to himself and his brother G. M. Pedley. This distribution included 
the interest of the Estate of T. A. Pedley, Sr., in the Frontier Formation in 
the said basin.” On January 14, 1959, the Secretary of the Commission advised 
T. A. Pedley, Jr., that submission of form 301 was unnecessary since Pan 
American was the operator of the property involved and the necessary data 
required by the Commission would be covered by that Company. In the same 
letter T. A. Pedley, Jr., was advised that his letter of December 12, 1957, was 
considered to be a request for withdrawal of the Gas Rate Schedule No. 1 and 
a petition to vacate the certificate previously issued in Docket No. G—-7325. A 
search of the Commission’s records does not indicate that T. A. Pedley, Jr., 
ever answered the Commission’s Secretary’s letter of January 14, 1958.‘ 

Pan American owns approximately 64.25% of the working interests in the 
Frontier unit, the sale and delivery of gas from which is the subject of the 
1949 contract here under consideration. Ohio owns or controls about 27.45% 
of the working interest. Grebo owns approximately 5.3% and the Pedleys 
own approximately 3% of the said working interest. Pan American is the 
unit operator. 

Pan American is operator of all formation units in the Little Buffalo Basin, 
including the Little Buffalo Basin Tensleep unit which produces a heavy viscous 
oil from the Tensleep Formation, which formation contains no practically 
useful volumes of natural gas. The Tensleep Formation in Little Buffalo 
Basin was unitized under an agreement approved by the Secretary of the Interior, 
October 1, 1948. The Federal Government of the United States is the owner 
of all of the lands included within the productive limits of the Tensleep Forma- 
tion in the Little Buffalo Basin. 

Pan American also owns about 37% of the Frontier Formation reservoir 
in the Grass Creek Field, which was unitized by an agreement which became 
effective March 1, 1957. Ohio is the operator of the Grass Creek Frontier unit. 
A portion of the lands within the Grass Creek Formation unit consist of public 
lands of the United States. 

On June 2, 1959, Pan American filed with this Commission an application 
for abandonment of its sale of natural gas to Montana-Dakota under the 1949 
contract, which (by its terms) was calculated to expire on July 1, 1959. In 
addition to the legal question of the Commission’s jurisdiction to compel con- 
tinuance of operation after the terminal date stated in the contract, Pan 
American advanced as a reason for the abandonment its urgent need of the 


1 Phillips Petroleum Oo. v. Wisconain, 347 U.S. 672. 

2 This order was issued in a consolidated group of proceedings in which the principal or 
lead proceedings was in the Matter of Dave Morgan d/b/a Dave Morgan Oil Company 
et al., Docket No. G—3802. 

®The record shows the Pedleys also had an interest in the Tensleep Formation unit in 
Little Buffalo Basin. The amount of such interest was not shown, although Pan Ameri- 
can was stated to own approximately 93% of the said Tensleep Formation unit and the 
owners of the minority interests were: Trigood Oil Company, the Pedley interests, Grebo 
Royalties, Inc., F. M. Manning, and the International Bank and Trust Company, Trustee. 
*We are advised that the files in Docket No. G-7325 have been destroyed. 
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gas which it seeks to abandon the sale of in Docket No. G—18704, for injection 
into the oil producing horizon in the Little Buffalo Basin Tensleep unit and 
the desirability of the use of Ohio’s portion of the Little Buffalo Basin Frontier 
gas for injection in the Grass Creek Frontier Formation unit, in order to secure 
the maximum amount of oil from each of the said units. The sale is presently 
being made under Pan American FPC Gas Rate Schedule No. 11 and was certifi- 
cated in Docket No. G-4063, in which case the Commission’s Hearing Examiner 
refused to limit the term of the certificate to the expiration date of July 1, 1959 
claimed by Pan American. 

On June 16, 1959, Ohio filed an application for authorization to abandon 
the sale of natural gas to Montana-Dakota under the 1949 contract filed with 
this Commission as Ohio’s FPC Gas Rate Schedule No. 1 and covered by its 
certificate issued December 1, 1958, in Docket No. G-11806. Ohio stated in 
its application to abandon, that its 27.45% interest includes working and royalty 
interests carried for others in the amount of 2.205% and an interest of 25.245% 
actually held by Ohio. Ohio proposes to utilize such remaining gas as it owns 
in the Little Buffalo Basin for two purposes. A small portion of such gas 
is proposed to be devoted to field use in the Little Buffalo Basin and it is 
proposed that the remainder of Ohio’s said gas in the Frontier Formation of 
Little Buffalo Basin shall be used to repressure the Frontier reservoir in the 
Grass Creek Field (some 6 or 7 miles southeast of Little Buffalo Basin) which 
unitized reservoir is operated by Ohio, as previously stated herein. 

No petition to abandon was filed by Grebo. As previously stated the Pedleys 
attempted to file such a petition, which was however rejected by the Com- 
mission’s Secretary as unnecessary. At the opening session of the hearing 
William J. Grove, Esquire, one of the counsel for Pan American announced 
that he had filed with the Secretary’s office an appearance on behalf of the 
Pedleys. At the same time Mr. Grove stated that, by letter dated August 18, 
1959, the Pedley interests had been advised that it was not necessary to file 
an application and that they would be affected by whatever action was taken 
in regard to Pan American. 

On February 23, 1960, the Commission’s Secretary issued a notice setting 
a formal hearing to begin on March 28, 1960. On March 23d the under- 
signed Hearing Examiner was designated to preside at the said hearing. On 
March 24, 1960, the Commission issued an order authorizing intervention by 
Montana-Dakota, which had filed a petition asking the right to said interven- 
tion on July 22, 1959. 

Hearing sessions were held on March 28 and 29, when the proceeding was 
recessed to April 13th and then heard to its conclusion on April 20, 1960. 
Briefs were filed by Pan American and Ohio, reply briefs by Montana-Dakota 
and Staff Counsel and final briefs by Pan American and Ohio. 


The Issues and Contentions 


The issues and contentions in these consolidated proceedings are as follows: 

(1) Is the proposed use of Pan American’s remaining natural gas in the 
Frontier Reservoir of the Little Buffalo Basin for the purpose of injection 
in the Tensleep oil reservoir of the Little Buffalo Basin Field sufficiently 
important and desirable to justify abandonment by Pan American of the 
existing service of supply of natural gas to Montana-Dakota, prior to the 
physical depletion of the natural gas in the said Frontier Reservoir to a 
point where delivery of such gas to Montana-Dakota is no longer feasible. 

(2) Is the physical feasibility of the proposed use by Pan American of its 
share of the remaining natural gas in the Frontier Reservoir of the Little 
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Buffalo Basin for crestal injection (as described in the record), in the ex- 
pectation of increasing the production of oil from the said Tensleep Reservoir 
over and beyond the volumes of said oil which might otherwise be produced 
from the said reservoir, sufficiently established by the evidence to justify 
the proposed abandonment. 

(3) Is the proposed use by Ohio of its share in the remaining deliverable gas 
reserves in the Frontier Reservoir of the Little Buffalo Basin for the purpose of 
repressuring the Frontier Reservoir in the Grass Creek Field, in order to 
increase the volumes of oil produced from the said Frontier Reservoir at Grass 
Creek, sufficiently important and desirable to justify Ohio’s abandonment of the 
service of natural gas from the Frontier Reservoir in the Little Buffalo Basin 
to Montana-Dakota, prior to the physical depletion of the natural gas in the 
said Frontier Reservoir of the Little Buffalo Basin to a point where delivery of 
such gas to Montana-Dakota is no longer feasible. 

In addition to the questions of the desirability and feasibility of the uses 
propsed for the Frontier Formation gas in the Little Buffalo Basin by Pan 
American and Ohio, Pan American sought to raise in this proceeding, the legal 
question as to whether the Commission was bound to permit abandonment of 
the existing service because of the expiration of the 1949 contract between Pan 
American, Ohio, Grebo, and the Pedleys or their predecessors as sellers on the 
one hand and Montana-Dakota as successor to Big Horn as purchaser on the 
other hand as of July 1, 1959, by reason of the terms of the contract itself. 
The legal question suggested by Pan American is not discussed at length here- 
after because the Presiding Examiner is bound by action of the Commission in 
issuing to both Pan American and Ohio certificates of public convenience and 
necessity without limitation as to time in Docket Nos. G—4063 and G—11806 
respectively, unless and until such time as the Commission action in issuing such 
certificates without limitation as to time is reversed, either by the Commission 
upon further consideration or by a Court upon appeal.’ We were advised by 
counsel for Pan American in his opening statement on March 28, 1960, that the 
order of the Commission in Docket No. G-4063, has been appealed to the United 
States Court of Appeals for the District of Columbia. Ohio did not raise any 
similar question in either its opening statement or in briefs. 


The Facts in Evidence 


Pan American presented two witnesses, Ohio presented one, Montana-Dakota 
presented two and Staff Counsel presented one witness. The record also 
includes 33 Exhibits and 13 Items by Reference. Request was made that 
official notice be taken of five prior orders of the Commission issued in three 
other proceedings. 

Upon two important points there appears to be complete agreement of the 
interested parties. First, the gas in the Frontier Formation of the Little 
Buffalo Basin is rapidly approaching depletion. Secondly, known sources with 
which the Little Buffalo Basin gas might be replaced by Pan American, Ohio 
or by Montana-Dakota are very few in number. As a result of the developing 
depletion of known gas reserves and the apparent probability that little new 


5 By its decisions in the cases of Sunray Mid-Continent Oil Oo., vs. Federal Power 
Commission, 364 U.S. 187 and Sun Oil Co. vs. Federal Power Commission, 864 U.S. 170 
(both issued June 27, 1960, eleven days subsequent to the receipt by the Hearing Exam- 
finer of Pan American’s final brief) the Supreme Court held that the Commission had the 
power to issue certificates without limitation of time even though such limitation was 
provided for in the contracts. It would appear from these decisions of the Court that 
any reversal of the Commission’s decisions in Docket No. G-4063 must be based upon 
some abuse of discretion by the Commission. 
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gas will be available from other sources in the general area herein involved, 
the principal problem here is balancing of the equities and a determination by 
this Commission as to whether the proposed conservation of oil (if feasible) is 
of greater public interest than the continuance (for an admittedly very short 
time) of the service of supply of natural gas to Montana-Dakota. 

In support of its proposal to abandon the sale to Montana-Dakota of its 
portion of the remaining deliverable natural gas in the Frontier Formation in 
the Little Buffalo Basin Field, Pan American presented testimony as to the 
history of the oil and gas development in the Little Buffalo Basin and testi- 
mony as to the feasibility of its proposed plan to utilize its said remaining 
natural gas in the Frontier Formation for the purpose of stimulating and in- 
creasing the production of oil from the Tensleep Formation in the said Little 
Buffalo Basin Field. 

Little Buffalo Basin Field is located in northwest Wyoming in Park and 
Hot Springs Counties and is about 75 miles southeast of Yellowstone Park. 
Gas was discovered in the Frontier Formation by Midwest (a predecessor in 
interest of Pan American) in 1914. By 1920 Midwest had completed two ad- 
ditional commercial gas wells in the Frontier Formation and Ohio had com- 
pleted three commercial gas wells in the same formation. There was very 
little development of the Frontier Formation in this field until 1922, because 
there was no market for the gas. 

In 1922, Midwest and Ohio constructed a small diameter pipeline to the 
Grass Creek Field, which is located some 10 miles from Little Buffalo Basin. 
During the next several years small quantities of Frontier gas were transported 
to the Grass Creek Field for use in drilling, producing operations, and other field 
purposes. 

Prior to May 3, 1922, Midwest had entered into a contract with Midwest- 
Wyoming whereby Midwest agreed to sell its Little Buffalo Basin Frontier gas 
to Midwest-Wyoming. Midwest-Wyoming and Ohio organized Big Horn in 
1923, as previously stated, and the stock of this company was owned two- 
thirds by Midwest-Wyoming and one-third by Ohio. Midwest-Wyoming was 
owned equally by Midwest and the Wyoming Gas Company, so that Big Horn 
was, in effect, owned one-third by Midwest, one-third by Ohio and one-third 
by Wyoming Gas Company. The contracts, assignments and corporate changes 
have been heretofore stated in sufficient detail. 

In addition to the Frontier Formation, there are four other productive hori- 
zons or formations within the Little Buffalo Basin Field. The various forma- 
tions are not coterminous and some of them occupy a comparatively small sur- 
face area in the field. Oil was discovered in the Tensleep Formation in 1943 
and in the Embar Formation in 1944. The Embar and Tensleep Formations 
produced, at most, relatively small quantities of casinghead gas, the original 
gas/oil ratio in the Tensleep Formation being stated as 15 cubic feet of gas 
per barrel of oil. In 1956 a gas well was completed in the Dakota Forma- 
tion and in 1959 the same well was completed in the Muddy Formation. 

Gas produced in the Frontier Formation to February 1, 1960, was 71.937 
billion cubic feet or 71,937,000 Mcf* and the remaining recoverable reserves, 
as of that date, were estimated by Pan American at 10.213 billion cubic 
feet or 10,213,000 Mcf. As of January 1, 1960, Ohio stated the remaining 
reserve in the Little Buffalo Basin Frontier Reservoir as 10.4 billion cubic 
feet or 10,400,000 Mcf. Montana-Dakota’s annual report for the year ending 
December 31, 1958, states that 5.93 billion cubie feet or 5,930,000 Mcf of 
natural gas is available to Montana-Dakota from reserves remaining in the 


* At 15.025 pounds per square inch absolute and 60 degrees Fahrenheit. 
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Little Buffalo Basin. The large difference between Montana-Dakota’s figures 
and those of the two producers may stem from difference of opinion as to 
the pressures at which deliverability ceases. Since the most conservative figure 
is that of the party opposing the abandonment, we feel they should stand 
upon their own estimates. 

Oil is presently recovered from the Tensleep Formation at Little Buffalo 
Basin by means of a very active water-drive. The Tensleep reservoir at Little 
Buffalo Basin is a body of oil that has accumulated in a trap. The oil body 
is surrounded by an almost infinite body of water called the aquifer. In 
this formation, the water contacts the edge of oil body all around the reser- 
voir, and the entire fluid system is under high pressure. When a well is 
drilled into the oil body and the oil is withdrawn, such withdrawal causes 
a small reduction in pressure in the area where the oil has been withdrawn. 
The surrounding oil and water, which are at a higher pressure than exists 
right around the well, move forward to the area of low pressure, replacing the 
fluid which has been withdrawn. 

The encroaching or invading aquifer water pushes or displaces the oil ahead of 
it. The driving effect of the water upon the oil is similar to that of a piston 
pushing water through a pipe. Sometimes a water-drive mechanism is rela- 
tively efficient. If conditions in the reservoir are right, ultimate recovery of 
50 percent or more of the oil originally in place may be obtained. In the 
Tensleep Formation of Little Buffalo Basin, the water-drive is not efficient 
and only about 13 percent of the oil originally in place will ultimatedly be 
recovered by this mechanism. The oil in the Tensleep reservoir is unusally 
thick and viscous, and the water present in the surrounding aquifer has a 
greater mobility than the oil. Mobility is a mathematical relationship which 
expresses the ability of a fluid to flow through a porous media. In other 
words, in this formation, water has about 70 times the ability to flow as does 
oil. 

Because of the superior mobility of the water, the piston or pushing effect 
of the water is seriously impaired. The water tends to break through the 
oil bank in the reservoir and flow through the oil body in small channels 
toward the producing wells, the effectiveness of the water-drive is destroyed. 
Oil is left behind because there is no water to expel it toward the producing 
wells, and such oil (being immobile) cannot be recovered from the reservoir. 
There is no proven method by which the efficiency of the water-drive mechanism 
in this formation at Little Buffalo Basin can be increased. 

Pan American has sought a more efficient mechanism with which it might 
replace the water-drive mechanism in the Tensleep Reservoir in Little Buffalo 
Basin as a means of increasing the quantity of oil which can be recovered from 
the Tensleep Formation. The gravity drainage mechanism shows promise of 
achieving the objective of making possible the recovery of quantities of oil, not 
recoverable by the existing water-drive mechanism. 

Gravity drainage, from the producing oil reservoirs, utilizes the forces of 
gravity. In other words the oil is permitted to run down-hill or down-formation 
to the producing wells, the moving force being the force of gravity. 

Pan American proposes to induce gravity drainage in the Tensleep Formation 
in Little Buffalo Basin by crestal injection. By injecting a sufficient quantity 
of natural gas into the crest or highest part of the Tensleep Formation, the gas 
would increase the pressure of the oil body to the point where it equals or ex- 
ceeds the pressure of the aquifer or water body. This increase in pressure of 
the oil body would stop the invasion of water into the oil zone. With the water- 


drive stopped, the natural forces of gravity could operate and gravity drainage 
would occur. 
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The injected gas would form a gas cap at the top or crest of the reservoir, and 
this gas cap (being under pressure) would exert a downward force called 
“frontal drive,” which would assist and accelerate the natural gravity drainage. 
With some of the gas going into solution in the oil, the oil would swell or expand 
slightly, and this swelling would increase the mobility of the oil and also accel- 
erate gravity drainage, thus making this mechanism more efficient. 

There are 27 wells producing oil in the Tensleep Formation in the Little 
Buffalo Basin. These 27 wells produce about 5,000 barrels per day of thick, 
viscous, black sour crude oil having a gravity of 20.2 by American Petroleum 
Institute Standards. As of March 28, 1950, (when the witness testified) the 
Tensleep Formation consists of 1,500 surface acres and produces crude oil with 
a viscosity of 41.3 centipoise. 

The witness Falkingham, Division Engineer of Pan American’s Rocky Moun- 
tain Division (who had served from March 1, 1953 to September 1, 1959, as Dis- 
trict Engineer for the Cody District, of which the Little Buffalo Basin is a 
part) is, if not the originator, at least the principal proponent of the crestal 
injection method of stimulating oil production through gravity drainage. The 
record indicates that Mr. Falkingham spent considerable time convincing his 
superiors at Pan American of the desirability of testing out the crestal injection 
method by a pilot project. After having obtained authority for the institution 
of the pilot project, arrangements were made for the injection of a limited 
volume of natural gas in one of the wells in the Tensleep Formation. Volumes 
of gas up to a maximum of 1,000 Mcf per day were injected into the input well 
during a period of approximately 19 months, from May 1958 to January 1, 1960. 
The program was, however, interrupted for approximately two months through 
June and July of 1959, apparently because it was necessary to change the source 
of the injection gas. 

During the injection period and prior to the hearing the apparent results of 
the pilot project were observed in 7 off-set wells within the pilot area. The gas 
for injection in the Tensleep Formation came from a well producing in the 
Muddy and Dakota Formations. From June 1958 to May 1959 injection gas 
came from Pan American’s reserves in the Dakota Formation at Little Buffalo. 
From August 1959 to January 1960, injection gas came from the Muddy Forma- 
tion in the Little Buffalo Basin.’ During the injection period, production in- 
creased at the wells but such increase was not uniform. 

One well (No. 2), located west of the gas injection well and with only a 
slightly lower elevation on the structure, had an increase of production from 
28 barrels of oil per day shortly prior to the pilot program to 278 barrels on 
December 17, 1959 (with a gas/oil ratio of 209 cubic feet per barrel) and 284 
barrels on February 13, 1960, after completion of the pilot project. During a 
period of less than six weeks between that date and March 22, 1960, production 
declined to 196 barrels per day and the proportion of water in the total produc- 


7In 1957, Pan American signed a contract with Ohio for the delivery to Ohio of 8 
million cubic feet of gas from the Dakota Formation in Little Buffalo Basin for use by 
Ohio in repressuring the Frontier Formation at Grass Creek, in which formation Pan 
American has a 37% interest. At the time, Pan American believed the reserves available 
to it from the Dakota to be greatly in excess of the 8 billion cubic feet committed to 
Ohio. In February 1959 a revised estimate of the original deliverable reserves in the 
Dakota Formation in Little Buffalo was made, which showed such reverves to have orig- 
inally been only 3.2 billion cubic feet of gas. As partial consideration for acceptance by 
Ohio of the lesser volumes in full satisfaction of its claim upon Pan American, Pan 
American and Ohio signed a letter agreement on January 5, 1960 for the sale and delivery 
by Pan American to Ohio of 300 million cubic feet of gas from the Muddy Formation in 
Little Buffalo, the said 300 million cubic feet being the estimated remaining gas available 
to Pan American from the single well drilled in the Muddy Formation, this well appar- 
ently being capable of exhausting the gas in the formation. 
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tion, which had decreased from 90 percent to 30 percent during the pilot period, 
increased again to 50 percent. This well had the benefit, however, of the 
installation of a larger pumping unit. 

Well No. 25, south of the injection well and also slightly lower on the forma- 
tion, was producing more than 100 barrels of oil per day during that period as 
the result of a sand-oil fracking procedure and the installation of a larger pump- 
ing unit. In the case of this well production actually decreased from 1,035 bar- 
rels to 735 barrels of oil per day. The reduction was credited by the witness 
to the ending of the flush period which resulted from the fracking procedure 
and an increase in the size of the pumping unit. Shortly before the end of 
injection this well had a ratio of 415 cubic feet of gas to each barrel of oil. 

Another well located to the southwest, which was producing 80 barrels of 
oil prior to injection, was subsequently shut-in because of a high gas/oil ratio, 
which was not stated on the record. This well is approximately 49 feet higher 
on the structure than the injection well and the witness stated that this higher 
elevation resulted in considerable movement of the injection gas toward this 
well, which had to be shut-in to conserve the said gas. 

Another well, which produced 75 barrels of oil per day in June or July, 1955, 
was producing 78 barrels of oil per day at the close of the project. No effect 
of injection was apparent until April of 1959 and the well was still producing 
between 70 and 80 percent of water in February 1960. This well was east of 
the injection. well and 188 feet lower on the structure than the injection well. 

A well to the north of the injection well and some 56 feet lower on the 
structure had an increase from 2 barrels to 77 barrels of oil per day and reduc- 
tion in percentage of water from 95 percent to 90 percent. 

Well No. 22, located southeast of the injection well and 292 feet lower on 
the structure, apparently had a decrease from about 327 to 256 barrels of 
oil per day during the pilot period. The percentage of water increased from 
zero to 2 percent. The fact that a test in January or February 1960, showed 
only 4 cubic feet of gas per barrel of oil indicates that very little of the injected 
gas was even approaching this well. 

Another well to the northeast, and even lower on the structure than No. 22, 
showed an actual decrease from 220 barrels and an increase in the proportion 
of water from 65 percent to 95 percent during the pilot period. Three of the 
wells in the pilot area showed increases in the gravity of the oil, and several 
wells showed a decrease in the water-cut or percentage of water, as indicated 
above. 

Outside of the pilot area, there was a very general decrease in production 
of Tensleep oil during the pilot period. Oil production from all wells outside 
the pilot area declined from approximately 5,000 barrels per day to 3,540 
barrels in one and one-half years with a slight decline only in the pilot area. 
Only one well (No. 3), which is approximately 160 feet lower on the structure 
than the injection well, shows both increased oil production and a reduction 
of the percentage of water to total production.® The lack of homogeneity which 
appears to exist in this structure and some special or peculiar channeling of 
the injected gas may have been responsible for this exception. Other instances 
of comparatively small decreases of production or only minor increases in 
water-cut (or proportion of water to total production) were explained by the 
witness as related to sand-oil hydrofrac, chemical additions or larger pumping 


units, which prevented water from collecting in or near the well and holding 
back the oil. 


















































® Production increased from 23 barrels per day to 35 barrels and the water-cut was 
reduced from 92 percent to 90 percent. 
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The great variance in result from wells at practically the same distance 
in some cases and fairly closely related in structural height to each other, 
would tend to prove that the formation is definitely nonhomogenous. Varying 
porosity in different portions of the formation appears to produce greatly 
varying effects upon the movement of the aquifer or encroaching water as 
well as upon the movement of natural gas being injected into the structure. 
On the whole, however, the pilot project appears to have been successful in 
its small way. 

The witness Falkingham testified that, if a full-scale injection program is 
not initiated, approximately 9,700,000 barrels of oil would be recovered from the 
Tensleep Formation in the Little Buffalo Basin during the next 25 years. He 
further testified that, if such a fullseale injection program had been initiated 
as of January 1, 1960, there would have been a production of 23,100,000 barrels 
of oil in the same 25-year period. He calculated that the basic royalty payment 
on the additional oil (all payable to the United States Government) would 
amount to approximately $5,000,000, production taxes paid to the State of 
Wyoming would be approximately $1,500,000 and payment of overriding royal- 
ties and other reserved interest benefits would amount to approximately 
$2,500,000. After paying these amounts and operating costs, the working interest 
owners would net approximately $10,000,000. 

In response to the request of the Presiding Examiner, further studies were 
presented showing the effect, if a limited erestal injection project were carried 
out. The request was based upon the fact that there was no firm showing 
by Pan American of where it might obtain the additional volumes required 
for the proposed crestal injection project, after exhaustion of the approximately 
5 billion Mcf which it hopes to obtain by the proposed abandonment of the 
existing service to Montana-Dakota.° 

The further studies show that if the injection of gas into the Tensleep 
Reservoir is limited to such gas as may be available to Pan American from the 
proposed abandonment only, the estimated basic royalties to the United States 
Government would be approximately $1,727,000, the estimated increased pro- 
duction taxes to the State of Wyoming would be $592,000, the estimated over- 
riding interest benefits would be $783,000 and the estimated benefits to the 
working interest owners would be $5,001,000. These figures are based upon 
estimated production of 444 million barrels of oil over and above the volumes 
of oil, production of which could be expected, if no further gas were injected 
into the Tensleep Reservoir after exhaustion of the Frontier Formation gas 
from Little Buffalo Basin. 

Mr. Falkingham has great faith in the pilot project. He has been study- 
ing this problem since 1954, and has rationalized for us several apparent dis- 
crepancies or disappointments in the results obtained from the experimental 
or pilot project. His estimate of 4%4 million barrels of oil from the pilot 
project is the second of two estimates submitted by him in his direct testi- 
mony. 2,851,000 barrels of additional oil were anticipated in his March esti- 
mate, from a partial project dependent upon the gas available from the pro- 
posed abandonment. This lower figure is approximately 63 percent of the 444 
million barrels of oil anticipated when he testified in April. If we assume 
that only 2,851,000 barrels of oil would be available the royalties payable to 


®* The witness stated that Pan American would have available to it from the Tensleep 
Formation 5 million out of some 10 million or more Mcf of the remaining recoverable 
reserves in the Little Buffalo Basin Frontier Formation. The balance belongs to Ohio or 
other owners or is necessary for field fuel use or delivery to Cody Gas Company for service 
to Meeteetse. 
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the United States Government would be $1,088,010, the production taxes paid 
to the State of Wyoming would amount to $372,960 and the overriding interest 
benefits would amount to $493,290. It can be fairly assumed that the cost of 
operation of the proposed project will not be reduced in proportion to the 
volumes produced by use of the same volumes of gas over the same period. 
The net return available to the working interest owners only would be con- 
siderably less than the figure of approximately $3,200,000 obtained by taking 
63 percent of the $5,091,000. 

It appears to us that some portions of the gas which is injected into the 
Tensleep Formation may move to higher portions of the structure and would 
be of no use in the production of oil and also that in some cases the water 
may move in and pass around the oil in spite of the gas injection. There is 
also some doubt as to whether the highly viscous Tensleep oil will absorb 
enough natural gas to result in the full amount of increased production antici- 
pated by Mr. Falkingham. The good results obtained from some wells indi- 
cate to us that it is very probable that at least 25% of the anticipated in- 
crease will be obtained by Pan American, even if no further supply of natural 
gas is obtained, with which to carry on the project after exhaustion of the 
Frontier Formation gas in the Little Buffalo Basin. Those portions of the 
gas, which do not go into solution or remain trapped in the higher portions 
of the reservoir, will probably be used over and over again with beneficial 
results. We feel that it is reasonable to anticipate a minimum increase in 
production of 25% of the 4%4 million barrels of additional oil, the production 
of which is estimated by the witness. 

On the 25% basis the United. States Government would receive $431,750 in 
additional basic royalties, the State of Wyoming would receive $148,000 in 
additional production taxes, and the owners of overriding royalties and sim- 
ilar interests would receive an additional amount of $195,170. While the ad- 
ditional return to the working interests, after payment of operation expenses 
and the above classes of payments, would be something less than the slightly 
more than $1,250,000 resulting from the use of 25% of the amount estimated 
by Mr. Falkingham for the partial plan, it is probable that Pan American 
would, at least, have some profits for distribution to stockholders. 

Montana-Dakota submitted an exhibit showing original plant cost of more 
than $2,000,000 as of December 1, 1959, for the facilities which it states were 
used for the purchase of gas from the Little Buffalo Basin Field. Montana- 
Dakota estimated the value of the portion of these facilities which it claimed 
will be rendered useless to it, if the proposed abandonment is authorized, as 
$541,907. The estimated cost of removal is $200,762 and the estimated cost 
of reconditioning such facilities for sale or utilization elsewhere is $129,346, 
with an estimated net salvage of $211,799. This would be credited against a 
figure of $705,544.82 which figure represents depreciated value of the part of 
the original plant, which is claimed to be made useless by the abandonment.” 

Montana-Dakota used a depreciation rate of 2.85% for facilities constructed 
during the period between 1927 and 1950. For the facilities constructed during 
the period 1951 through 1959 a 3% depreciation rate was used, except for those 
facilities purchased from Montana-Wyoming Gas Company where 4% was used 
by Montana-Wyoming prior to the purchase in May 1955. For facilities pur- 
chased from Montana-Wyoming the 3% depreciation was used beginning with the 
last half of 1955. 69% depreciation has been used for general tools which were 
purchased since 1958 for the Little Buffalo Basin station and for communi- 
cation facilities installed in 1952 and thereafter at the same station. 


2% The claimed original plant cost of the facilities, to be rendered useless if abandon- 
ment is authorized, is $1,425,434.52. 
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The evidence showed, and it is not denied, that within a period of approxi- 
mately 3 years from the present time, the Frontier Formation in the Little 
Buffalo Basin Field will be depleted to a point where deliveries to Montana- 
Dakota must, in any event, be discontinued and service abandoned. A check 
of the additional depreciation which would occur during the said 3-year period 
at the depreciation rates previously used shows that such additional depreci- 
ation would amount to $194,152.36. It appears to us that this figure approaches 
very closely to the maximum loss that can be claimed by Montana-Dakota 
as loss to itself and its customers, if the abandonments proposed by Pan Amer- 
ican and Ohio be authorized by us. 

If the Frontier gas in Little Buffalo were exhausted in 3 years, the loss 
of approximately $493,000 estimated on behalf of Montana-Dakota would be 
reduced by the additional $194,156.36 depreciation. The cost of removal and 
reconditioning would be changed very little. Estimated salvage value and 
net salvage could both possibly be less at that time. The use of 2.85% as- 
sumes useful life of approximately 35 years. While a life expectancy of such 
duration or one of 3314 years (based on 3% depreciation) might have some 
relation to reality in 1927 or 1939, neither does justice to be surrounding cir- 
cumstances or to the anticipated production future of the Little Buffalo Basin 
Fields as of 1952 when the compressor station in the Basin and the additional 
and related compression facilities at the Worland Station were installed. A 
more realistic depreciation computation for the facilities installed in the later 
years of production would reduce the paper losses Montana-Dakota antici- 
pates if abandonment be authorized. 

Of the total of $705,544.82 of depreciated plant value as of December 31, 1959, 
which Montana-Dakota claimed will be rendered useless by the proposed aban- 
donment, if authorized, $422,641.86 represents depreciation value of a compressor 
station in the Little Buffalo Basin built by Montana-Dakota in 1952 and added 
to in 1955 for the purpose of maintaining pressure to put the gas from the Little 
Buffalo Basin Field into its system for transmission eastward toward its 
storage and principal delivery points. By the terms of the 1949 contract entered 
into by Pan American, Ohio, Greybo, and Pedley with Big Horn and assigned 
by Big Horn to Montana-Dakota May 31, 1951, the purchaser was obligated to 
maintain the necessary pressure to put the gas into its line until such time as 
the well-head pressures fell below 100 pounds. This contract was entered into 
at a time when the approaching end of the deliverability should have been 
foreseen by Montana-Dakota and when there appeared little possibility that 
producers might be subjected to Federal regulation and that such contracts as 
those in question here might not terminate by their own language. 

Pan American is willing to purchase both the gathering system of the Montana- 
Dakota and Montana-Dakota’s compressor station in the Little Buffalo Basin if 
terms of purchase are reasonable. We are inclined to believe that these facili- 
ties would be more useful to Pan American than to any one else if the service to 
Montana-Dakota is abandoned while gas remains in the Frontier Formation 
which can be injected into other formations in the Little Buffalo Basin or 
transported to the Grass Creek Field. If Pan American were to acquire these 
facilities at a figure reasonable to both parties, it might save money over instal- 
lation of other facilities and at the same time permit Montana-Dakota to obtain 
better terms than would result from a salvage disposal. Such reasonable figure 
would be somewhere between the estimated cost to Pan American of other 
facilities adequate to compress the injection gas and the estimated net proceeds 
which Montana-Dakota would receive if the facilities were otherwise disposed 
of. Certainly, it would appear that the only value such facilities might have 
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to any one at the end of another three-year period (when the Little Buffalo Basin 
gas ceases to be deliverable) would be salvage value only. 

In both the application and the testimony of its witness Frederickson, Mou- 
tana-Dakota laid great stress upon the fears which that company entertained 
that abandonment in this proceeding (if allowed) would establish a precedent 
affecting other contracts of Montana-Dakota. The principal contracts which 
would be affected were stated by the witness to be “dump contracts” with 
“Amerada” “ and “Signal” ” for delivery of gas at Tioga, North Dakota, expiring 
April 30, 1962. These two contracts represent 16.84 percent of Montana-Dakota’s 
total produced and purchased gas in the year 1959. 

The rule of “stare decisis” is not applicable in Administrative Law. Each 
abandonment proceeding stands on its own feet and must be determined on its 
own facts. A granting of authority to abandon in this case will establish no 
practice of this Commission, which can be claimed as a precedent by Amerada 
or Signal for granting of abandonment authority after the expiration date 
appearing in their contracts with Montana-Dakota. On the other hand, a denial 
by us of the petition of Pan American or Ohio, or both, in this case would not 
operate to hinder or prevent the filing of an abandonment petition by Amerada 
or Signal or by both, or the granting by us of the prayers of such petition if 
the facts should justify such a grant. 

In its petition to intervene Montana-Dakota listed the following customers 
who are now served from Montana-Dakota’s Big Horn line: 

Cody Gas Company for distribution in the town of Meeteetse, Wyoming 

Service Pipe Line (subsidiary of Pan American) 

Pan American for use in Grass Creek field for camp and treaters 

Ohio Oil for use in Grass Creek field for camp and treaters 

Husky Oil for use in Grass Creek field for camp and treaters 

Gulf Oil for use in Grass Creek field for camp and treaters 

Farm line customers (ranchers) 

Wyoming Gas Company for distribution in Worland 

Holly Sugar Company (Industrial plant) 

State Industrial School at Worland 
A witness for Montana-Dakota stated that in the event the abandonment 
was authorized services would continue by Montana-Dakota to Wyoming Gas 
Company, heretofore referred to as Wyoming, to Holly Sugar Company and 
to the State Industrial School at Worland, Wyoming. 

Service will also be continued to 29 other main line customers. The wit- 
ness Frederickson, Assistant Vice President of Montana-Dakota further testified 
that, in the event of abandonment, service by Montana-Dakota would be dis- 
continued as to the following customers: 

Cody Gas Company—Meeteetse, Wyoming (Distribution System) 

Service Pipeline Company (Pumper’s Residence) 

Wyoming Gas Company (Emergency Connection for Hot Springs, Wyoming) 
Ohio Oil Company (Grass Creek Field Use) 

Pan American Petroleum Corporation (Grass Creek Field Use) 

Shryack School 

A. Ferand (Ranch Residence) 

The witness Jones, the Division Gas Superintendent of Pan American’s 
Rocky Mountain Division, testified that it is Pan American’s intention, if 
the abandonment is granted, to continue to sell gas to Cody Gas Company for 
service in Meeteetse and to make available reasonable quantity of gas for use 


11 Amerada Petroleum Corporation FPC Gas Rate Schedule No. 41. 
22 Signal Oil and Gas Company FPC Gas Rate Schedule No. 3. 








FEDERAL POWER COMMISSION 15 


by Pan American, Ohio, Husky Oil Company and Gulf Oil in the Grass Creek 
Field through an existing line owned by the Frontier Producers at Grass 
Creek and extending from the Little Buffalo Basin Field to Grass Creek. 
The present source of the gas sold to Cody Gas Company by Montana-Dakota 
is stated to be one Frontier Formation well in Little Buffalo” directly con- 
nected to the line of Cody. From this one well, Montana-Dakota makes an 
intrastate sale to Cody. Montana-Dakota owns no pipeline or other facilities 
which are used in connection with this resale to Cody. 

Pan American also proposes to see that service is continued to the pumper’s 
residence at the pumping station of the Service Pipeline Company near Little 
Buffalo Basin Field. This is an oil pipeline affiliated with Pan American, and 
the service is apparently rendered to provide natural gas to the home of the 
pumper at the said station. 

This leaves only two present customers of Montana-Dakota who may be 
deprived of natural gas service if the abandonment of service by Pan American 
and Ohio to Montana-Dakota is authorized, as requested here. The two are 
Shryack school whose size and number of pupils is not stated and one ranch 
residence. These two customers have apparently had for many years the 
benefit of a service, at points somewhat isolated from the location of other 
gas customers, not available to other schools and other ranches similarly 
situated and in the same general area of Wyoming. While unfortunate, the 
adverse effect is minimal and not sufficient to justify denial of the application, 
if otherwise proper. The only other connection to be abandoned is an emergency 
connection with Wyoming at or near Hot Springs, Wyoming. There is no 
evidence as to any recent use of the connection and Wyoming has not sought 
intervention. 

In addition to the use of gas assigned to customers heretofore mentioned, 
Montana-Dakota injects some of the gas taken from Pan American and Ohio 
into storage, which is later utilized to meet peak demands upon the system 
of Montana Dakota. During the period of 1956-59 the average annual increase 
in number of customers of Montana-Dakota has risen 3.85 percent and the 
average increase in deliveries each year has been 5.43 percent. Averages 
become less useful when we note that increases in annual deliveries vary 
from 1.92 percent in 1957 to 11.64 percent in 1959. The witness stated that, 
while the average number of customers for the years 1960-63 was expected 
to increase by 3.80 percent per year, the anticipated increase in deliveries 
was only 1.97 percent per year. 

Anticipated withdrawals from storage by Montana-Dakota in excess of annual 
input to storage are listed as 3.84 percent for 1961, 9.99 percent for 1962 and 
17.09 percent of the amount of storage for 1963, if abandonment is not author- 
ized. The estimated effect of abandonment of the Little Buffalo Basin deliveries 
would be to increase the percentage of such excess of withdrawals over input to 
6.36 percent in 1961, 11.71 percent in 1962 and 18.99 percent in 1963. 

The testimony presented by Montana-Dakota shows that, in the event of 
abandonment, it is anticipated that gas in storage December 31, 1963, will 
be reduced from 23,908,964 Mcf at 14.73 psia™ to 22,266,964 Mcf at 14.73 
psia. However, the evidence presented by Montana-Dakota shows that the 
1,642,000 Mcf which will be lost to Montana-Dakota storage during the three- 
year period will be measured on a declining scale. The estimated decrease 
will be 839,000 Mcf at the same pressure basis in 1961, 511,000 Mcf in 1962 


33 This well is one of those in the Frontier Formation unit, from which Pan American 


and Ohio propose to abandon service to Montana-Dakota. 
14 Psia= pounds per square inch absolute. 
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and only 292,000 Mcf in 1963. In the latter year only 1.9 percent of the 
decrease in storage at the year end can be related to the proposed abandonment. 

In 1959 the total amount of gas produced and purchased by Montana-Dakota 
was 40,558,892 Mcf. The purchases from Litlle Buffalo (from Pan American as 
operator) amounted to a total of 1,951,208 Mcf, or 4.81 percent of the total 
produced and purchased gas of Montana-Dakota. On the peak day of that 
heating year (November 15, 1959), the gas from Little Buffalo represented only 
4,633 Mcf, which was 3.54 percent of the available production and 2.34 percent of 
the total input, including storage gas. 

An exhibit (No. 16) presented by Montana-Dakota shows that gas purchased 
from Pan American has decreased from a figure of 4,940,839 Mcf in the year 
1953 to the figure of 1,951,208 Mcf in 1959 stated in the preceeding paragraph. 
This reduction occurred in spite of claimed increasing demand for gas from the 
system of Montana-Dakota and in spite of the apparent efforts of Montana- 
Dakota to use maximum volumes of Pan American gas for storage purposes be- 
cause of the flexibility of delivery permitted by the Little Buffalo Basin contract. 

Montana-Dakota’s company geologist Gwynn testified that Pan American has 
available, for sale, volumes variously estimated from 80,000 to 120,000 Mcf in 
the Phosphoria Formation in Beaver Creek Field, located in Fremont 
County, Wyoming. Beaver Creek Field is 85 miles southeast of the Little 
Buffalo Basin Field and some 75 miles distance from the Grass Creek Field. 
There is no evidence in the record of any existing facilities by which such gas 
could be transported from the Beaver Creek Field to either the Little Buffalo 
Basin or the Grass Creek Fields. 

While the testimony of Montana-Dakota’s witness shows that that company 
had a storage capacity of 120 billion cubic feet or 120,000,000 Mcf in the Baker 
Field and approximately 20 billion cubic feet or 20,000,000 Mcf in its Elk Basin 
storage field (the maximum amount of storage shown for any year-end since 1956 
is 31,393,474 Mcf shown at the end of 1959. There was testimony on behalf of 
Montana-Dakota that the volumes in storage as of December 31, 1960 will have 
increased to 33,317,564 Mcf and that purchases by Montana-Dakota from one 
source“ were increased by approximately 10 percent during the period 1957 
to 1959. 

Letters placed in evidence during the hearing show that the Administrative 
Director of the Oil and Gas Conservation Commission of the State of Wyoming 
and the Acting Secretary (as of March 1960) of the Interior had expressed 
favorable interest in the crestal injection project proposal of Pan American. 
In the case of the Conservation Commission it is stated that letters may be 
considered as preliminary approval and concurrence in the proposed expanded 
gas injection project during the interim period pending the realization of the 
acquisition of an adequate gas supply for the project. 

The spokesman for the Interior Department makes his request for serious 
consideration of the gas injection project to the end that production of oil may 
be increased and that sources of energy may not be lost forever. He carefully 
avoided any suggestion that the interest of consumers should be neglected by 
this Commission. 

The Staff presented as a witness, a petroleum engineer employed by the 
Commission, Mr. Dale L. Hankins who had made a study of the data presented 
by Pan American in regard to Little Buffalo Tensleep oil reservoir. He testified 
that the said Tensleep reservoir is a relatively thick sandstone containing many 
tight impermeable streaks. The oil is a very viscous undersaturated crude 


%The tailgate of Signal’s Plant at Tioga, North Dakota for the purchases listed in 
footnotes 11 and 12. 
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which apparently wets the reservoir rocks, except in the less permeable sections 
of the reservoir. The active water-drive in this field has not proved to be an 
efficient recovery mechanism, due primarily to the ability of the water to flew 
through the reservoir rocks more easily than oil. He stated that the non- 
homogeneous permeability of the reservoir rock had probably added to the water 
intrusion problems experienced in this field. 

He belives that the Applicant’s estimate of the gas to be recovered through the 
crestal injection and gravity flow processes are unduly optimistic. He further 
believes that the pilot project did not yield adequate information from which 
an estimate of added oil production could be made. He believes large volumes 
of oil will be bypassed by the gas and be blocked off from the producing wells 
by water intrusion. The witness also pointed out the fact that the wells out- 
side the pilot area had been worked over shortly prior to August 1958 and stated 
that the decrease in production shown outside the pilot area resulted, in his 
opinion, from a natural decrease after flush production, which had resulted 
from reworking and recompletion of wells. 

The witness makes no positive assertion that Pan American’s interpretations 
of the results shown by the pilot project are erroneous, but questions the ac- 
curacy of the factors used by Pan American in reaching its conclusions. He also 
doubts whether the results obtained in laboratory analyses in regard to the 
ability of the gas to go into solution in the oil would be duplicated in the 
reservoir. He does not deny that the proposed injection, whether complete or 
limited, might delay the influx of additional water, but expressed belief the 
proposed limited injection could not be expected to prevent the continued in- 
trusion of water. 

It is belived that the 75 percent reduction in anticipated benefits heretofore 
discussed would certainly meet or more than meet any inferences to be taken 
from the testimony of Mr. Hankins who made no positive claims, but only 
doubts the ability of the Applicant to obtain the production goals, which it seeks 
to achieve through the use of the crestal injection process. 

We can not agree with the theory of Montana-Dakota in its brief that the only 
public interest to be considered by us is the public interest of the consumers and 
the distributors upon whom they depend for service. The argument that the 
United States when acting in a proprietary capacity as a royalty owner is in 
no better position than any other royalty owner does not impress us. More 
over, it would be a narrow conception of the public interest which would assume 
that royalty owners as a whole are not entitled to protection, when reasonably 
possible, from the destruction or dissipation of the natural resources which 
they may own or of which they may be entitled to enjoy the fruits. 

In fact, we think that the deliberate permitting of natural resources to be 
destroyed or placed out of reach of any one would be undesirable regardless 
of who the owners of such resources might be. Such resources form a part of 
the economy of this country and in a national emergency they might become 
very important to the nation as a whole. If the resources which might be 
forever lost were located in Cuba or Russia we might be willing to see them 
sealed off and made useless to the economics of either of those countries in 
time of international competition on an all-out basis, such as we now have. 
We cannot afford to permit disuse or loss to our economy of natural resources 
simply because the utilization of such resources may or will result in profit 
to the holders of a property interest. Whether such property interest be that 
of the National Government, of State or local government, of an eleemosynary 
institution, of widows and orphans, of an average individual, or of the most 
selfish entrepreneur, is merely a matter of degree. 
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We do not feel that Pan American is under obligation to build 75 or 85 
miles of pipeline in order to bring Beaver Creek Field gas to Little Buffalo 
or to a connection with the existing line between Grass Creek and Little Buffalo. 
Neither can we find support for the theory that the sale by Pan American to 
Ohio of the remaining gas to be produced from the comparably small area of 
the Dakota and Muddy formations in Little Buffalo should foreclose Pan 
American from any right to abandon the service to Montana-Dakota in order 
to utilize the remaining Frontier Formation reserves to increase its production 
of oil. The sale to Ohio by Pan American of gas in the Dakota Formation 
was made at a time when it was believed that the reserves were much 
greater than they have, in fact, proved to be. Moreover, such sale was made 
at a time prior to the approval and institution of the pilot project and when 
the officers of Pan American apparently did not anticipate any of the results 
now estimated to be obtained by the use of such gas for injection into the 
Tensleep formation. 

Moreover, it should be borne in mind that the Pan American has a 37 per- 
cent interest in every barrel of oil which Ohio produces by the use of the gas 
which it purchases from Pan American’s Dakota or Muddy reservoirs at 
Little Buffalo. The action of Pan American in making gas, for which it did 
not then have an apparent advantageous use, to another producer, in whose 
project it had a substantial economic interest as a non-operating part-owner, 
was the action of a prudent operator, as of the time of the contract, and held 
forth prospects of conserving natural resources of Wyoming and the United 
States. 

The record shows that the Dakota gas of Pan American in the Little Buffalo 
Basin was sold to Ohio on March 21, 1957. The proposal of either the pilot 
project or crestal injection program of Pan American for the Little Buffalo 
Basin Tensleep reservoir was not approved by the management until the fall 
of 1957. The witness Falkingham submitted in the original report recommend- 
ing the Tensleep July 7, 1956 to his immediate superiors but does not know 
whether it had reached a higher echelon prior to the sale of Dakota gas. 

The sale by Pan American to Ohio of 300 million cubic feet or 300,000 Mcf 
constitutes the total estimated deliverable production from the Muddy Forma- 
tion at Little Buffalo and was obviously made under pressure in an attempt 
to satisfy to some minor extent Ohio’s claim for some 5 million Mcf of gas 
contracted to it by Pan American which it had become obvious at the time of the 
sale of the Muddy gas could never be delivered to Ohio by Pan American. 

Montana-Dakota claims that Pan American had no right to sell gas from 
the Beaver Creek Field (more than 75 miles distant from the Little Buffalo. 
Basin Field) to El Paso Natural Gas Company (El Paso) at a time when 
Pan American needed gas to increase production from the Tensleep reservoir 
at Little Buffalo Basin. There is some evidence that Montana-Dakota desired 
to purchase all or part of the said gas which Pan American produces in the 
Beaver Creek. There is no evidence however, that Montana-Dakota would 
pay a price which would permit purchase of other gas from other producers 
in the Beaver Creek in sufficient volumes to justify construction of a pipeline 
from Beaver Creek to the Little Buffalo Basin Field. Neither is there any 
evidence that Montana-Dakota would be willing to transport gas of Pan Ameri- 
ean from the Beaver Creek to the Little Buffalo Basin, on a contract-carrier 
basis, in order to permit Pan American to utilize said gas for its crestal injec- 
tion project at Little Buffalo Basin. 

To paraphrase the language of a great English Statesman, this Commission 
is not here to liquidate the business of any utility which is regulated by it. 
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We do not propose to require the transfer of the Cody Gas sales from Montana- 
Dakota to Pan American or Ohio and no action taken here can be construed 
as interfering with the right of Montana-Dakota to continue that service or its 
services to any of the other customers as to whom it states its intention of 
discontinuing service if abandonment is approved. However, it might be noted 
that delivery to Cody for service to Meeteetse appears from undisputed evidence 
presented in the case to be a wholly intrastate transaction not subject to the 
jurisdiction of this Commission. 

On the other hand we have no authority to require Pan American to sell 
its Beaver Creek gas to Montana-Dakota and repurchase said gas or portions 
thereof from Montana-Dakota in the Little Buffalo Basin, even if Montana- 
Dakota should elect to build a line between the Little Buffalo Basin and Beaver 
Creek and compete with Bl Paso for the purchase of gas from Pan American 
and other producers in the Beaver Creek Field. Moreover, the record does 
not convince us that such a sale would be feasible, unless gas of other producers 
in the Beaver Creek Field were also to be acquired by Montana-Dakota and 
we have no assurance that Montana-Dakota can purchase such additional gas. 
The cost of a much shorter line from the Oregon Basin was estimated at 
$410,000. 

Ohio’s evidence was presented by Mr. Sandusky, Supervisor of Engineering 
and Contracts in the Natural Gas Division and Acting Manager of that Di- 
vision of Ohio. Ohio’s 27.45 percent of the gas being produced from the Fron- 
tier Formation at Little Buffalo includes interests carried for others in the 
amount of 2.205 percent. The interest in the unit actually held by Ohio is 
25.245 percent. 

There are several reasons for Ohio’s desire to abandon service to Montana- 
Dakota. First, the 1949 contract was for a period of 10 years only, and Ohio 
intended to and did contract to sell thereunder only such portion of its share 
of the Frontier gas as might be taken by Montana-Dakota during such 10- 
year period. 

Second, the Frontier sand reservoir in Little Buffalo Basin is now essen- 
tially depleted. On May 1, 1959, the average bottom-hole pressure was ap- 
proximately 112 psia. Upon the expiration of the 1949 contract, the amount 
of gas remaining in the said reservoir was approximately 11 billion cubic feet 
calculated to an abandonment pressure of 40 psia. Only a fraction of this 
amount could be delivered to Montana-Dakota, inasmuch as late in May 1959, 
the suction pressure at Montana-Dakota’s compressor station, located some three 
miles from the field, was 26 psia. 

Third, Ohio desires to use its share of the gas remaining in the Frontier 
reservoir of the Little Buffalo Basin Field for repressuring operations in the 
nearby Grass Creek Field for the purpose of increasing oil production. The 
Grass Creek Frontier reservoir was unitized under a Unit Agreement which 
became effective March 1, 1957. The purpose of the unitization was to insti- 
gate a gas injection program designed to return gas to the formation along 
the crest of the structure in order to supplement reservoir energy through 
external gas-drive mechanism as a secondary recovery measure in this formation. 

It was anticipated by Ohio that the injection of 5 billion cubie feet of gas 
would raise the reservoir pressure from an estimated 10 psig to 200 psig at 
the peak of the program. Since a portion of the lands within the Grass Creek 
Unit consisted of public lands of the United States, both the Unit Agreement 
and the initial plan for gas injection were submitted to the U.S. Geological 
Survey for approval. The Unit Agreement was approved on February 11, 1957, 


and the initial injection plan was ae AR MY L| BRARY 
Washington, D.C. 
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Gas injection under the approved plan was commenced in June 1957. Not- 
withstanding the pressure of a number of problems, resulting from the fact 
that the reservoir is made up of several individual sand stringers within 
the Frontier Formation, and from the fact that most of the old wells were 
open-hole completions, response to the program has been substantial. Prior 
to injection, decline of production was well established and has been computed 
to be 7.3 percent per year. After the injection program was commenced, pro- 
duction increased by approximately 400 barrels per day. 

Ohio’s latest estimate of additional reserves attributable to the gas injec- 
tion program is 2,273,500 barrels of stock-tank oil. This amounts to 2.75 per- 
cent of the 82,700,000 stock-tank barrels of oil estimated to have been originally 
contained in the reservoir. Economies in operation may result in an exten- 
sion of the productive life of the Frontier Formation at Grass Creek and 
make the ultimate oil recovery under this program at least 2,415,000 barrels 
of oil, or approximately three percent of the total oil originally in place. 

As the operation continues, better control may be achieved by remedial 
work, optimum choice of producing wells, variation of prodction and injec- 
tion rates and similar activities which would result in maintaining the pres- 
ent level of production for some time. This might add to the estimated 
additional recovery above stated. Such recovery would not, however, ever ex- 
ceed 10 percent of the oil originally in place. 

In order to accomplish this program, Ohio undertook to purchase the neces- 
sary five billion cubic feet of gas and contracted with Pan American (as of 
March 21, 1957) for the delivery of gas from Pan American’s Dakota reservoir 
in the Little Buffalo Basin. Performance of the Dakota reservoir since de- 
liveries began has indicated that the Dakota gas reserve will be insufficient 
to complete the program. As of January 1, 1960, approximately 2.35 billion 
cubic feet had been delivered, with an estimated 0.29 billion cubic feet more 
available from the Datoka formation. 

In addition, Pan Amerian has agreed to supply 0.30 billion cubic feet from 
the Muddy Formation in Little Buffalo Basin. The estimated total quantity 
to be delivered by Pan American is 2.94 billion cubic feet. Since the minimum 
volume believed to be necessary to complete the Grass Creek Frontier gas 
injection program is five billion cubic feet, it is necessary that Ohio obtain 
2.06 billion cubic feet of gas from some other surce. 

Ohio desires to use the Little Buffalo Basin Frontier gas to make up this 
deficit. As of January 1, 1960, it was estimated that approximately 10.4 bil- 
lion cubic feet of recoverable gas remained in the Little Buffalo Basin Fron- 
tier reservoir. Ohio’s share of this gas, approximately 25 percent, amounts 
to 2.6 billion cubic feet, an amount adequate to complete the Grass Creek 
program. 

Ohio regards the Grass Creek Frontier gas pressure maintenance program 
to be a worthwhile conservation project which will result in greater benefit 
to the public than would continuance of the sale of Little Buffalo Basin 
Frontier gas to Montana-Dakota. Ohio’s share of the remaining reserve at 
Little Buffalo Basin was stated by Montana-Dakota in its December 31, 1958 
report to the Commission to be about 1.48 billion cubic feet, or approximately 
18/100ths of 1 percent of the total reserves available to Montana-Dakota. 

Staff Counsel presented no testimony in regard to Ohio’s proposal. In his 
brief Staff Counsel stated that this is a common type of recovery program and 
Staff Counsel feels that it is a realistic one. After stating this, Staff Counsel 
goes on to argue that the Oregon Basin gas, available to Ohio as unit operator 
at points varying 15 to 23 miles from Little Buffalo Basin and somewhat further 





FEDERAL POWER COMMISSION 21 


from Grass Creek should be utilized for the project of both Pan American and 
Ohio. This would involve construction of a pipeline by some one. No estimate 
of cost for such a pipeline was presented by any one although Staff Counsel made 
the statement that the cost would be minimal in comparison to the benefits 
that would be realized. No statement was made as to how long it would take to 
construct such a pipeline and to what extent delay incidental to such construc- 
tion would permit the anticipated oil conservation benefits to be reduced 
through water intrusion or other natural causes. 

Staff Counsel appears to rest his opposition to Ohio’s project solely on the 
alleged but unproved availability of the Oregon Basin gas and upon the general 
statement that there is no relation between abandonment under Section 7(b) 
and the expiration of the contract. It may be noted that Staff Counsel on page 
21 of his brief states that Ohio is not committed to use the Oregon Basin gas 
in the way or ways heretofore suggested. He argues, however, that this is a 
very feasible alternative and the fact that such alternative exists must be taken 
into account in deciding whether the abandonment of the Montana-Dakota 
service is in the public interest. 

We are in general agreement with the theory of Staff Counsel that there is 
no relation between abandonment of a service under Section 7(b) of the 
Natural Gas Act and the expiration date of the contract for the sale of gas 
which has been filed as a rate schedule. Our knowledge of the gas industry and 
the related problem of the production of oil does remind us of the importance 
of the field use of natural gas to increase both the speed at which oil may be 
produced and the total volume of oil which may be made available from fields 
where natural gas is available for oil lift and similar purposes. The problems 
posed both by Pan American and Ohio are of this general nature and are 
related to the proposed use of the remaining volumes of natural gas controlled 
by those two companies in the Frontier Formation of the Little Buffalo Basin. 

It has been a general practice of oil companies engaged in production and sale 
of natural gas to reserve in their contracts the right to use whatever part of the 
available natural gas supply (otherwise included within the said agreement) is 
necessary for the production of the maximum volume of oil from the same or 
other property of the producer. No such agreement or reservation is contained 
in the contract filed as FPC Gas Rate Schedule No. 11 of Pan American and 
FPC Gas Rate Schedule No. 1 of Ohio. It is reasonable, however, to believe 
that such provision might have been inserted in the contract if it had been anti- 
cipated (under the law as then understood) in 1927 (or even in 1949 when the 
contract was extended) that expiration of the contract by passage of time 
would not result in the immediate ending of the service. For this reason, we do 
not feel that there is any moral obligation upon Pan American and Ohio to 
deliver natural gas to Montana-Dakota if the natural gas in question may more 
profitably be utilized for the production by Pan American or Ohio of oil from 
their own properties. Whether there is any legal obligation to continue the gas 
service and delivery to Montana-Dakota is a question to be determined by this 
Commission upon the basis of the facts as to the relative desirability, in the 
general public interest of the uses proposed for said natural gas by Pan Amer- 
ican and Ohio on the one hand and by Montana-Dakota on the other hand. 

We cannot agree with Staff Counsel that Pan American and Ohio have failed 
to meet their burden of proof, any more than we can agree with Montana-Dakota 
that the only public interest which may be considered by the Commission is that 
of the consumers. On the basis of the evidence it is hereafter found that the 
abandonments of services proposed by both Pan American and Ohio are in the 
public interest. The importance and value of the use of natural gas for the 
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purpose of lifting oil has heretofore been noted by this Commission in the 
opinion recently issued in the rate investigation proceedings in regard to Phillips 
Petroleum Company, at Dockets Nos. G—1148 et al., where the Commission stated 
that “lifting oil is a very valuable use for gas.” * 

Consideration has been given to questions raised in the hearings as to the 
possible abandonment by Pan American or Ohio or by both Applicants of their 
respective proposed gas injection projects, either by reason of the availability of 
a better and more convenient and economical source of gas prior to the carrying 
out of said injection projects or the discovery, in the case of Pan American, as 
a result of further studies, that carrying out of the proposed injection into the 
Tensleep was not economically feasible. Prior to the close of the final hearing 
session on April 20th, the Examiner requested a statement of position by re- 
sponsible company officers, in each case, as to a possible condition to be placed 
in any authorization for abandonment hereinafter issued. 

Pan American subsequently filed a statement of willingness to accept an order 
containing a clause providing that if, after the commencement of its gas in- 
jection project, that project proves to be unsuccessful and is voluntarily 
abandoned while gas remains in the Frontier Formation at the Little Buffalo 
Basin Field, that portion of the Frontier Formation reserves of Pan American, 
which then remains available for sale, will be offered to Montana-Dakota at a 
price to be determined by the Commission, if Montana-Dakota’s existing com- 
pression and transmission facilities are not abandoned in the meantime. 

Pan American did not state a position as to possible availability of a more 
desirable source of gas, prior to completion of the proposed injection facilities. 
Ohio stated that it did not have or expect to have any alternate source of gas, 
although it might consider a sale of Chugwater reserves in the Oregon Basin to 
Pan American if necessary to enable that company to complete its Tensleep 
project. 

We are hereafter attaching a condition to the abandonment authority granted 
to Pan American, in accordance with the statement made thereby, in regard to 
possible abandonment of the Tensleep injection project. As a matter of policy 
and without questioning the motives of the present applicants, we have also 
considered a provision that if either applicant shall abandon its presently pro- 
posed injection project while gas remains available for sale from the Frontier 
reserves in Little Buffalo, such gas must first be offered to Montana-Dakota, if 
that Company’s facilities for receipt thereof still remain in place, at a sale price 
to be approved by this Commission, before Pan American shall be free to sell 
such gas to any other purchaser. Such a provision might act as a deterrent to 
other sellers of gas, who may hereafter be tempted to abandon a sale and 
after a short use of the gas for the stated purpose, sell such gas to another 
purchaser (in either the interstate or intrastate markets) at a higher price. 
Such a condition might, however, encourage undue delay by Montana-Dakota 
in removal of facilities and is therefore not adopted here. 

The Pedleys have heretofore sought to join in the abandonment of the service 
to Montana-Dakota in their capacity as non-operating signers of the 1949 con- 
tract with Big Horn. Their petition was rejected and they later sought repre- 
sentation in the hearing. We are inclined to believe they are proper parties to 
a proceeding, in which the future utilization of their gas is to be determined, 
without any need to file a petition to intervene. This is immaterial, however, 
since the counsel of their choice is also one of the attorneys for Pan American 
and we must presume that he has sufficient regard for the canons of ethics of 
the legal profession to avoid representing in the same case interests which are 


1® Opinion No. 338, issued September 28, 1960, 24 FPC 537 at p. 555. 
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hostile to each other. We note that they are also part owners in the Tensleep 
Formation at Little Buffalo, where their share of the gas may be expected to 
be injected. 

Grebo did not, so far as we are informed, attempt to file an abandonment, and 
we know that it made no effort to intervene in these two abandonment proceed- 
ings. We know, however, that Grebo also owns a small interest in the Tensleep 
Formation at Little Buffalo. We must assume, for the purpose of this pro- 
ceeding that they have no objection to the abandonment, and that their share 
of the Little Frontier Formation gas will be made available to Pan American 


for the purpose of increasing the volumes of oil, which can be produced from the 
Tensleep Formation. 


Further Findings and Conclusions 


Upon consideration of the entire record in this proceeding including the plead- 
ings and briefs, and in addition to the findings and conclusions hereinbefore 
stated, it is further found and concluded that : 

(1) Pan American Petroleum Corporation (Pan American) is a corporation 
organized and existing under and by virtue of the laws of the State of Delaware 
with its principal place of business located at Tulsa, Oklahoma. 

(2) On December 15, 1936 and until February 1, 1957 the said corporation was 
known as Stanolind Oil Gas Company, the said name having been changed in 
accordance with the laws of the State of Delaware. 

(3) The Ohio Oil Company (Ohio) is a corporation organized and existing 
under and by virtue of the laws of the State of Ohio, with its principal place of 
business located in Findlay, Ohio. 

(4) The operators of all the acreage in the Frontier Formation in the Little 
Buffalo Basin Field, Park and Hot Springs Counties, Wyoming entered into an 
operating agreement December 15, 1936 by which the said field was to be 
operated as a unit by Stanolind. Subsequently Stanolind, Ohio, Grebo and 
T. A. Pedley entered into a contract, effective July 1, 1949, with Big Horn Gas 
Company (Big Horn) a Maine corporation for the sale to Big Horne of gas 
produced in the said Frontier Formation in the Little Buffalo Basin Field for a 
period of 10 years from the effective date of said contract. 

(5) On May 1, 1951 Big Horn assigned all its interests and rights in the con- 
tract of July 1, 1949 to Montana-Dakota Utilities Company (Montana-Dakota). 

(6) Montana-Dakota is a corporation organized and existing under and by 
virtue of the laws of the State of Delaware with its principal place of business 
located at Minneapolis, Minnesota. 

(7) Pan American owns approximately 64.25 percent of the working interest 
in the said Frontier Formation unit, Ohio owns 25.245 percent, and is carrying 
for others 2.205 percent of the said unit, Grebo owns 5.3 percent of the unit and 
T. A. Pedley and G. M. Pedley (as heirs of T. A. Pedley) own 3 percent of said 
unit. 

(8) The contract of July 1, 1949 between Stanolind, Ohio, Grebo and Pedley 
has been filed by Pan American (formerly Stanolind) as Pan American’s FPC 
Gas Rate Schedule No. 11 and by Ohio as Ohio’s FPC Gas Rate Schedule No. 1. 

(9) The sale of Pan American’s Frontier Formation gas in the Little Buffalo 
Basin Field was certified by this Commission in Docket No. G—4063 and the sale 
of Ohio’s gas from the said formation and field was certified by this Commission 
in Docket Ne. G-11806. 

(10) On June 2, 1959 Pan American filed an application with this Commission 
in Docket No. G-18704 to abandon the sale of natural gas from the said forma- 
tion and field to Montana-Dakota, challenging the Commission’s jurisdiction to 
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require the continuance of delivery of natural gas beyond the period specified in 
the contract and further alleging that the public interest requires abandonment, 
in order that Pan American may utilize the said gas for injection into the 
Tensleep reservoir, an oil producing formation within the said Little Buffalo 
Basin Field. 

(11) Pan American has demonstrated through its pilot project the possibility 
of increasing production of oil from the Tensleep reservoir in Little Buffalo by 
crestal injection of its Frontier gas to stimulate the gravity flow of oil to wells 
from which said oil may be produced, thus increasing production of the highly 
viscous oil contained in the Tensleep Formation in the Little Buffalo Basin by 
holding back the aquifer or water intrusion, which threatens to drown out and 
seal off the oil, thus preventing its production, and by entering into solution in 
the oil, thereby decreasing the viscosity and encouraging the gravity flow of said 
oil down formation to the well bores, from which it may be produced. 

(12) The United States is the owner of 100 percent of the royalties in the 
Little Buffalo Basin Tensleep unit, which is operated by Pan American. 

(13) Pan American owns 93 percent of the Tensleep Formation unit in Little 
Buffalo, ownership of the remaining 7 percent being divided between Grebo, the 
Pedleys and three other owners. 

(14) A full crestal injection project, estimated to increase the volumes of 
oil to be produced hereafter from the Tensleep by approximately 13.4 million 
barrels, would require 23 billion cubic feet of gas, having an estimated total 
economic value to the United States as Royalty owner, to the State of Wyoming 
in taxes and to overriding royalty owners, operators and owners of other 
interests of approximately $19,000,000. 

(15) The approximately 5 billion cubic feet of gas or %:3 of the volumes 
required for the full crestal injection project can be used for the full crestal 
injection project, pending availability or acquisition of the remaining 1%3 of Pan 
American’s requirements, or used for a partial project having a smaller eco- 
nomic value, but apparently not less than $1,000,000. 

(16) The reserves of the Frontier Formation in the Little Buffalo Basin 
Field will be diminished within three years to a point where further pro- 
duction and delivery to Montana-Dakota would not be feasible in any event. 

(17) The maximum resultant loss to Montana-Dakota or its customers, 
estimated to result from the abandonment of facilities, which can be related 
in any way to the abandonment of service by both Pan American and Ohio, 
at a date some three years earlier than would otherwise occur by reason of 
depletion alone, will not exceed $200,000. 

(18) Pan American has established, by a preponderance of the evidence, 
that the utilization of its remaining natural gas reserves in the Frontier 
formation of the Little Buffalo Basin Field for the purpose of increasing 
the overall production of oil from the Tensleep Formation in the same field 
is of greater economic value and more consonant with the public interest 
than the continuance of the present service to Montana-Dakota, which is 
rendered through the delivery of the said natural gas reserves to Montana- 
Dakota. 

(19) The present and future public convenience and necessity permit the 
abandonment of the service now being rendered by Pan American to Montana- 
Dakota under the certificate issued to Pan American in Docket No. G—4063 
and in accordance with Pan American’s FPC Gas Rate Schedule No. 11. 

(20) On June 16, 1959, Ohio filed an application in Docket No. G—18803 for 
authorization to abandon the sale of natural gas from the Frontier Formation 
in the Little Buffalo Basin Field to Montana-Dakota, because of (1) the 








FEDERAL POWER COMMISSION 25 


expiration of the contract on July 1, 1959, (2) the rapidly approaching de 
pletion of the reservoir from which said gas is produced, and (3) the need by 
Ohio (as a conservation measure) of the remaining reserves in said reser- 
voir for the purpose of repressuring the unitized Frontier oil reservoir in 
the nearby Grass Creek Field for the purpose of increasing the recovery 
of oil from said Grass Creek Field reservoir. 

(21) Ohio’s share of the remaining natural gas reserves, which can be 
delivered from the Little Buffalo Basin Frontier Formation is approximately 
2.6 billion cubic feet and the additional gas needed to repressure the Frontier 
reservoir in the Grass Creek Field is approximately 2.06 billion cubic feet, 
the remainder of Ohio’s Little Buffalo Basin gas being desired for fuel and 
other field uses. 

(22) The Grass Creek Field is located less than 10 miles distant from 
the Little Buffalo Basin Field and pipe line facilities are in place and owned 
by the Grass Creek Field producers, through which natural gas from Little 
Buffalo may be transmitted to Grass Creek. 

(23) The injection by Ohio into the Frontier reservoir at the Grass Creek 
Field of its remaining natural gas reserves from the Frontier Formation at 
Little Buffalo or approximately 80 percent thereof is calculated to increase 
production of oil from the said Frontier reservoir by at least 2% million 
barrels. 

(24) Ohio’s proposal for the use of natural gas for repressuring the Frontier 
reservoir at Grass Creek in order to increase the production of oil therefrom, 
(1) is a standard procedure in the oil industry, (2) has been approved by 
the United States Geological Survey (to whom it was submitted by reason 
of the ownership by the United States of approximately 7.25 percent of the 
lands under lease and included in the unitized Frontier Formation or reser- 
voir at Grass Creek), and (3) the feasibility thereof has not been questioned by 
any of the parties to this proceeding. 

(25) The future delivery of Ohio’s reserves to Montana-Dakota would, in 
any event, be upon a rapidly declining scale and might involve construction 
by Montana-Dakota of additional facilities to insure deliverability, because 
of low pressures, the suction pressure at Montana-Dakota’s compressor station 
(located some three miles from the Little Buffalo Basin Field) having de- 
clined to 26 pounds per square inch absolute, as of late May, 1959. 

(26) The interests of the general economy of the United States will be better 
served by the use of the remaining reserves of Ohio, in the Frontier Formation 
at Little Buffalo, for repressuring and other field uses in the Grass Creek 
Field than by the continued delivery of such reserves to Montana-Dakota. 

(27) The present and future public convenience and necessity permit the 
abandonment of the service now being rendered by Ohio to Montana-Dakota 
under the certificate issued to Ohio in Docket No. G—11806 and in accordance 
with the Ohio’s FPC Gas Rate Schedule No. 1. 

(28) The public interest requires that the authority to abandon service here- 
inafter granted to Pan American should be so conditioned that if Pan American 
shall, after further studies, abandon, for any reason, the proposed use of its 
natural gas in question here for crestal injection into the Tensleep Formation 
at Little Buffalo, prior to the removal by Montana-Dakota of facilities now 
used by it for receipt of the said gas, Pan American shall offer said remaining 
gas reserves to Montana-Dakota at such price as this Commission shall then 
find to be reasonable, before being free to sell said reserves to any other 
purchaser. 

(29) The abandonment of service to Montana-Dakota by Pan American, as 
operator, will include the abandonment of the concurrent delivery by Pan 
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American to Montana-Dakota of the shares of Grebo and the Pedleys in the 
natural gas contained in the Frontier Formation at Little Buffalo. 

(30) The abandonment of service to Montana-Dakota by Ohio will include 
the abandonment of deliveries of the 2.205 percent of the gas in the Frontier 
Formation at Little Buffalo, carried by Ohio for the interest of others. 
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ORDER 


Wherefore, it is ordered, subject to review by the Commission, that : 

(A) Permission and approval is hereby granted for the abandonment by 
Pan American of the service presently being rendered to Montana-Dakota under 
the certificate of public convenience and necessity issued to Pan American by 
this Commission in Docket No. G—4063 and in accordance with American’s 
FPC Gas Rate Schedule No. 11, subject to the condition hereinafter stated. 

(B) The authority herein granted to Pan American is so conditioned that if 
Pan American shall, after further studies, abandon, for any reason, the pro- 
posed use of the natural gas produced from the Frontier Formation in the 
Little Buffalo Basin Field, for crestal injection into the Tensleep Formation in 
the same field for the purpose of stimulating the gravity flow and increasing 
the production of oil from the said Tensleep Formation, prior to the removal 
by Montana-Dakota of the facilities now used by Montana-Dakota for the receipt 
by it of such gas, then and in that event Pan American shall offer its said re- 
maining reserves in the said Frontier Formation to Montana-Dakota, at a price 
found by this Commission to be reasonable, as a condition precedent to any 
attempt to sell such reserves to any other purchaser. 

(C) Permission and approval is hereby granted for the abandonment by 
Ohio of the service presently being rendered to Montana-Dakota under the 
certificate of public convenience and necessity issued by this Commission to 
Ohio in Docket No. G—11806 and in accordance with Ohio’s FPC Gas Rate 
Schedule No. 1. 

(D) The authority granted in Paragraph (A) above shall include abandon- 
ment of the delivery by Pan American to Montana-Dakota of gas being delivered 
for the account of Grebo and the Pedleys; and the authority granted in Para- 
graph (C) above shall include abandonment of the delivery by Ohio of any gas 
owned by other parties, whose interest therein is carried for them by Ohio. 


Gien R. Law, 
Presiding Examiner. 


UNITED GAS PIPE LINE COMPANY, DOCKET NOS. G-9547 AND G—10592 


ORDER MODIFYING AND ADOPTING EXAMINER’S DECISION AND DENYING MOTIONS FOR 
DISMISSAL OF PROCEEDINGS 


(Issued January 4, 1961)* 


Syllabus 


1. United’s proposal to allocate more costs to jurisdictional customers and 
place transmission costs on a demand commodity mile basis is unrealistic 
in view of intricate and varied network comprising United’s pipeline sys- 
tem. P. 30. 

2. An existing and tested allocation method should only be changed for a 
better method. P. 31. 


* Initial Decision appears on p. 35. Rehearing denied by order issued March 38, 1960, 
25 FPC 409. Error conceded, sub nom. Willmut Gas and Oil Co. v. F.P.C., 299 F. 24 111; 
(CADC-1962). Settlement order printed at 27 FPC 504. 
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. Although United has ability to move gas to any point on its system, it is 
a highly improbable proposition and system is in fact two separate sys- 
tems with smaller interconnecting facilities, so gas costs should not be 
rolled in, P. 31. 

. Commission uses historical method 8 allocation of gas costs rather than 
“rolled-in” basis which would force Texas customers to pay for Louisi- 
ana gas. P. 31. 

. Rolling in all gas costs would cause an unreasonable shift of costs to south- 
west and central zones, would be contrary to historical rate design 
of system, and would place an unreasonable burden on United’s nonjuris- 
dictional customers who will not receive any benefit from purchases in 
Louisiana. P. 32. 

. 644% is a fair rate of return for United Gas Pipeline Co. P.32. 

. Approximately 10% is a fair return on equity to a conservatively financed 
company such as United Gas Co. and is in accordance with Commission 
precedents. P. 32. 

. South Carolina Generating Co. case distinguished, where higher interest 
cost of subsidiary was paid to outside holders of subsidiary’s securities, 
while here all interest payments by United are into hands of parent 
company. P. 32. 

. It has not been Commission’s practice to consider all rates of all affiliated 
companies each time one affiliate makes a rate filing. P. 33. 

. Payments by United to Union Producing based on June 7, 1954, contract 
price properly included in United’s cost of service. P. 33. 

. Because certain amounts were authorized to be put in Account 100.5 for 
accounting classification, it does not necessarily follow that these same 
amounts are includible in rate base ina ratecase. P. 50. 

. To have amounts lodged in Account 100.5 included in rate base in rate 
proceeding United has burden of establishing dollar amount of benefits 
alleged to have been conferred upon consumers. P. 50. 

. Intangibles like hoped-for profits or prospective earning power cannot prop- 
erly be charged to consumers by inclusion in rate base. P. 63. 

. Under “prudent investment” standard, where plant has been built and put 
into public service and such plant is sold later, investors in buying com- 
pany are simply taking over former company’s claims to return of and 
on capital originally devoted to public service. P. 64. 

. Since all that came into existence after merger were book entries reflect- 
ing higher costs based on securities transactions and not on any new ad- 
ditional property which came into merged company and which was not in 
two separate companies before merger, no new valid property costs were 
created and no additions to rate base were created. P. 72. 

. There is no proof of benefits conferred on consumers by making @xcess 
payments, and no tangible proof concerning relationship of dollars paid 
to benefits received so that excess payments may not be included in rate 
base. P. 77. 

. Smaller the zone created, the nearer cost allocation reaches point where 
specific facilities are assigned to specific customers, a principal rejected 
by Commission in case of large pipeline systems. P.96. 

. Since all United securities are held by parent United Gas Corp., it is necessary 
to look to parent’s financial structure and cost of debt and equity com- 
ponent to arrive at valid estimate of elements pertinent to establishment 
of fair rate of return. P. 108. 
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19. Based on logic and on precedents, there is no basis for increasing allowance 
for debt component above actual cost. P. 112. 

20. Rates of returns should be established which will encourage favorable equity 
positions. P. 114. 


Commissioner Kline dissenting in part. 

Thomas Fletcher, W. O. Crain, George D. Fisher, C. Huffman Lewis, and 
Vernon M. Woods, for United Gas Pipe Line Company. 

C. C. Whatley, Ernest C. Willson, Jr., and William F. Black, for Alabama 
Public Service Commission. 

N. Knowles Davis, for Georgia Public Service Commission. 

Morton L. Simons, and Kent H. Brown, Counsel for Public Commission of 
the State of New York. 

Harold Seligman, for Tennessee Public Service Commission. 

William A. Dougherty, C. W. Cooper, Ray L. Martin, G. C. Williams, and Nor- 
man A. Flaningam for East Ohio Gas Company. 

Moran Pope and Gary Sutherland for City of Hattiesburg, Mississippi. 

Reuben Goldberg and George E. Morrow, for Memphis Light, Gas and Water 
Division. 

George E. Morrow for City of Memphis, Tennessee. 

William A. Dougherty, James L. White, A. W. Manley, Henry F. Lippitt, 
Spencer W. Reeder and Norman A. Flaningam for Mississippi River Fuel 
Corporation. 

Reuben Goldberg for Mississippi Valley Gas Company. 

Vincent P. McDevitt and Samuel G. Miller for Philadephia Electric Company. 

J. Harry Mulhern, Edward 8S. Kirby and William F. Duff for Public Service 
Electric and Gas Company. 

H. D. McHenry and William 8S. Tarver for Southern Natural Gas Company. 

Charles I. Francis, R. Clyde Hargrove and Elmon W. Holmes for Texas 
Eastern Transmission Corporation. 

Richard J. Connor, Christopher T. Boland and Thomas F. Ryan, Jr., for Texas 
Gas Transmission Corporation. 


Bryce Rea, Jr. and Donald E. Cross for Tyler Gas Service, and City of Tyler, 
Texas. 

J. David Mann, Jr., Thomas B. K. Ringe and John P. Bracken for The United 
Gas Improvement Company and South Carolina Natural Gas Company. 

Bryce Rea, Jr., Donald E. Cross, Garner Green, Jr. and Frank Tatum for 
Willmut Gas & Oil Company. 

E. W. Stennett and J. C. Satterfield for City of Jackson, Mississippi. 

Norman A. Flaningam, for New York State Natural Gas Corporation and The 
Peoples Natural Gas Company. 

Harry 8S. Littman and Jack Werner for Alabama Gas Corporation. 

Charles 8. Maddock for Hercules Powder Company. 

Louis C. Kaplan for the staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 

The proceedings arose as a result of two separate rate filings made on 
September 30, 1955 and May 15, 1956 by United Gas Pipe Line Company 
(United) under the provisions of Section 4(d) of the Natural Gas Act. Doc- 
ket No. G—9547 involves an increase of $9,978,906 annually in United’s juris- 
dictional rates and Docket No. G-10592 involves an increase of $5.856.200 
per year in United’s jurisdictional rates. These increased rates were sus- 
pended by orders issued October 26, 1955 and June 15, 1956 and were made 
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effective subject to refund on April 1, 1956, and November 16, 1956 upon 
proper motions by United. 

A number of United’s customers moved to have the increases rejected on 
the ground that United’s contracts did not provide for such increases. Our 
denial of these motions was appealed to the courts. The Circuit court for 
the District of Columbia in Memphis Light, Gas and Water Division v. F.P.C., 
250 F. 2d 402, held that the Commission should reject the filing of these 
increases on the ground that the purchasers had not agreed to the specific 
amount of the increases. The Commission and United sought review of this 
decision by the Supreme Court. In United Gas Pipeline Company v. Mem- 
phis Light, Gas and Water Division, 358 U.S. 103, the Supreme Court reversed 
the decision of the Circuit Court and affirmed the right of United to make 
unilateral rate filings where the contract reserved to the seller the right to 
change its rates. 

Following this decision by the Supreme Court, the filing of additional in- 
formation by United and the filing of final briefs by all parties, the presiding 
examiner conducting the proceedings certified to us on June 25, 1959, cer- 
tain questions relating to the validity of the test periods employed during 
the hearings in these dockets. After the receipt of comments by the various 
parties with regard to the examiner’s certification of questions, we issued 
an order on August 6, 1959, directing that “the examiner herein issue a 
decision limited to governing principles to be applied in the disposition of 
the issues presented on the records in these proceedings in Docket Nos. G— 
9547, G—10592, including (1) proper disposition of charges to Account 100.5, 
(2) appropriate method for allocating cost of service, and (3) proper rate 
of return to be allowed United.” 

On April 5, 1960, the examiner issued his decision on these three issues 
holding generally that the charges to Account 100.5 should not be included in 
United’s rate base, that United’s cost should be reallocated along the lines 
of a staff proposal which included rolling in the cost of purchased gas from 
all sources, and finally that a proper rate of return for United is 6% per- 
cent. A number of parties took exception to these findings. United took 
extensive exceptions to the examiner’s determinations on all three issues. The 
United Gas Improvement Company (UGI), Memphis Light, Gas and Water 
Division, the City of Memphis, Mississippi Valley Gas Company and Willmut 
Gas and Oil Company renewed a motion to dismiss the proceedings on the 
ground that United had not justified its payments to Union Producing Com- 
pany for purchases of natural gas and excepted to the examiner’s finding 
that the contract prices of June 7, 1954, constituted the proper amounts to 
be included in United’s cost of service as payments to Union.* Memphis and 
Mississippi Valley and our staff also excepted to the rate of return allowed 
United and Memphis further excepted to the federal tax treatment in United’s 
cost of service. Texas Gas Transmission Company, Mississippi River Fuel 
Corporation, Memphis and Mississippi Valley excepted to the examiner’s re- 
allocation method and urged the Commission to preserve the zoning method 
previously found to be proper for United in Docket No. G—1142. 

United also filed a motion for oral argument which we granted. On July 12, 
1960, we heard oral argument by all of the parties who had filed exceptions 
and also by Southern Natural Gas Company, who generally favored upholding 
the examiner’s decision. 

Upon consideration of the evidence of record in these proceedings, the 
parties’ briefs, the examiner’s decision, the exceptions thereto and the oral 


'The basis for this holding was the Commission’s order of June 20, 1958, directing the 
inclusion of these rates in the record. 
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arguments, we are of the opinion that the examiner’s decision as to the dis- 
position of the charges in Account 100.5 and the rate of return was correct. 
On the method of allocating United’s costs we feel that neither United nor 
the staff showed sufficient justification for the radical changes advocated from 
the existing method previously found by us and the courts to be proper. We 
also agree with the examiner’s determinations with regard to the additional 
issues raised by the parties in their briefs, exceptions, and arguments. 

Turning first to United’s exceptions and contentions with regard to dis- 
position of charges lodged in Account 100.5, which represent a portion of 
the acquisition costs of United’s facilities in excess of original cost, we find 
very little in United’s contentions which was not considered thoroughly by 
the examiner and adequately dealt with in his decision. We are in agree 
ment with his conclusions on this issue and they are adopted as our own. 
United’s attempt in its exceptions to bring pipeline companies and, presumably, 
electric power companies within our doctrine for independent producers as 
set forth in Southern Production Company, Inc. 17 FPC 528, represents a mis- 
interpretation of that decision and must be rejected. The extent to which 
original cost determinations must be made for regulation of independent pro- 
ducers on the one hand and pipelines or electric power companies on the other 
present completely different problems. 

On the issue of a proper allocation of United’s costs there are four proposals 
before us; (1) United’s proposal to increase the number of zones and further 
segregate and allocate specific gas sources and facilities to specific customers; 
(2) the proposal of several interveners that the so-called Method 8 as approved 
by us in United’s last rate determination and upheld by the courts should be 
preserved. (See United Gas Pipeline Co., Docket No. G—1142, 14 FPC 353, Mis- 
sissippi River Fuel Corporation v. F.P.C., 252 F. 2d 619, certiorari denied, 355 U.S. 
904) ; (8) the retention of Method 8 with regard to transmission cost allocations 
but with the “rolling in” of all gas purchase costs, which was the examiner’s 
own idea of the best allocation method; and (4) staff’s proposal, called Method 
1, to combine United’s southern zones, leaving only three zones for transmission 
cost allocations, and to “roll in” all costs of purchased gas. The latter was the 
method adopted by the examiner. 

In our opinion neither United nor our staff have justified their proposed de- 
partures from Method 8 as approved by the same presiding examiner, this 
Commission and the courts in Docket No. G-1142. The examiner himself best 
stated this position as to transmission costs in his decision here under consider- 
ation when he said: 

In the opinion of the undersigned, the method of allocating transmission 
costs evolved in Docket Nos. G—1142, et al., is sounder in principle than that 
advocated by United in the current proceedings and more logical than the 
method advocated by the Staff in the current proceedings and, in addition, 
it has the support of Commission and Court precedent established in United’s 
last rate case. 

United’s proposal to allocate more costs to its jurisdictional customers and 
place its transmission costs on a demand commoiity mile basis is unrealistic in 
view of the intricate and varied network comprising United’s pipeline system. 
The examiner’s analysis and rejection of United’s proposed changes finds abun- 
dant support in the record and we will adopt this portion of his decision. 

United urges that some shifting of costs to jurisdictional customers is neces- 
sary to preserve their non-jurisdictional services at competitive rates acceptable 
to local regulatory agencies. We are aware of the problems which inevitably 
arise for companies subject to dual regulation or whose selling price is of neces- 
sity limited by local regulation of customer companies. But where, as here, 
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we have and are retaining a fair division of costs between jurisdictional and 
non-jurisdictional customers as advocated by United itself in Docket No. G—1142, 
we should not allow United to shift all later cost increases onto its jurisdictional 
customers in order to permit it to preserve low rates before local regulatory 
bodies. Comparison of resulting non-jurisdictional rates for United with the 
rates of non-jurisdictional competitors as urged by United appears to be in- 
consistent with its strong criticism of the examiner for testing his determination 
of principles against tentatively resulting rates. As will be seen below, we 
are, by using Method 8 in its entirety thereby eliminating the problem United 
would have in forcing Texas customers to pay for Louisiana gas when there 
is more than enough gas from Texas sources to serve them. 

We are also in agreement with the examiner’s conclusion that staff’s Method 
1 was not shown to be better than the existing method. We do not agree with 
his reason for adopting staff’s proposal, which, as we understand the decision, 
is that it would given an over-all result similar to an allocation using Method 8 
and was supported by witnesses, whereas Method 8 was not affirmatively ad- 
vocated by any of the parties. 

However, as was urged by several parties in their exceptions and at the oral 
argument, an existing and tested method should only be changed for a better 
method. Where proposed changes are shown to be inferior to the existing al- 
location method it logically follows that the existing method should not be 
changed. This is especially true in this proceeding where the examiner was 
under specific directions to determine principles only without determining re- 
sulting rates. We will therefore adopt the examiner’s finding that Method 8 
is sounder in principle than Method 1 and we will direct, contrary to the ex- 
aminer, that Method 8 will be used in allocating United’s transmission costs. 
The objections raised to the segregation of facilities involved in Method 8 might 
be persuasive if applied to other pipelines, but we believe that, because of the 
nature of United’s system they should not, on the record before us, be sustained. 

We will also direct that United’s purchased gas costs be allocated by the same 
Method 8 rather than on the “rolled in” basis determined to be preferable by the 
examiner. The examiner set forth two main reasons for rolling in all of United’s 
purchased gas costs in place of retaining the allocations determined to be proper 
in Docket No. G-1142. First he noted that the greatest increase in gas costs 
had occured from sources in southern Louisiana and that therefore the cus- 
tomers receiving southern Louisiana gas would be forced to pay a larger share 
of United’s rate increase than the customers served primarily with gas from 
Texas and northern Louisiana sources. For a second reason he stated that 
since United operated a wholly interconnected pipeline system with a possibility 
of placing a particular Mcf of gas anywhere in the system there was no basis 
on which to separate sources supplying different parts of the system. 

The ability to move gas anywhere within the system may, as a remote pos- 
sibility, be true, but a realistic appraisal of United’s facilities and operations 
indicates that it is a highly improbable proposition which should not be a con- 
trolling consideration. A study of United’s system shows that it is in fact two 
separate systems with smaller interconnecting facilities. One system runs 
north from southern Louisiana and the other runs northeast and north from 
southern Texas. United’s daily take from Texas sources is considerably greater 
than the amount of gas necessary to serve all of its non-jurisdictional Texas 
customers. Thus the direction of the gas flow on the Texas part of the system 
must be away from the southwest zone where the Texas customers are located 
and into the central zone where, under Method 8, gas purchase costs are pri- 
marily allocated on the basis of purchases in Texas and northern Louisiana. 


693-489—64——_5 








32 


FEDERAL POWER COMMISSION 

The flow of gas from the southern Louisiana sources is into the non-juris- 
dictional zone called New Orleans 5 and 6 and north into the Jackson zone 
which includes parts of Mississippi, Alabama, and Florida. It would take a 
major shutdown and flow reversal to affect any substantial flow of southern 
Louisiana gas into the southwest or central zones. If the two systems were 
owned by different companies it would not be contended that the customers of 
one should absorb some of the costs of the other because the second was more 
expensive, and we see no evidence in the present record which convinces us 
that the allocations made in Docket No. G—1142 (Method 8) are unfair or 
discriminatory or that rolling in gas costs throughout the entire system would 
be more fair and reasonable. In fact it appears that rolling in all gas costs 
would cause an unreasonable shift of costs to the southwest and central zones, 
would be contrary to the historical rate design of the system and would place 
an undue burden on United’s non-jurisdictional customers who will not receive 
any benefit from United’s purchases in southern Louisiana.” 

On the third main issue, the proper rate of return for United, we are wholly 
in accord with the examiner’s discussion of the issue and his conclusion that 
6% percent is a fair return for these dockets. The examiner correctly con- 
sidered the capital structure of the parent company and his finding that approx- 
imately 10 percent is a fair return on equity to a conservatively financed company 
such as United Gas Company is in accordance with Commission precedents. 
The exceptions of staff and Memphis urging a lower return are based only on 
a difference in judgment with the examiner and not on any compelling legal 
considerations. The same is true of United’s exceptions urging a higher re 
turn. The rates here involved are for locked in periods several years ago 
when conditions in the money market were different. 

Both Memphis and United raised certain questions regarding the treatment 
of federal income taxes in United’s cost of service. United included a figure 
based on its own interest costs, although payments, made pursuant to a con- 
solidated return with its affiliates, may have differed somewhat from the 
figures included in the cost of service. Evidence as to the consolidated tax 
filings was not available at the hearings. United now contends that it should 
be allowed to include figures based on United Gas Company’s interest costs 
if its rate of return is to be so determined. United cites South Carolina Gen- 
erating Company v. F.P.C. 261 F. 2d 916. However, in that case the higher 
interest cost of the subsidiary was paid to outside holders of the subsidiary’s 
securities, while here all interest payments by United are into the hands of 
the parent company, which owns and controls the capital structure of the 
subsidiary. 

The contention of Memphis, that we should go into the earnings and taxes 
of United’s affiliates, overlooks our staff’s answer that access to all of these 
figures is not available. It appears, therefore, that the tax liability as pres- 
ently set forth in United’s proposed cost of service represents the most real- 
istic figures available despite the contentions of both Memphis and United. 
In accepting these figures, however, we do so primarily to avoid reopening 
the record in a case that has already been pending for over five years. In 
connection with United's rate filings subsequent to these dockets we will expect 
that the tax information in the consolidated returns will be made available 


in order that the tax liability for rate purposes may be decided on a more 
adequate record. 





? While we do not consider it a controlling consideration we should point out that it 


also appears that United probably would find it impossible to recover its full costs if all 
gas costs were “rolled in.” 
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A number of parties have moved that these rate filings should be dismissed 
on the ground that the proposed increases are about equal to payments made to 
Union Producing Company by United for gas purchases and that United has not 
justified any payments at allto Union. In Mississippi River Fuel Corporation v. 
F.P.C., supra, upon which the movants now rely, the court stated that the fair- 
ness of Union’s contract prices to United should not be determined by the use of 
fair field prices. Since that decision Union has complied with the terms of the 
Act and our Regulations and filed its rates with us as required. We have 
treated Union’s filings as we have treated all producer filings. The contract 
prices as of June 7, 1954, were accepted and all later price changes have been 
made subject to all of the provisions of the Act and our Regulations. Proper 
rates for Union have been the subject of full hearings and proceedings. It has 
not been our practice to consider all of the rates of all affiliated companies each 
time one of the affiliates makes a rate filing.* Each company has been given 
separate consideration and the rates between affiliates have been held to the 
same standards as for rates charged to non-affiliates. In many instances this 
is the only feasible course administratively and gives full protection to con- 
sumers who are in part supplied through connecting services by affiliates. We 
can see no unfairness to consumers as a result of including sellers’ rates found 
to be acceptable in separate determinations in the service cost of an affiliated 
rate proponent. The mere existence of an affiliation cannot nullify the validity 
of our rate determination for the affiliated seller. 

The examiner was correct in holding that the payments by United to Union 
based on June 7, 1954, contract prices were properly included in United’s cost 
of service.‘ The renewed motions to dismiss these proceedings because of 
United’s failure to justify its payments to Union are denied as are the exceptions 
based on this issue. 

The final problem presented is United’s exception to the examiner’s deter- 
mination that amounts paid to Ohio Oil Company and Magnolia Petroleum 
Company in excess of the June 7, 1954, contract rates should not be included in 
United’s cost of service. That this issue was not specifically included in our 
directions to the examiner to determine governing principles does not eliminate 
it as a necessary issue to be determined, and we can see no reason for post- 
poning it to some future decision. United’s only obligation to Ohio and Mag- 
nolia was to pay the legal effective rates as of June 7, 1954, since no filings in 
accordance with the provisions of Section 4 of the Act which could change the 
effectiveness of the June 7, 1954, rates had been made by Ohio or Magnolia 
during the periods here involved. Without specifically adopting the examiner’s 
mathematical computations, which are unnecessary to this determination of 
principles, we do adopt his analysis and findings on this issue. 

In conclusion, it appears that our decision herein should make it possible to 
determine United’s proper rates without further hearings in these dockets. It 
may also be possible to settle United’s later filings through the application of 
these principles; although our decision herein should not be construed as pre- 
venting any proper party to a rate proceeding from presenting evidence as to 


necessary revisions of the governing principles herein determined because of 
changed conditions. 


* Examples: Columbia Gas Company’s system which includes among others the following 
jurisdictional affiliates: United Fuel Gas Co., Atlantic Seaboard Corp., Amere Gas Utili- 
ties, Ohio Fuel Gas Co., Manufacturers Light and Heat Co., and Columbia Gulf Trans- 
mission Co.; and the Consolidated Natural Gas System, including the Hast Ohio Gas 
Company, New York State Natural Gas Company, The Peoples Natural Gas Company, 


The River Gas Company, Lakeshore Pipeline Company and Hope Natural Gas Company. 
*See footnote 1, supra. 
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The Commission further finds: 


(1) The decision of the presiding examiner issued April 5, 1960, in the above 
proceedings, except as modified by our own decision as set forth above should 
be adopted as the decision of the Commission in these proceedings. 

(2) All exceptions not specifically granted by our decision herein should be 
denied. 


The Commission orders: 


(A) The decision of the presiding examiner issued April 5, 1960, in the above 
proceedings is adopted as the decision of this Commission except as modified 
by our own decision as set forth above. 

(B) All exceptions not specifically granted by our decision herein are hereby 
denied. 

(C) The motions to dismiss these proceedings are denied. 

(D) United shall, within 30 days of the date of this order, file appropriate 
substitute tariff sheets to its FPC Gas Tariffs containing lower rates satisfactory 
to the Commission, based on the principles herein found to be proper for the 
purpose of determining United’s rates. United shall accompany its substitute 
filing with supporting cost of service and allocation data to be computed and 
presented in the form and manner substantially as provided by Section 154.63 
of our Regulations with the exception of statements F, L, M, and N. United 
shall further furnish with its filing a statement setting forth the method of 
computation of such substitute rates and showing the derivation thereof. United 
shall also accompany its substitute filings with a certificate showing service of 
copies thereof on all purchases under the rate schedules involved, interveners 
in this proceeding, and interested state commissions. 

(E) United shall, within 30 days of the date of this order, file a plan satis- 
factory to the Commission for refunding to its jurisdictional customers the 
amounts which by the computations of ordering paragraph (D) are found to be 
refundable. United shall accompany its plan for refunds with a statement 
setting forth the computation of the refunds and interest, and the derivation 
thereof. United shall also accompany its plan for refunds and supporting 
statement with a certificate showing service of copies thereof on all purchasers 
under the rate schedules involved, interveners in this proceeding, and interested 
state commission. 

Commissioner Kline dissenting in part filed a separate statement. 

KLINE, Commissioner, dissenting in part: 

I concur on the allocations and rate of return issues and generally in the 
over-all result reached. 

I am unable to agree with the majority that there is a valid distinction 
between this case and the case of South Carolina Generating Company vs. FPC, 
261 Fed. 2d 916, and accordingly would provide that the same interest rate be 
used in calculating the income tax return of United as is used in fixing the rate 
of return. I agree with the majority and the examiner that we should use the 
parent company’s cost of debt (3.39%) in fixing the rate of return, and not the 
4.24% interest figure proposed by United. However, in the interest of con- 
sistency and fair play and in accordance with the decision of the 4th Circuit 
Court in the South Carolina Generating Company case, supra, I would provide 
the 3.39% figure also be used in calculating the income tax to be included in 
the cost of service. 

I also dissent to that portion of the order requiring United to refund those 
amounts in excess of the June 7, 1954 rate paid to Magnolia and Ohio during 
the period when those companies had no rate schedule on file. These moneys 
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were paid by United according to the contract terms, there has been no deter- 
mination of what was the proper effective legal rate during this period, and 
the issue is not properly before us at this time. I would permit United to 
include these amounts in its cost of service subject to the requirement that it 
institute and diligently prosecute actions against Ohio and Magnolia and agree 
to refund to its customers any amounts recovered. 


DECISION 
UPON FILINGS FOR AN INCREASE IN NATURAL GAS RATES 
(Issued April 5, 1960) 


Buypver, Presiding Examiner: These proceedings involve two filings made by 
United Gas Pipe Line Company (United) seeking increases in its rates to 
jurisdictional customers totalling approximately $16,000,000 a year, or approxi- 
mately 22 percent higher than the rates prescribed in Docket Nos. G—1142 
et al., United’s last decided rate case. The first filing was made on Septem- 
ber 30, 1955, in Docket No, G—9547, pursuant to Section 4(d) of the Natural 
Gas Act (Act) and involves an increase in United’s tariff rates amounting 
to $9,978,906 annually based on the test year ending April 30, 1955, as ad- 
justed. The second filing was made on May 15, 1956, in Docket No. G—10592, 
also pursuant to Section 4(d) of the Act, and involves another increase in 
United’s tariff rates amounting to $5,856,200 annually based on the test year 
consisting of calendar year 1955, as adjusted.2 The filing in Docket No. 
G-9547 became effective on April 1, 1956, and the filing in Docket No. G—10592 
became effective on November 15, 1956. 

Both increases in rates were made effective subject to an undertaking to 
refund amounts not found justified under the provisions of the Act. 

Hearings in Docket No. G—9547 began February 6, 1956, and concluded 
October 31, 1956. Hearings in Docket No. G—10592 began July 13, 1956, and 
concluded April 8, 1957. It will be observed that while these proceedings 
were not consolidated they were heard during overlapping time periods. Briefs 
were filed at various dates by United, Mississippi Valley Gas Company, Mem- 
phis Light, Gas and Water Division and City of Memphis, Tennessee, Louis- 
ville Gas and Electric Company, Southern Natural Gas Company, Philadelphia 
Gas Works Division of the United Gas Improvement Company, South Caro- 
lina Natural Gas Company, City of Jackson, Mississippi, Mississippi River 
Fuel Corporation, Texas Gas Transmission Corporation, Public Service Electric 
and Gas Corporation, and the Staff, the last brief having been accepted by 
the Commission for filing on January 14, 1959. 

On January 19, 1959, five days after the last brief was filed, the Commis- 
sion addressed a letter to United requesting certain information relating to 
the “locked-in periods” in the two dockets under consideration. The Com- 
mission requested in its letter that United file with it certain cost data not 
appearing in the record of the hearing as to its operations during the locked- 
in periods, and advised United that submission of the data would “have the 
effect of expediting the Staff’s examination of your file as well as the ultimate 
decision of the case.” United supplied the information requested from time 
to time over a period of several months. The information furnished was not, 
however, made a part of the record in these proceedings and therefore has 


2 United has not, in the filings which it has made, sought an increase in its rates and 
charges for transportation of natural gas in interstate commerce. 
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not been examined or considered by the undersigned. No official Commission 
action was taken in regard to the information furnished by United. 

Thereafter, the undersigned certified certain questions to the Commission on 
June 25, 1959, relating to the validity of the use of the test periods employed 
during the hearings in Docket No. G-9457 and Docket No. G—10592 for the 
purpose of determining rates for the future for United and also referred in such 
certification to certain other matters relating to such proceedings. Pursuant to 
Commission direction a copy of the examiner’s memorandum was forwarded to 
all parties, and such parties were afforded the opportunity to comment thereon. 
On August 6, 1959, the Commission issued an order reading in pertinent part 
as follows: 

Upon consideration of the Examiner’s memorandum and the comments 
and responses made by the above-mentioned companies and the Staff we 
deem it appropriate that the Examiner should determine, apart from the 
figures employed in Docket Nos. G-9547 and G—10592, the governing prin- 
ciples which should be applied in the disposition of the important contested 
issues presented on the records in these two proceedings, including (1) 
proper disposition of charges to Account 100.5, (2) appropriate method for 
allocating cost of service, and (3) proper rate of return to be allowed United. 

By limiting the decision of the Presiding Examiner to a resolution of the 
principles governing the contested issues in these proceedings—without the 
necessity of determining the actual just and reasonable rates—the ultimate 
disposition of the proceedings in Docket Nos. G—9547 and G—10592 should be 
expedited, and so also the disposition of subsequent proceedings in Docket 
Nos. G—12801, G—15360 and G—18406, which likewise involve increased rate 
proposals of United. 

In reaching these conclusions, we are mindful of the fact that United, 
pursuant to a letter request of the Secretary of the Commission dated 

January 19, 1959, has prepared and submitted cost of service studies reflect- 
ing the results of United’s operations during the periods covered by the rate 
findings involved in Docket Nos. G--9547 and G—10592. We are also aware 
that the Staff has been and is engaged in study and analysis of such data. 


The Commission orders: 


That, consistent with the purposes of this order as herein expressed, the 
Examiner herein issue a decision limited to governing principles to be 
applied in the disposition of the issues presented on the records in these 
proceedings in Docket Nos. G—9547 and G—10592, including (1) proper dispo- 
sition of charges te Account 100.5, (2) appropriate method for allocating 
cost of service, and (3) proper rate of return to be allowed United. 

Since a decision limited to “governing principles” stated abstractly and with- 
out reference to the specific facts of the proceedings under consideration would 
hardly be helpful to the parties or the Commission, it would appear that 
the Commission intended that the Examiner issue a decision relating applicable 
“governing principles” to the facts from which stemmed the legal issues which 
arose in these proceedings. In line with the Commission direction it should 
be understood that such statements as are made herein relating to the specific 
facts of this case are set forth in order that the pertinency of the “governing 
principles” to the facts may be readily perceived and applied. In the appli- 
cation of these principles, however, it is possible because actual “locked-in” 
period figures are available to the Commission that certain of the figures em- 
ployed by the parties during these proceedings will need modification. 
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Rate Base Differences 


The sole difference between United, on the one hand, and the Staff and 
certain interveners on the other hand, insofar as the rate base is concerned, 
relates to whether balances now lodged in Account 100.5, Gas Plant Acquisi- 
tion Adjustments, are amounts which United is entitled to recover from its 
rate payers and on which it is entitled to a reasonable return as a legititmate 
part of its cost of service. If such amounts or any part of such amounts may, 
under the law applicable to this case, be included in United’s rate base, then 
United is entitled to have amortization chargeable thereon to the rate payers 
instead of the stockholders, and to earn a reasonable return on the remain- 
ing balances as part of its cost of service chargeable to rate payers. 

In this connection, United claimed that it was entitled in Docket No. G—9547 
to a finding that its total rate base was $311,313,384. The Staff took the posi- 
tion in this docket that United’s total rate base was not more than $300,888,431, 
or $10,424,953 less than United, the entire difference being attributable to 
whether the amounts lodged in Account 100.5 should, or should not, be in- 
cluded in United’s rate base. 

In Docket No. G—10592, United claimed a total rate base investment of 
$322,930,345, whereas the Staff’s position is that United’s total rate base was 
not more than $314,082,026, or $8,848,319 less than that claimed by United. 

As we have noted, in Docket No. G—9547 the sole adjustment proposed to 
be made by the Staff in United’s rate base was the elimination of $10,424,953 
due to a difference between United and Staff as to whether amounts lodged 
in Account 100.5, Gas Plant Acquisition Adjustments were entitled to be in- 
cluded in the rate base. 

In Docket No. G—10592 the Staff contended that $9,573,936, the amount lodged 
during the test period in Account 100.5 (which was the amount claimed by 
United for inclusion in its rate base) should be eliminated; whereas United 
contended it was entitled to include it in its rate base. However, the Staff 
recommended the inclusion of $725,618 as an allowance of net working capital. 
When the latter amount is subtracted from $9,573,937 the result is a net 
difference in rate base between United and Staff amounting to $8,848,319. 

This dispute will be resolved hereinafter under the heading Account 100.5. 


Cost of Service 


Insofar as cost of service in Docket No. G-9547 is concerned, the differences 
as developed during the hearing between United’s position and the Staff’s 
position were correctly summarized in the following table in the Staff brief: 


Description United Staff United over 
Exhibit 2 Exhibit 44 (under) staff 


Purchased gas $110, 616, 801 $109, 838, 853 
Operating expenses 24, 260, 914 24, 260, 914 


134, 877, 715 134, 099, 767 
Other gas revenues (credit) (2, 774, 674) (2, 774, 674) 
Depreciation 12, 143, 956 12, 143, 956 
— of gas plant acquisition adjustment j 1, 276, 525 

axes: 


3, 716, 670 
388, 396 


12, 037, 034 8, 301, 688 3, 735, 346 
20, 235, 370 18, 053, 305 2) 182, 065 


181, 900, 992 173, 940, 712 
Sale of products extracted | (7, 109, 327) (7, 109, 327) 





Total cost of service 174, 791, 665 166, 831, 385 
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Insofar as cost of service in Docket No. G—10592 is concerned, the differences 
between United’s claims and the Staff’s position were correctly summarized 
by the Staff in its brief as follows: 


| 
Staff 
United Staff Exhibit 18 |recommended) Final 

Exhibit 2 | adjustments adjustments adjusted 
in hearing 


Purchased gas: $516, 033 
Non-associated $113, 668, 505 ($417, 947)| $113, 250, 558 ' on i: $111, 102, 981 
Associated 17, 117, 568 2, 835, 323 14, 282, 245 ae 14, 282, 245 


Total purchased gas 130, 786, 073 (3, 253, 270) 125, 385, 226 


127, 532, 803 , 
Operating expenses 24, 952, 376 24, 952, 376 24, 952, 376 


155, 738, 449 152, 485, 179 150, 337, 602 
Other gas revenues (credit) (2, 895, 481) (2, 895, 481) 
Depreciation 1 886 886 
Amortization of gas plant acquisi- 
tion adjustments 1, 276, 525 (1, 276, 525) 
Taxes: 
Federal income 13, 058, 949 (3, 713, 153) 
State income 515, 676 
3, 865, 698 
Return allowance 20, 990, 473 (2, 145, 552)| 18, 844, 921 18, 844, 921 


205, 316, 175 (10, 579, 176)| 194, 736, 999 192, 589, 422 
Sale of products extracted. --_-..- (7, 816, 183) (7, 816, 183) (7, 816, 183) 


» 











Total cost of service.......| 197,499,992 | (10, 579, 176)| 186, 920, 816 (2,147, 577)| 184,773, 239 


The following table reflects (1) the level of rates approved in Docket No. 
G-1142 et al., (2) the level of rates under Method 8 principles, i.e., if the zoning 
and cost allocation principles approved in United’s last rate case had been em- 
ployed in Docket No. G—-10592, (3) the level of rates proposed in Docket No. G- 
10592 by the Staff and (4) the level of rates proposed by United in Docket 
No. G—10592.? 


Rates Docket 

Rates Docket | G-10592if method Proposed United’s 
G-1142, et al. 8 cost allocation staff rates, | proposed rates 
as of 8/1/54 — Docket G-10592 | Docket G-10592 
‘ollowec 


D | 7 


Central: 


14.1 
19.1 
15.1 
12. 61 
11, 52 
15.11 


14.7 
20.0 
16.2 
12. 89 
16. 32 | 


13.4 
16. 64 


35.6 , 
42.6 | 344.0 























1 Effective demand charge at and above approximately 27% load factor. (8 days’ use of billing demand.) 
2 No such zone proposed, 


3 Rates proposed in Docket G-9547 and left unchanged by Docket No. G-10592. 


2See Appendix 7, Staff brief. 
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It will be observed that no figures are set forth in the table above for the 
Southern Zone for United or under Staff Method No. 8, because neither Method 
No. 8 employed by the Staff in Docket No. G—1142 et al. nor United’s method 
here contemplated a Southern Zone such as proposed by the Staff in these 
proceedings. 

The Staff method proposed here for the integrated system involves three 
zones, Central, Jackson, and Southern. Central and Jackson are the same in 
area as prescribed in Docket No. G-1142 et al. Southern Zone in the Staff 
approach involves combining the two southern areas prescribed in Docket No. 
G-1142 et al. into one zone. 

United’s proposal contemplates a total of six zones with four zones in its 
Southern Area rather than the single Southern Zone prescribed in the Staff's 
zoning and cost allocation proposal or the two zones by which the Southern 
Area was divided in the last decided rate case. 

The four Southern Zones proposed by United are smaller in combined total 
area than the Staff’s proposed single Southern Zone, and each of the zones is 
smaller in area than the two Southern Zones described in Method No. 8. It 
will also be noted at the same time that while United proposes to increase the 
number of zones in its Southern Area and make them smaller in size, it proposes 
to enlarge the size of its two Northern Zones very substantially by moving 
the Southern boundary line of these areas farther south than such boundary had 
been placed theretofore. The second major element in United’s costing methods 
is to introduce demand-mile and commodity-mile considerations into the allo- 
cation of the transmission costs and by these means to enlarge the amount of 
its transmission costs to be allocated to the jurisdictional customers and thus 
decrease the amount allocable to the nonjurisdictional customers. 

Comparison between jurisdictional costs, before adjustments, between Methods 
1 and 8 shows that under the former method jurisdictional customers would 
have to pay approximately $1,000,000 more than they would under the latter 
method.’ If total cost of service claimed by United in Docket No. G—10592 in 
the amount of $197,499,992 were reduced to the amount determined by the Staff, 
namely $186,406,689, the allocation methods employed by United would result 
in jurisdictional customers being required to pay more than $3,500,000 above 
what they would be required to pay were allocation here continued as it 
was in Method 8 and about $2,500,000 more than under Method 1 recommended 
by the Staff.‘ 

The most important difference between Method No. 1 and Method No. 8 is 
that Method No. 8 if applied now and in the foreseeable future would have a 
tremendously unfavorable impact on Jackson Zone customers as compared with 
customers in the Central Zone. Whereas under Method No. 1, while the differ- 
ential in rate level which has existed on the system between Central and Jackson 
Zones will be maintained under Method No. 8 it will be heightened and aggra- 
vated and would lead to inequitable and unjust end results. This comes about 
primarily because under Method No. 1 the purchased gas costs for the whole 
system are “rolled in.” Under Method No. 8,° among other things, the gas 
which is purchased principally in the area of New Orleans 5 and 6 is considered 
separately for that zone and the amount of gas leaving that zone slated to go 
to the Jackson Zone is charged to the latter zone and credited to New Orleans 
5 and 6. This Louisiana gas is purchased at a higher price per Mcf than the 
price of gas purchased elsewhere on United’s system and the price of gas in this 


* Exhibit No. 24, Docket G—10592. 

* See Exhibits 2, 14 and 24, Docket G-10592 and Appendix 4, Staff Brief. 

5 Method No. 8 is described in extenso in the decision of the undersigned in Docket No. 
G-1142 et al., 14 FPC 353, 391-400, issued July 21, 1955. 
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area has increased at a steeper pace in recent years than elsewhere on United’s 
system. 

The situation which would arise, therefore, if Method No. 8 were employed 
here without modification would be that only the customers in the Jackson Zone 
would bear practically the full brunt of the higher cost of gas purchases made 
by United in the area of the Louisiana gulf, and the burden of these higher 
costs as compared to the gas costs in other areas would not be shared by the 
other jurisdictional customers. In a system such as United’s, which is wholly 
integrated, highly efficient and extremely flexible, and where the management 
has the power to place an Mef of gas any place it chooses to place it on the 
system, it hardly seems reasonable to conclude that customers in the Jackson 
Zone should pay disproportionately higher rates for gas which they must buy 
as compared to consumers in Central Zone and elsewhere on this system. The 
more equitable procedure to take in this situation would appear to be to 
modify Method No. 8 by a “roll-in” of gas costs. When gas costs are rolled 
in as recommended by the Staff more equitable rates will be accorded to juris- 
dictional customers as a whole over the entire system and particularly as be- 
tween Central Zone and Jackson Zone customers. It should be observed that 
in Docket No. G-10592, under Method No. 8, costs in the Jackson Zone would 
be almost $42,500,000 for jurisdictional gas and would amount to almost 
$39,000,000 in the same zone under Method No. 1, the latter being the method 
recommended by the Staff here, a difference of about $3,500,000. The effect in 
Central Zone is to allocate costs of over 4 million dollars more to such zone 
under Method No. 1 than would be allocated under Method No. 8. 

These figures when translated into rates show that under Method No. 8 there 
would be for pipeline rates in the Central Zone a rate level amounting to 75 cents 
demand charge and 11.07 cents commodity charge, whereas under Method No. 1 
the rate for pipelines in the Central Zone would be 75 cents demand charge and 
12.61 cents commodity charge, or a difference of approximately 1.54 cents on the 
commodity component. The allocation under Method No. 8 is to the advantage 
economically of Central Zone pipeline customers but to the disadvantage of 
Jackson Zone pipeline customers. In the Jackson Zone, under the rate level 
proposed by Staff, the rates in Docket No. G—10592 for pipeline customers would 
be $1.03 for the demand component, and 12.89 cents for the commodity component, 
whereas under Method No. 8 the demand component would stay the same but the 
commodity component would be 14.65 cents, a difference of 1.76 cents in the 
commodity component. 

It will be observed that in comparing rate levels under Method No. 1 and 
Method No. 8 that Method No. 1 requires Central Zone customers to pay a larger 
percentage of total costs than Method No. 8 does, and that conversely Method 
No. 1 requires Jackson Zone customers to pay less than they would under Method 
No. 8. 

The principal place at which most of the dollar impact would be felt would be 
in the pipeline rates. 

The question of whether this is a just change in allocation depends upon the 
answer to the question whether purchased gas costs should be “rolled in” or 
whether they should be separately considered as they were under Method No. 8. 
It would appear that insofar as United itself is concerned it would receive the 
same total jurisdictional revenue whether Method No. 1 were used or Method 
No. 8 were used, and would receive a very large increase in jurisdictional costs 
allocated over either of these methods if its own allocation principles were 
adopted. 

It will be observed further that practically all of the interveners, including 
those in the Central Zone (except Texas Gas Transmission in its brief), supported 
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or did not oppose the Staff’s proposed cost allocation. More importantly, it 
appears that independently of such support principles of equity require the 
rolling in of gas costs. In these circumstances, although Method No. 1 appears 
to be founded on an entirely different approach than Method No. 8 the ultimate 
results, keeping in mind the size of United’s system, are not substantially different 
in the total amount payable to United from its jurisdictional customers, but that 
the methods (Method 1 and Method 8) would have an important and different 
impact insofar as the individual customers are concerned depending upon the 
zone in which they buy the gas. As we have noted, the impact of Staff’s recom- 
mended method does not appear to have moved customers in the Ceneral Zone, 
except Texas Gas Transmission, to oppose the allocation recommended by the 
Staff. 

Insofar as jurisdictional transmission costs are concerned, the following ob- 
servations may be made: Under the Staff’s Method No. 1, the total transmission 
costs allocable to jurisdictional sales are higher than such costs would be under 
the allocation procedures followed under Method No. 8. To this extent, at least, 
Staff’s Method No. 1 is more favorable to United’s system than is Method No. 8. 
It is observed, however, that the total jurisdictional costs arrived at under 
Method No. 8 and under Staff Method No. 1 were reasonably comparable con- 
sidering the size of United’s system. It is noted, however, that Method No. 8 
did obtain the sanction of the Commission as a method of arriving at just and 
reasonable costs and this method has met with court approval. However, the 
objective of a rate case is to arrive at an end-result which is just and reasonable. 
The circumstances of this case are such, particularly when the problem of the 
severe impact on Jackson Zone customers are considered, that Method No. 1 
tends to be more equitable than Method No. 8. This comes about in substantial 
part by a circumstance not as apparent in Docket No. G—1142 et al. as it is here, 
namely, the higher increase in gas costs in Louisiana than elsewhere since the 
hearing in Docket No. G-1142 et al. If Method No. 8 were modified to “roll in” 
gas costs but the principles of Method No. 8 were applied to the allocation of 
transmission costs, this modified Method No. 8 would, in the opinion of the under- 
signed, be a method which would be supportable under the principles laid down 
in Docket No. G—1142 et al. by the Commission and the courts. It must also be 
observed that whether one agrees with the approach taken by the Staff or the 
approach which might be taken under Method No. 8, modified as indicated, the 
end-result insofar as total revenues to be collected from the jurisdictional cus- 
tomers are concerned would be reasonably close in these two dockets. The 
differences in end-result or economic impact would not be so great as to make 
Method No. 1 unlawful in these two proceedings. However, Staff method of 
allocating transmission costs could have increasing economic impact if, as seems 
likely, greater quantities of gas are transported northward on the system in the 
future. It is possible under the Staff’s method of allocating transmission costs 
recommended here that the more gas transmitted northward over the same 
facilities, the greater the cost of transmission per Mcf. If this is the result, the 
method should not be employed because it is contrary to sound engineering prin- 
ciples which teach that over a stated period of time the greater the efficiency 
of the employment of the same facilities of the system, the less the unit cost of 
transmission. There have, over the years, been increasingly larger amounts of 
gas transmitted annually northward over the system. Before Staff’s Method 
No. 1 is approved as the appropriate method of allocating transmission costs in 
the future for United, it should be tested in comparison with the method of 
allocating transmission costs employed in Docket No G—1142 et al, viz, Method 


* Compare Exhibits 19 and 24, Docket No. G—10592. 
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No. 8 for all subsequent rate filings made by United for purposes of evaluation 
and the exercise of judgment. This matter will be discussed further hereinafter. 

In connection with the problem of what may properly be included in the cost 
of service and recovered in the rates prescribed herein, it is necessary to discuss 
a motion made to dismiss United’s filings by reason of an alleged failure of 
proof. A motion was addressed to the Commission during these proceedings 
relating to the total amount which United would have the right to include in 
its cost of service. This motion sought dismissal of United’s rate filings in the 
two proceedings under consideration on the ground that United had not estab- 
lished that any part of the amounts which it had paid Union Producing Company 
(Union) for gas purchased from the latter company were properly includible 
in its cost of service. This motion was referred to the examiner for resolution. 

Union is wholly-owned by United Gas Corporation, as is United Gas Pipeline 
Company. 

It is urged by movants that since the amounts paid to Union included in 
United’s cost of service exceeded the amounts of increase in rates which United 
sought in these proceedings, and since United had not established that it was 
entitled to include in its cost of service any of the amounts which it had paid 
to Union for gas, United’s filing must be dismissed. In substance, movants 
contend that United has not presented evidence showing any increase in its cost 
of service which would warrant any increase in its rates. 

During the course of the hearings in the above-captioned proceedings, United 
sought to establish that it was entitled to include in its cost of purchased gas 
account certain amounts which it had paid Union. Union’s charges to United 
during the test periods employed here were higher than Union’s charges for 
gas on June 7, 1954, and these charges were included in the amounts sought to 
be recovered from United’s rate-payers. During the proceedings, an accounting 
staff witness testified that an adjustment should be made in his cost of service 
figures with regard to the cost of gas purchased from Union Producing Company. 
The witness proposed an adjustment to United’s cost of gas purchased account 
insofar as Union was concerned to the prices being charged for gas sold to 
United by Union on June 7, 1954. United, Mississippi Valley, Memphis, and 
others, objected to the staff witness’ testimony in support of the proposed 
adjustment being received in evidence, but on wholly different and conflicting 
grounds.’ 

On July 8, 1957, about two months after the hearing in Docket No. G-10592 
had been concluded and before final briefs had been received, the Court of Appeals 
for the District of Columbia issued its decision in Mississippi River Fuel Corpo- 
ration v. F.P.C., United Gas Pipe Line Company, et al., 252 F. 2d 619, reversing 
the Commission’s order in Docket No. G—1142 et al., on the ground that United 
had not shown “economic justification” for including in its cost of service the 
part thereof involving payments made to Union and remanded the matter to 
the Commission for further proceedings consistent with the opinion of the court. 
The Commission’s order was sustained in all other respects including the cost 
allocation prescribed. In Docket No. G—1142 et al. United was permitted by 
the Commission to include amounts paid for gas from Union on the basis that 
such prices did not exceed the “fair field” prices. Following the decision of 
the Court of Appeals, petitions for writs of certiorari were addressed to the 


Supreme Court by Mississippi River and United, and both such petitions were 
denied. (355 U.S. 904.) 


7 This evidence was admitted as a reflection of the witness’ views as an expert to be 
given such weight in the determination of these proceedings as it might deserve. 
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On January 2, 1958, following the denial of certiorari in Docket No. G—1142 
et al., United filed a motion with the Commission to reopen the record in Docket 
Nos. G-9547 and G—10592 for the purpose of taking further proof regarding its 
cost of service, particularly respecting payments made to Union for gas purchased 
from the latter by United. In its motion papers United called attention to the 
decision of the Court of Appeals in Docket No. G—1142 et al. and the action of 
the Supreme Court with regard thereto. In addition, United pointed out that 
the Commission had issued an order to show cause in Docket No. G—10060, 
Union Producing Company, in which the Commission had charged and declared 
Union to be an independent producer of natural gas in accordance with the 
definition thereof in Part 154 of its Regulations. In addition, United pointed 
out that Union had been engaged in litigation with the Commission in the 
Federal courts regarding Union’s claims that it was not a natural-gas company 
subject to the Commission’s jurisdiction; that while this litigation was before 
the courts Union had not filed its gas sales contracts with United as rate 
schedules because of its contentions denying jurisdiction of the Commission 
over it; and that consequently it was not possible for United to offer in the 
record any filed schedules covering the sale by Union to United for the sale of 
natural gas. 

On these grounds, United sought reopening of the hearing in Docket No. 
G-9547 and Docket No. G—10592 for the purpose of producing further evidence 
as to the justification for including in its cost of service the payments which it 
had made for the gas it had purchased from Union. 

The first rate filing made by Union pursuant to Order 174B was made on 
October 3, 1957, or about 22 months after the test period employed in Doeket 
No. G-10592 and about six months after the hearings were concluded. 

The Commission issued an order on June 20, 1958, denying United’s motion 
to reopen for the purpose of offering further evidence to support and substantiate 
the amounts contained in its cost of service for gas purchased by United from 
Union. In the same order, however, the Commission sua sponte reopened the 
record in both dockets and directed that all filed rate schedules of Union covering 
sales to United be included and made part of the record without providing for 
further hearings on this phase of the matter and thus closed the record without 
any additional evidence other than the inclusion of the filed rate schedules of 
Union. 

Thereafter, United on July 30, 1958, filed a supplemental brief with the 
undersigned in which United pointed out that in its initial brief it had objected 
to the adjustment recommended by Staff Witness Luttring, an accounting witness 
for the Staff in Docket No. G—9547 and in Docket No. G—10592 in regard to the 
purchase price for gas paid to Union Producing Company by United in the sum 
of $2,032,870; and a similar proposed adjustment in the amount of $2,835,232 
in Docket No. G—10592 made by the same witness. The effect of the Staff 
witness’s proposed adjustment was to recommend reduction of the total amount 
of United’s cost of service so that it reflected Union’s gas prices as they were 
on June 7, 1954, and did not include any increase in the level of gas prices paid 
Union by United subsequent to June 7, 1954. 

At the time that the Staff witness recommended the making of these adjust- 
ments Union did not have on file any rate schedules covering its sales to United 
since at that time Union was contesting the claims of the Commission that it 
was a natural-gas company subject to the Act. However, as we have noted, 


Union filed rate schedules in compliance with Commission Order 174B on 
October 3, 1957. 
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At the time that these proceedings were being heard no evidence had been 
offered by United or any other party relating to Union’s cost of producing gas 
and there is no such evidence in the record. 

The position of the Staff expressed in its brief contrary to the contentions 
of Memphis, Mississippi Valley, Mississippi River and other interveners was 
to the effect that the only legal rate was the filed rate, i.e., the rates of Union 
being charged on June 7, 1954, although no Union rate schedules were on file 
when these proceedings were being heard, or during the test period. It is, 
apparently, the Staff’s position that United is entitled to include as part of its 
cost of service the amounts reflecting Union’s rate level as of June 7, 1954, but 
not any higher amount. Any increase above Union’s June 7, 1954, rate levels, 
according to the Staff, would require proof to show the justness and reasonable- 
ness of the higher amount and such evidence had not been introduced into the 
record in these proceedings by United. It is also apparently the Staff’s position 
that United is entitled to include payments made to Union at June 7, 1954, rate 
levels for the “locked in” periods although no rate schedules of Union were on 
file during these periods, and no cost evidence as to Union is in the record. 

United, in its July 30, 1958 brief stated: “by reason of the filing by Union 
Producing Company and of the Commission’s order (issued July 10, 1958, amend- 
ing its prior order issued in such dockets on June 20, 1958) United herewith with- 
draws its objection to the adjustment made by witness Luttring.” Accordingly, 
it must be concluded that United’s claims as to its gas purchased costs, insofar 
as purchases from Union are concerned in each of the dockets, must be reduced 
by the amount of the adjustments. 

In connection with this phase of these proceedings it should be noted that the 
motion to dismiss United’s rate filings was made before United agreed to reduce 
its cost of purchased gas claims to the level of Union’s charges on June 7, 1954, 
and before Union’s compliance with Order No. 174B. Moreover, the motion to 
dismiss is in essence based on the legal principle in rate proceedings that there 
shall be no profits between affiliates and that a producing affiliate of a regulated 
pipeline company in these circumstances is required to present evidence of its 
cost of production.’ It was argued by movants that a regulated pipeline com- 
pany cannot in a rate case depend upon either “fair field” prices or rate schedules 
filed under Order No. 174B to establish its right to include in its cost of service 
amounts paid to its affiliate. 

Insofar as the movants are concerned, it appears that they consider the fact 
that United has withdrawn its objections to Staff witness Luttring’s adjustments 
to United’s cost of service to reduce it insofar as payments to Union are con- 
cerned to June 7, 1954, levels as irrelevant and immaterial. The point being 
made by the movants is that June 7, 1954, rate levels do not necessarily represent 
or coincide with the production cost to Union but rather coincide approximately 
with the going price in the fields in which Union was selling gas at June 7, 1954. 
There is no evidence in the record by which it could be established whether the 
June 7, 1954, rate level was or was not the cost of producing Union’s gas. Proof 
establishing what Union was charging on June 7, 1954, was not in the view of 
movants any evidence establishing its right to include amounts for gas sold at 
this rate in this proceeding.’ The movants emphasized that no evidence was 


8 Home Gas Company, 2 FPC 402, Western Distributing Company v. P.8.C., 285, U.S. 
119, In the Matter of Cities Service Gas Company, 3 FPC 459, Mississippi River Fuel 
Corporation v. F.P.C., 252, F. 2d 619, cert. den. 355 U.S. 904. 

® City of Detroit v. F.P.0., 230 F. 2d 810, City of Pittsburgh v. Pittsburgh and West 
Virginia Gas Company, 7 FPC 112,121. Colorado Interstate v. F.P.C., 324 U.S. 581, 600, 


Cities Service Gas Company v. F.P.C., 155 F. 2d 694, cert. denied, 329 U.S. 773, rehearing 
denied, 329 U.S. 832. 
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offered by United in its direct case or at any other time that showed what might 
be considered to be “economic justification” within the meaning of the Court of 
Appeals in United’s last rate case (252 F. 2d 619). 

The Staff, on the other hand, has supported as the correct legal principle to 
apply to these proceedings the proposition that the only legal rates are the filed 
rates.'° The filed rates, as the Staff sees it, are the rates of Union as they existed 
on June 7, 1954, although Union’s rate schedules were not filed until after the 
hearings were concluded, and after the test periods employed in these 
proceedings. 

Insofar as the resolution of this problem is concerned, the examiner is re- 
quired as a matter of law to consider the action taken by the Commission in this 
matter, and give effect to such action. The action taken by the Commission on 
this phase of the proceedings was to issue an order on June 20, 1958, directing 
that Union’s rate schedules be included and made part of the record in these 
proceedings. This order was made in the context of a situation where United 
was seeking by motion to obtain an order reopening these proceedings for the 
purpose of presenting further evidence establishing its right to include in its 
cost of service the payments made to Union by United. 

The presiding examiner cannot assume that no meaning is to be accorded the 
Commission’s order directing the inclusion of Union’s rate schedules in these 
proceedings and otherwise denying United’s motion. Principles of propriety, of 
logic, and of legal construction require that effective meaning be accorded by an 
examiner to a Commission order. 

The only logical meaning which could be attached to the Commission’s order 
is that the Commission, contrary to the views of the movants, consider Union’s 
rate schedules reflecting its June 7, 1954, rate level to constitute material evi- 
dence bearing on the amount which United may legally include in its cost of 
service for payments made to Union during the test periods in each of the dockets 
under consideration. The undersigned could not logically conclude that the 
Commission’s purpose in issuing its order of June 20, 1958, was simply to enlarge 
a record already extremely large or to include therein evidentiary matter having 
no really material or significant relation to the problem presented by United’s 
motion. 

The only materiality that Union’s rate schedules could possibly have when ad- 
mitted into the record as specificaily directed by the Commission, particularly in 
the circumstances in which such admission was ordered, would be in relation to 
the validity of the amounts United was claiming for gas purchased from Union. 

Under movants’ theory, Union’s rates as of June 7, 1954, as reflected in its 
rate schedules which were subsequently filed and which were incorporated into 
the record in these proceedings pursuant to Commission order are immaterial as 
evidence of the amounts which United was entitled to recover from the con- 
sumers. To grant the correctness of movants’ contention would in ultimate 
effect constitute a reversal of the Commission’s order directing the inclusion of 
United’s rate schedules in these proceedings. The reason for this conclusion is 
that a decision holding the rate schedules immaterial would constitute a deci- 
sion to the effect that the Commission had directed the admission into evidence 
of immaterial matter. The examiner cannot assume that the Commission would 
order the inclusion of irrelevant or immaterial matter into the record. On 
the contrary, the undersigned must assume that when the Commission ordered 
such evidentiary matter included in the record the Commission held that it 
was material to the determination of United’s rights to include Union’s gas 


1 Montana-Dakota Utilities Co. v. Northwestern Public Service Company, 341 U.S. 246. 
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prices at the June 7, 1954 rate levels in its cost of service and to require the 
consumer to pay rates based on these payments. 

The examiner holds that the Commission’s order of June 20, 1958, stands for 
the proposition that Union’s rate schedules are material evidence establishing 
United’s right to include as part of its cost of service payments made to Union 
for purchased gas at Union’s June 7, 1954, rate levels. 

It is recognized that this approach to the problem of including prices paid 
to Union at June 7, 1954, rate levels for gas purchased from it by United as part 
of the cost of service does not reach an independent consideration by the exam- 
iner of the merits of the motion to dismiss made by movant. The undersigned, 
however, has no decisional authority over a matter once such matter is decided 
by the Commission. Moreover, consistent with this approach, it is the view 
of the undersigned that so long as the Commission’s order of June 20, 1958, 
stands he is bound by it, and it is the further opinion of the undersigned, that 
such order unmistakably reflects the Commission’s view that on the merits 
United is entitled to include, as part of its gas purchased account, payments 
made to Union at June 7, 1954 rate levels. 

To return now to the differences in cost of service between United and the 
Staff, it will be observed that the following “cost of service” considerations were 
the subject of disagreement during the hearings and require resolution : 

(1) prices paid to Union by United above June 7, 1954, rate levels; 

(2) amounts not paid to producers by United but included in its cost of service ; 

(3) payments to the Ohio Oil Company and Magnolia Petroleum Company ; 

(4) The Texas Production Tax Adjustment; 

(5) payments by United to independent producers at rates in effect subject to 
undertakings or bonds; 

(6) rate of return; 

(7) Account 100.5, as Plant Acquisition Adjustment ; 

(8) cost allocation and zoning; 

(9) Federal income taxes. 

Insofar as the general subject of gas purchased costs are concerned, it may 
be observed that in Docket No. G-9547 the differences between United and the 
Staff are reflected in three items as follows: 

$2,032,870—Payments to Union Producing Company at excess of rates in effect 

June 7, 1954: 
$83,587—Amount not paid by United because the independent producer’s sup- 
port of price increases resulting in additional charges of this amount was 
not known; 
$557,938—Amount paid under court order staying application of Order No. 174 
to The Ohio Oil Company, which stay was later dissolved. 
In Docket No. G—10592 there were four items in dispute insofar as purchased 
gas costs were concerned, the fourth of which involves the Texas Production 
Tax. The latter was reduced from 8 percent to 7 percent, effective September 
1, 1957. The subject matter and the amounts involved in each of these items 
was as follows: 
$2,835,323—Payments to Union Producing Company in excess of rates in effect 
June 7, 1954. 

$1,599,531—Amount which was not paid by United because the independent 
producers’ support of the price increases resulting in such charges was not 
known. 

$548,046—Amount paid under court order staying the application of Order 


No. 174 to Magnolia Petroleum Company and The Ohio Oil Company, which 
stay orders later were dissolved. 
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$417,947—Reduction in cost of gas purchased from suppliers other than 
Union Producing Company to reflect reduction in Texas Production Tax 
from 8 percent to 7 percent, effective September 1, 1957. 

Insofar as payments to Union Producing Company in excess of rate levels 
in effect on June 7, 1954, are involved, United has already agreed that in Docket 
Nos. G-9547 and G—10592, it would not claim these payments were part of its 
cost of service. This results in a reduction in claimed cost of service in Docket 
No. G-9547 of $2,032,870 and a reduction in claimed cost of service in Docket 
No. G—10592 of $2,835,323 which reflected amounts originally claimed for cost 
of gas purchased from Union. 

Insofar as amounts not paid by United because it did not have information 
which would justify it in paying the increased prices of producers are con- 
cerned, it must be held that United is not entitled to include these amounts in 
its cost of service to the rate payers since it is axiomatic that rate payers should 
not be required to pay rates based on costs not paid or payable. These amounts 
are not really costs at all, and therefore cannot be included in cost of service. 
Accordingly, United’s claim for $83,587 in Docket No. G—9547 and its claim for 
$1,599,531 in Docket No. G—10592 are without merit. 

As to the amounts paid by United under a court order staying application 
of Order No. 174 to The Ohio Oil Company and Magnolia Petroleum Company 
it appears that such stay order has been dissolved and that United could include 
in its cost of service for gas obtained from Magnolia and Ohio no more than 
the rates being charged on June 7, 1954, by these companies since this level was 
the highest which United was under an obligation to pay during the test periods. 
United is a carefully operated pipeline company. As Southern Natural has 
pointed out in its brief, it is not unreasonable in these circumstances to assume 
that United took adequate measures to protect itself for any payments it may 
have made in excess of June 7, 1954 rate levels to Magnolia and Ohio. Certainly, 
United was under no legal obligation to pay more than the June 7, 1954 prices 
to such companies. Payments in excess of this amount, if made, could not 
legally be charged to United’s customers. This ruling on the principles of this 
issue eliminates from United’s cost of service in Docket No. G—9547 the amount 
of $557,938 and in Docket No. G—10592 the amount of $548,046. 

In Docket No. G—10592, United included in its cost of service $417,947 based 
upon payment of Texas Production Tax at 8 percent. The Texas Production 
Tax was reduced to 7 percent effective September 1, 1957. Insofar as United 
paid the Texas Production Tax at the rate of 8 percent, it should be entitled 
to include this amount in its cost of service for the “locked-in” periods involved 
herein and up to September 1, 1957. Since the production tax was reduced from 
8 percent to 7 percent effective September 1, 1957, the amounts which may be 
included in cost of service after such date should reflect only the lower tax rate. 

The effect of these findings and conclusions would be to reduce United’s cost 
of service in Docket No. G—9547 by $2,694,395, and to reduce the amounts which 
United could include appropriately in its cost of service in Docket No. G—10592 
by $5,400,847. 

The record also discloses that United paid for gas purchased $3,209,791 by 
reason of rate increases by independent gas producers to United. These rate 
increases had been filed by independent producers but were subject to refund 
to the extent not justified. There is no evidence in this record as to the results 
in the rate increase applications filed by the aforesaid producers. However, it 
must be assumed that United intended to seek increases only correlative with 
its actual cost of service including just and reasonable return and that the 
company intended that if it received refunds in any of the independent pro- 
ducer refunds that the refunds would be reflected by a reduction in rates to the 

693—489-—64——_6 
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extent of the refunds. A similar situation exists in Docket No. G-10592 and here 
the amounts involved in increased rates being paid to producers subject to re- 
fund was $5,995,511 for the test period in the latter docket. 

Any order relating to rates in Docket Nos. G-9547 and G—10592 should include 
a requirement that any refunds received by United in connection with the 
independent producer rate filings be passed on to its customers and that the 
determinations in the independent producer rate cases will result in appropriate 
rate reductions to the extent that such producer increases may not be authorized 
by the Commission. 

Account 100.5 


The problem presented for decision under this heading is whether the sum 
of $10,424,953 which is the average balance lodged in Account 100.5 for the test 
period employed in Docket No. G-9547 and whether the sum of $9,573,987 which 
is the average balance lodged in Account 100.5 for the test year employed in 
Docket No. G-10592 should be included in United’s rate base in this proceeding.” 
The effect of the inclusion of these balances in the rate base would be to assure 
United the right to recover the principal amount of these balances by 1962 
through the inclusion of annual amortization charges in the operating expenses 
of the company which would be obtained from the rate payers and it would 
effectively assure United of the right to obtain a reasonable return on these 
balances until completely amortized in 1962. 

Under an order issued by the Commission on December 17, 1947,%* United 
has been amortizing the balances in Account 100.5 by charges to Account 537 
rather than to Account 505 as requested by its president in a letter addressed 
to the Commission prior to the issuance of its order. Charges to Account 537 
involve an income deduction, a “below the line” item, whereas charges to Account 
505 would be to an operating expense account, i.e., an item in the operating section 
of the income statement and therefore an “above the line” item. In substance, 
United seeks here to have the above-stated balances in Account 100.5 amortized 
in the future by charges to be made “above the line” and thus to be levied 
against the rate payers rather than against the stockholders, which is precisely 
the reverse of the treatment directed for accounting purposes in the December 17, 
1947, order. 

The order of December 17, 1947, while solely an accounting reclassification 
order and therefore not determinative of the amounts United was entitled to 
claim in a rate case as allowable in the rate base, required United to amortize 
the amounts included in Account 100.5 by charges to Account 537. United has 
since that time complied with the Commission’s order. The result has been a 
reduction, at least for accounting purposes, in the amounts lodged in Account 
100.5 from $21,773,888 to less than half of that amount since the Commission’s 
order was issued. While the December 17, 1947, order did not purport to be 
a determination of the amounts properly includible in the rate base other than 
for accounting purposes, its operative effect has been to reduce the amounts 
lodged in Account 100.5 in a context whereby the reductions in the account were 
made chargeable since the entry of the order to income whereas if amortization 
had been chargeable to Account 505 since 1947 they would have been available 
for return. Based upon its claims in this proceeding United appears to have 
accepted the reductions in accounts includible in the rate base not only for 
accounting purposes but for rate base purposes as well. However, it apparently 
seeks now to have the remaining balances in Account 100.5 included in rate base 
and to have amortization made chargeable to Account 505 for the future. This, 


4 Both of these amounts represent sums reached after deducting accrued amortization. 
ua 6 FPC 1093. 
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as noted, would be the exact opposite of the treatment which was directed by the 
Commission’s order of December 17, 1947,” for accounting purposes. 

It is the position of the Staff and certain interveners that no part of the 
amounts lodged in Account 100.5 should be included in United’s rate base. 

Certain amounts in Account 100.5 in dispute reflect an excess of acquisition 
cost over the original cost of certain properties now held by United and cer- 
tain of the amounts reflect alleged costs created by mergers with predecessor 
companies which the Staff and certain interveners contend are “write ups” and 
not actual costs. The basis of the Staff’s position and that of certain inter- 
veners is that United failed in these proceedings to sustain its burden to show 
that the rate payers realized or will ever realize benefits commensurate with 
the dollars lodged in Account 100.5. 

It is the position of United, among other things, that the Commission order 
issued December 17, 1947, should be interpreted as meaning that the amounts 
included in its Account 100.5 in that proceeding were found by the Commission 
to be includible in United’s rate base and that it is entitled to recover these 
amounts from the consumers. Its second position is that, in any event, the 
amounts paid in excess of original cost as shown in Account 100.5 resulted in 
benefits received and to be received by the rate payers, and that the entire amount 
lodged in Account 100.5 actually represents additional costs which it is en- 
titled to amortize and charge off as an operating expense and on which it is 
entitled to a reasonable return. It follows that if United’s contention should 
be sustained then these amounts should be included in its rate base and is should 
be permitted to amortize these amounts as part of its cost of service and that 
it is entitled to earn a reasonable rate of return on the balances contained in the 
account, 

The first point to which this decision will be addressed is United’s claim that 
the Commission’s order of December 17, 1947, should be interpreted to mean 
that United was entitled for rate level purposes to include the unamortized bal- 
ances in Account 100.5 in its rate base. In this connection, United in its initial 
brief emphasized that “the Commission order fixed the net amount properly 
includible in Account 100.5 after providing for necessary adjustments including 
depreciation for prior periods. * * *”* 

United also points out that in paragraph (d) of its December 17, 1947 order 
the Commission authorized United to charge $5,600,000 to Account 250-1, Re- 
serve for Depreciation of Gas Plant, and that the Commission’s order sets 
forth in footnote 2 thereof that, “the amount of $5,600,000 consists of charges 
of $770,378.63 for unrecorded retirements and $4,829,621.37 representing esti- 
mate of accrued depreciation provided for through depreciation accruals of prior 
years.” United would read these provisions as though the Commission in 
its reclassification order had held that the total of $5,600,000 was the total 
amount of depreciation chargeable to the capital surplus and that the balance 
lodged in Account 100.5 was valid for rate base purposes.” 

The Commission’s order by its very language shows, however, that it was not 
conclusive for rate level purposes. Moreover, it should be obvious that when 
a determination, either of depreciation or amortization charges is at issue in 
a rate case, it appears as a matter of rate making principle that depreciation 
or amortization charges should be made beginning with the time property it 
put to use and not some later date such as that employed in the Commission’s 


12 See in this connection letter of United’s president in Exhibit 25, Docket No. G—9547. 
18 United’s main brief, p. 17. 

4 P, 17, United’s main brief. 

% See United’s main brief, p. 19, et seq. 
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order of December 17, 1947. Usually such controversy as occurs relates to the 
rate of depreciation or the amount of the amortization charges but not the date 
when depreciation or amortization charges are to begin. In this connection, 
United in its reply brief states that the Commission’s order of December 17, 
1947, found “that at least $21,773,888.02 * * * is properly classifiable in Account 
100.5 establishes the minimum basis for disposition in these proceedings.” * 

United’s contentions are apparently intended to convey the impression that 
the Commission’s order of December 17, 1947, is conclusive to the effect that 
the amount of $21,773,888.02 contained in Account 100.5 was applicable in a 
rate case, as well as in an accounting reclassification context. 

This contention is without basis. 

In the first place it should be understood that because certain amounts were 
authorized to be put in Account 100.5 for accounting reclassification purposes 
it does not necessarily follow that these same amounts are includible in the 
rate base in a rate case, particularly in the light of United’s own statements 
to the Commission.” They may or they may not be includible in the rate base, 
depending on whether it can be established by United that consumer benefits 
flowed to the rate payers to the extent of the dollars contained in the account. 
In this connection, it should be noted that prior to the time the Commission’s 
December 17, 1947, order was entered there was no hearing on benefits or any 
other matter. To the extent that it is established in this proceeding that benefits 
such as rate reductions, as one example, actually flowed from the payment by 
United or, more usually, its predecessors, for amounts paid in excess of original 
cost of the properties acquired, the amounts lodged in Account 100.5 should be 
included in the rate base. If, however, the natural-gas company does not, or 
cannot, establish that the payments in excess of original cost actually benefited 
the consumers it cannot include the amounts lodged in Account 100.5 in its rate 
base. Moreover, this conclusion holds even where the amounts paid in excess 
of original cost were paid in good faith in “arm’s-length” transactions. In order 
to have the amounts lodged in Account 100.5 included in the rate base in a rate 
proceeding United has the burden of establishing the dollar amount of the 
benefits alleged to have been conferred upon the consumers. 

It should be observed that we are dealing in this case with a specific number 
of dollars now lodged in United’s Account 100.5 and with the fact that United 
is claiming that all of these dollars should be included in its rate base. What 
must be decided here is whether United has established that all or any part 
of these dollars is includible in the rate base for rate level purposes. If part 
rather than all of the dollars lodged in Account 100.5 is includible in the rate 
base for such purposes, it must be determined how many dollars should be 
included therein. In these circumstances, it was part of United’s burden to 
establish that all or part of the dollars lodged in its Account 100.5 were 
includible for rate level purposes. To meet this burden it was its obligation 
to do more than assert that benefits generally were conferred on the rate payers 


1% P, 8, United’s reply brief. 

17 The president of United Gas Corporation, in his letter of December 5, 1957, wrote the 
Commission, in part, as follows: “The Staff of the Commission has assured United that 
this accounting reclassification will not in anywise, or in any manner without exception, 
affect the position, legal rights, or rate base of United in any rate proceeding. 

Relying upon all of the foregoing and upon the assurance of the Commission that 
United’s legal rights, position and rate base in any rate proceeding will not in any- 
wise be affected by this accounting reclassification and any accounting entries directed 
to be made herein, and any disposition of amounts in any account directed to be 
made herein, United is filing its Supplement to Statement ‘H’ and is willing to 
acquiesce in and will not appeal from an order of the Federal Power Commis- 
sion. * * * (United’s Exhibit 25, Schedule 1.) 
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through payments for property made in excess of original cost. Assertions that 
benefits generally accrued to rate payers even when expressed in the form of 
expert opinion cannot seriously be considered to constitute in and of themselves 
actual proof that benefits were, in fact, conferred upon consumers unless a 
substantive showing of the character of the benefits is made and proof is pre 
sented showing the relationship of excess paid over original costs to the specific 
consumer benefits which it is alleged occurred. It is necessary in order for 
the dollars set forth in Account 100.5 to be included in the rate base to establish 
not only what benefits were conferred on consumers by the making of the excess 
payments but to present evidence by which these alleged benefits could be 
measured in terms of such dollars. Proof of this kind was not offered here. 
It is recognized, of course, that proof of this character would be difficult to 
present under any circumstances. However, the fact that it may be difficult, 
or perhaps impossible, to establish the dollar amount of the benefits alleged to 
have accrued to consumers due to the payments in excess of original cost cannot 
be accepted as a reason for including the excess amounts in the rate base. It 
is not, and never has been, the law that because a litigant who has the burden 
of proof finds it difficult to establish a claim that he is entitled to have his 
contentions accepted without proof. If the benefits to the rate payers cannot be 
measured in terms of the excess dollars paid, they cannot be included in the 
rate base. 

The meaning to be attributed to the Commission’s order of December 17, 1947, 
is clear from the language of the order itself and from a communication ad- 
dressed to United by the Commission on the very same day on which the order 
was issued. 

In connection with this order, the following facts should be kept in mind: On 
July 25, 1944, United filed reclassification and original cost studies of its gas plant 
with the Commission. On December 17, 1947, the Commission issued the order 
which is under consideration here. In this order the Commission classified the 
amount of $21,773,888.02 as properly chargeable to Account 100.5. The Commis- 
sion’s order further authorized United to dispose of the latter amount by monthly 
amortization charges of $120,966.04 to Account 537, Miscellaneous Amortization, 
with concurrent credits to Account 252, Reserve for Amortization of Gas Plant 
Acquisition Adjustments, during a period of 15 years beginning January 1, 1948, 
with option to accelerate such amortization if it desired to do so. 

From the face of the order it appeared that following the completion of certain 
field work by the Staff, and after conferences with the interested parties, United 
submitted to the Commission “proposed revisions of its studies and journal en- 
tries, together with a proposed plan of disposition for the resulting excesses over 
original cost of its gas plant as of December 31, 1939, and of the plant acquired 
from Houston Gulf Gas Company as of April 29, 1944.” ™* 

The Commission’s order of December 17, 1947, sets forth that, ’In the revised 
studies and journal entries the company classified $36,754,083.68 in Account 
100.5, Gas Plant Acquisition Adjustments, of which $33,579,115.93 applies to 
company’s property as of December 31, 1939, and $3,174,957.95 applies to “the 
plant acquired from Houston Gas Company as of April 29, 1944.” '* 

In an important footnote made part of the Commission’s order relating to 
United’s revisions classifying $36,754,083.68 in Account 100.5, the Commission 
stated that “The review by the Staff of this Commission of the amounts classified 
by the company in Account 100.5 indicates that certain of those amounts are 
includible in another adjustment account, but it appears that at least $21,773,- 


18 See page 1093, paragraph (b) of the order of December 17, 1947. 
22 See Order of December 17, 1947, page 1093, paragraph (c). 
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888.02 of the total proposed to be amortized, is properly classified in Account 
100.5.” * In this connection it should be observed that the only other “adjust- 
ment account” in the Commission’s Uniform System of Accounts is Account 107, 
dealing with “write-ups.” 

The Commission’s footnote reflects the fact that it had in mind that amounts 
which United had proposed to place in its Account 100.5 in excess of the $21,773,- 
888.02 amount may not have been properly includible in such account and the 
Commission’s footnote indicated that amounts above the latter figure might well 
belong in Account 107. It is clear from the face of the order that the Commis- 
sion had not decided that the amounts which it was authorizing to be included 
in Account 100.5 were amounts which necessarily were includible in United’s 
rate base, but was deciding that for reclassification purposes it would permit 
the sum of $21,773,888.02 to be set forth in Account 100.5. 


The most important provision of the order of December 17, 1947 reads as 
follows :™ 


The Commission orders that: 

(A) United Gas Pipe Line Company disposes of (1) the amount of * $14,- 
980,196.66 in the manner described in paragraph (d) above, provided capital 
surplus, to which a portion of the amount is to be charged, is properly cre- 
ated for that purpose, and (2) the balance of $21,773,888.02 classified in 
Account 100.5 over a period of 15 years beginning with the month of January, 
1948, and regularly each month thereafter by charges of $120,966.04 to Ac- 
count 537, Miscellaneous Amortization, with concurrent credits to Account 
252-Reserve for Amortization of Gas Plant Acquisition Adjustments, pro- 
vided, however, that such amortization may be accelerated by the Company, 
at its option, over a shorter period of time. 

The order of December 17, 1947, was entered after the Commission had re- 
ceived, among other things, a communication from United’s president, duted 
December 5, 1947, relating in part to the account under which the amounts in 
Account 100.5 were to be charged and requesting that charges be made to Ac- 
count 505. The Commission by its Secretary replied to the letter from United’s 
president on the same day that it issued its order of December 17, 1947. The 
Commission in its letter of December 17, 1947, advised United’s president that: 


You indicated in your letter that you are agreeable to a disposition of 
100.5 amounts by charges to Account 505. The Commission in its order in 
the matter has required the amortization charges to be to Account 537. The 
entries disposing of the 100.5 amounts are for accounting purposes and are 
without prejudice to the rights of the company to claim a different treatment 
in any rate proceeding which may come before this Commission. [Emphasis 
supplied. ] 


The specific evidence in the record makes it clear beyond peradventure that 
the order of December 17, 1947, was for accounting purposes, and was not a 
determination of the amount which United was entitled to include in its rate 
base in a rate proceeding. 

While charges to either Account 537 or Account 505 would have the same 
effect on the balance available to surplus, the important difference between 
these accounts insofar as the issues in this proceeding are concerned lies in 






20 Footnote 1, Order of December 17, 1947, page 1093. 
21 See page 1094 of the order of December 17, 1947. WBxhibit 25, Schedule 4, page 3, 
G-9547. 

22Paragraph (d) provided in substance for a “write-off” of the $14,980,196 66 amount, 
and this amount was written off by charges to various accounts including reserve for 
depreciation. 
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the fact that Account 505 classified the amounts charged thereto as an operating 
expense account, an “above the line” item in the operating section of the income 
statement, while Account 537, classifies them as an income deduction a “below 
the line” item. Deduction “above the line” in computing operating expenses for 
rate purposes would charge the amortization to the rate payers; deduction 
“below the line” * would charge it to investors by deducting it from their fair 
return. 

The Commission’s letter provided on its face that “The entries disposing of 
the 100.5 amounts are for accounting purposes and are without prejudice to the 
rights of the company to claim a different treatment in any rate proceeding 
which may come before the Commission,” and, therefore, contrary to the claims 
of Memphis and Mississippi Valley, the fact that the order requires amortization 
to be made to Account 537 rather than Account 505 is not a material determinant 
of the problems of the amount includible in the rate base. Moreover, contrary 
to United’s claims, it is clear that the Commission’s order of December 17, 1947, 
dealt wholly with accounting reclassification and did not purport to be an order 
binding on any party insofar as determination in a rate case is concerned. 
This conclusion is supported not only by the specific language of the order and 
the Commission’s letter of December 17, 1947, but by the history of the Com- 
mission’s treatment of this account for both electric and gas companies during 
the period of the forties and fifties. The character of the determinations being 
made by the Commission in these matters had its genesis in a general order 
issued on July 11, 1939, viz., FPC Order No. 42—A providing among other things 
that, “Disposition of amounts in * * * Plant Acquisition Adjustments Accounts 
is for accounting purposes only, and such disposition shall not be construed as 
determining or controlling the consideration to be accorded these items in rate 
or other proceedings.” 

On March 3, 1942, the Commission issued its Order No. 69-A employing the 
same language employed in Order No. 42—A but made it applicable to natural-gas 
companies. As a matter of fact, there are at least a dozen cases where the 
Commission issued orders involving the reclassification of accounts, particularly 
with regard to 100.5 without making a substantive determination as to whether 
the amounts lodged in Account 100.5 could be or should be included in the rate 
base.* 

There are numerous cases where utility companies voluntarily wrote off 
Account 100.5 items without the institution of a rate proceeding.* In addition, 
there are a number of cases where orders were issued by consent involving a 
disposition of acquisition adjustments by charges to earned surplus.” 


% See Morchouse Innovations in Public Utility Accounting Regulation (1937), 46 Yale 
L.J. 955, 961; Kripke, Uniform Accounts 100.5 and 107, 57 Harvard L.R. 433, 448 (1944). 

*% Mississippi River Power Company, 4 FPC 575; California Oregon Power Company, 3 FPC 368; Carolina 
Power & Light Company, 4 FPC 542, 561; Pacific Power & Light Company, 3 FPC 329; Northwestern Electrie 
Company, 2 FPC 327; Superior Water, Light & Power Company, 3 FPC 254; St. Croix Falls Improvement 
Company, Minnesota, 3 FPC 13; Montana Power Company, 4 FPC 213; Public Service Electric & Gas Com- 
pany, 4 FPC 1058; Arkansas Power & Light Company, 8 FPC 106; Indiana Hydro Electric Company, 3 FPC 
510. 

%Cf., Appalachian Electric Power Co., 4 FPC 899; El Paso Electric Co., 3 FPC 625; Twin States Gas & 
Electric Co., 3 FPC 1057. 

” 


Docket No, Date of order Company 






----| Aug. 28,1959 | Arkansas Power & Light Co. 
----| May 28,1959 | Northern States Power Co. (Wisconsin). 
c .---| Mar. 27,1959 | Arizona Public Service Company. 
TMT dneenmamdncintdnsedieiinmaaaiae Mar. 24,1958 | Rockland Electric Company. 
BE eiccnacnsneccestcdeummnaaaenen Mar. 13,1958 | Pacific Gas & Electric Company, 

| | 
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There can be no doubt whatever that, at least, insofar as practice before this 
Commission is concerned, inclusion of amounts in Account 100.5 did not neces- 
sarily reflect that they were included as part of the rate base in a rate case for 
the purpose of having amortization charged consumers as part of the cost of 
service. Asa matter of fact, never in the history of the Commission, other than 
in Docket No. G—1142 et al., has any part of a 100.5 item ever been included in 
the rate base with amortization of the amounts lodged therein to be made as part 
of the operating expenses. All the other Commission orders required the charges 
to be made “below the line.” 

United’s position that the accounting reclassification order entered here should 
be determinative of the position of amounts lodged in Account 100.5 for rate 
making purposes is not borne out by the order issued in this specific case or by 
any other Commission case. In fact, the order issued here shows on its face 
that this position is without merit. 

One of the leading cases reflecting the character of the treatment which the 
Commission intended to follow in connection with its pressing problems then 
pending with regard to the accounting studies in which it was at that time 
engaged was the St. Croix Falls Minnesota Improvement Company case, 3 FPC 
13, a reclassification case concerning an order similar in principle to that in this 
ease. The majority of the Commission held that they were not called upon to 
determine whether or not the amortization charges in relation to Account 100.5 
would represent an operating expense for rate making purposes. Nevertheless, 
the Commission by a majority of its members directed that the amortization 
should be charged to Account 537, i.e., “below the line.” Commissioner Draper 
dissented and took the position that the portions of Account 100.5 which repre- 
sented legitimate acquisition expenses should be spread over the life of the proper- 
ties acquired (i.e., depreciated), or else amortized over a short period by charges 
to Account 537 at the option of the companies. In Commissioner Draper’s view, 
the accounting directed by the Commission should have been conclusive for all 
regulatory purposes, not just for purposes of accounting reclassification, as 
directed by the majority. In his opinion, it was inappropriate to evade the issue 
of the effect on the rate base of a utility in an accounting reclassification by 
just holding that treatment for rate purposes was not involved in the accounting 
reclassification matter or because a rate case was not before the Commission. A 
petition for rehearing was filed by the St. Croix Minnesota company, in which it 
complained that the Commission had failed to make a finding whether certain 
amounts involved in acquisition above original cost represented tangible or 
intangible or depreciable, or non-depreciable property. 

The Commission in its opinion on rehearing in the St. Croig Minnesota case ™ 
held, “We are of the opinion that we are not required to make any such finding 
with respect to amounts classified in Account 100.5 Electric Plant Acquisition 
Adjustments. If, however, we are required to determine the nature of the 
amount recorded in Account 100.5, the evidence fully supports the conclusion 
that the amount of $8,444.15 excess of purchase price, represents payments for 
intangibles and the disposition we have ordered is supported by the record.” 

Commissioner Draper again dissented. 

The idea that the accounts of a regulated natural-gas company ought to reflect 
fully what the rate base is and that the accounting classification to be made 


73 FPC 148. 
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should be consistent with this idea is sound in the opinion of the undersigned * 
but the fact of the matter is that the Commission majority in the past has 
uniformly held that these accounting reclassification orders were not conclusive 
for rate case purposes. Of course, it should be realized that had the Commission 
decided to go into the determination of the rate base at the time instead of 
limiting its orders to reclassification of the accounts, the proceedings would 
have taken a great deal longer to try. On the basis of the specific order involved 
here and on the basis of the entire historical background of this kind of problem, 
it appears that it must be concluded that the amounts lodged in Account 100.5 
are amounts which may be questioned in a case involving determination of the 
rate base. Of course, it also follows that if United establishes that benefits 
flowed to consumers, it is entitled to include in its rate base, to the extent not 
amortized, any amounts it can establish as being attributable to the benefits 
conferred by the payments in excess of original cost. 

In order to understand more clearly what is involved here one should under- 
stand the meaning of some of the terms employed. 

Account 100.1 is the original cost of the natural gas plant. 

Account 100.5, Gas Plant Acquisition Adjustments includes the difference 
between (a) the cost to the accounting utility of gas plant acquired as an oper- 
ating unit or system by purchase, merger, consolidation, liquidation or other- 
wise, and .(b) the original cost ... of such property, less the amount, or 
amounts, which may be credited to the depreciation and amortization reserves 
of the accounting utility at the time of acquisition of such property. 

Account 107 is the difference between book figures and the amounts included 
in Accounts 100.1 and 100.5. This account is designed for the segregation of 
“write-ups.” Account 107 is not intended to contain any kind of a cost element 
but is intended to contain the amounts on the books which are not costs. In 
other words, since the regulatory account systems here involved are based on 
costs, Account 107 in intended to segregate ‘write-ups’ and other illegitimate 
items which have no place in the plant accounts.” * 

The uniform system of accounts was designed to segregate (a) original costs; 
(b) costs of the accounting company, i.e., a purchase price in excess of original 
eost; and (ce) items which are not cost in any sense, but are really write-ups. 
It was considered by both the State and Federal regulatory agencies that because 
of financial abuse in the development of public utility systems, particularly 
when they became the subject of financial manipulation among holding company 
groups, effective regulation required the recording and segregation of these 
fundamental facts. The utility companies denied that they had any objection 
in principle to the mere classification of the book accounts for purposes of 
analysis. ‘They feared, however, that the segregation thereof would lead auto- 
matically to a compulsory write-off of Account 100.5 from the books and this 


In this connection, proponents of the adoption of uniform systems of accounts be- 
lieved that rate regulation in the public utility field ultimately could be legally based on 
original costs on the “prudent investment” of the owners of the property as shown on 
the books. Members of the Staff of the Commission who took prominent parts in the 
promulgation of the uniform systems and in the litigation of the early administrative 
proceedings expressed such views. Thus, M. V. Van Scoyoc, then Chief of the Division of 
Original Cost of the Bureau of Accounts, Finance and Rates, in an article entitled 
“Original Cost Requirements” said: 

“Accounting is now being recognized as our greatest instrument of regulatory con- 
trol... . It is not inconceivable that the two most important elements in rate proceed- 
ings—operating income and rate base—may soon be taken from accounting records.” (8 
Edison Elec. Inst. Bull. 577, 578). See also C. W. Smith, “Original Cost—The Regula- 
tion Point of View” (1940) Am. Gas Assn., p. 341 et seg. These optimistic hopes were 
never realized. 

2 See Case Study in the Relationship of Law and Accounting; Uniform Accounts 
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fear caused some of the spokesmen for utility companies to oppose the uniform 
systems of account.” 

As a matter of fact the New York Courts held that the system adopted by 
the New York Public Service Commission was invalid because it inflexibly 
required the “write-down” of the acquisition account. 

The Federal Communications Commission adopted a system of accounts for 
telephone companies in 1936 which was the subject of attack as invalid.” The 
utility companies’ attack was in large part based on the reasoning of the New 
York Courts in the Hdison case. However, the Supreme Court sustained the 
Communication Commission’s system of accounts largely on the ground that 
the segregation of the adjustment account did not per se indicate that the amount 
would be required to be written off. The decision clearly indicated that the 
excess over original cost had to be subjected to consideration on a case-by-case to 
determine its nature and appropriate disposition. 

The Federal Power Commission’s system of accounts was promulgated a few 
days before the AT¢T decision and it was clear that the determination in the 
latter case did not require the Commission to revise or modify the system adopted. 

Insofar as the Commission’s accounting orders are concerned, they have been 
uniformly to the effect that amortization would not be permitted through op- 
erating expenses. However, as the Supreme Court held in AT&T this would not 
necessarily be binding for rate case purposes and the purpose of the segregation 
was to facilitate scrutiny. 

To summarize, the fact that certain amounts are lodged in Account 100.5 of 
the Commission’s Uniform System of Accounts does not necessarily mean that 
these amounts are properly allowable, or not allowable, in the rate base of the 
company carrying such amounts. In order for a company to be entitled to 
include the dollars lodged in Account 100.5 in its rate base it must establish in 
a rate case, that such amounts produced consumer benefits of a character meas- 
urable in terms of specific amounts of money in order to warrant the inclusion 
of such sums in the rate base. To put it still another way, United must sustain 
the burden of proof that the excess over original cost produced consumer benefits 
in the form of reduced rates, improved service, or otherwise, before it is entitled 
to charge the excess amount to the consumers, rather than to the stockholders. 

Before embarking upon a discussion of this phase of the matter, it would 
appear well to dispose of a charge made by United that the Staff had a position 
inconsistent in these proceedings with positions it had taken earlier—particularly 
in 1947—and in 1954 when the proceedings in Docket G—1142 et al. were heard. 

In the first place the Commission’s order of December 17, 1947, appears to be 
consistent with other orders of a similar type issued by the Commission in a large 
number of other cases. When compared with numerous other accounting orders 
issued during the 1940’s there appears to be nothing unusual about it, and it 
appears, when read carefully to be fully understandable on its face, and recourse 


100.5 and 107 by Homer Kripke, 537 Harvard Law Review 433, 438 (1944). This appears 
to be the most comprehensive, penetrating, and scholarly work written on the relationship 
of Accounts 100.5 and 107 to the establishment of rate base and the consequent effect on 
just and reasonable rates. 

3% Chamberlain, Regulation by Accounting—An Innovation (1935), 3 Edison Blec. Inst. 
Bull. 301; Ferguson, Fifth Column Tactics in Original Cost and Depreciation Accounting 
(1940), 8 Edison Electric Inst. Bull. 281; Sperry, Original Cost—The Management View- 
point (1940), Am. Gas Ass’n. Proc. 348; Abrams, The Regulation of Electric Utilities by 
Accounting (1937) ; 144 Commercial and Financial Chronicle 2204. 

31 New York Edison Co. v. Maltbie, 244 App. Div. 685, aff'd. 271 N.Y. 103, 2 N.B. (2d) 
277 (1936). 

82 American Telephone & Telegraph Co. v. United States, 299 U.S. 232 (1936). 
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to documents other than the Commission’s letter sent to United the same day as 
the order was issued appears unnecessary to obtain understanding of its meaning. 

In the second place, in the Section 5(a) rate proceeding which was instituted 
following the Commission order in Docket No. G-1142 et al. it appears that the 
Staff’s position was not inconsistent with its position here, as charged by United. 
In Docket No. G—1142 et al. the Staff was requested by the presiding examiner 
to state its position in respect to the $21,773,888 which had been classified in 
Account 100.5 Gas Plant Acquisition Adjustments. Staff Counsel explained his 
position at that time as follows: 

Mr. Da Pra. Mr. Examiner, with your permission I should like to address 
myself further to your request appearing at transcript pages 1063 to 1064 
for a statement of the Staff’s position with respect to an amount of $21,773,888 
which is presently classified in the books of United Gas Pipe Line Company 
In Account 100.5, Gas Plant Acquisition Adjustments, and which amount 
we understand United Gas Pipe Line Company contends should be included 
in the rate base upon which ratepayers would be required to pay the return 
determined to be fair by the Commission and to return that amount to United 
Gas through annual payments for amortization. 

At the outset, I should like to say a few things about the history of the 
$22,000,000 and to comment on what we understand is United Gas’ proposal 
respecting the amortization of that sum in the event it were found to be 
properly includible in the rate base. 

As of December 31, 1939, the date of the original cost studies, the Staff 
and the company found a total excess over original cost of $36,754,083.68, 
net, including the acquisition by merger in April 1944 of Houston Gulf Gas 
Company, a subsidiary. The latter amount was agreed to by the Staff and 
company and formed the basis for the Commission’s order of December 17, 
1947, directing disposition by the company of amounts in excess of original 
cost ; that order of the Commission is Exhibit No. 30, Schedule T-1. 

In the company’s filing of its proposed disposition plan—Hxhibit No. 30, 
Schedule T—the company classified the entire excess over original cost in 
Account 100.5, Gas Plant Acquisition Adjustments. This proposed filing 
had been reviewed by the Staff prior to the filing at conferences with com- 
pany representatives held on November 14 and November 15, 1947. At these 
conferences the Staff called attention to the fact that by placing the entire 
excess over original cost in Account 100.5 such treatment was contrary to 
the Staff’s views with respect to certain amounts of adjustment as expressed 
in previous conferences. 

However, the Staff stated it would offer no objection to classifying the 
entire excess temporarily in Account 100.5 despite its views that adjustments 
as expressed in previous conferences. [sic] However, the Staff stated it 
would offer no objection to classifying the entire excess temporarily in 
Account 100.5 despite its views that adjustments totaling $12,520,989.83 or 
35 percent of the $36,754,083.68 were in the nature of write-ups classifiable 
in Account 107, Gas Plant Adjustments. The Staff took this view because of 
the company’s proposal to write off immediately an even larger amount of 
$14,980,195.66 or 41 percent of the $36,754,083.68, leaving on the books in 
Account 100.5 an amount of $21,773,888.02 subject to further amortization, 
all of which remaining amount was considered by the Staff to be applicable 
to certain arm’s-length transactions. 

It was further pointed out at the conferences of November 14 and 
November 15, 1947, that the Staff would recommend to the Commission that 
the Commission by appropriate reservation, to be inserted in its order, 
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safeguard its position that a substantial portion of the $36,754,083.68 was 
classifiable in Account 107. This was recommended to the Commission and 
the reservation appears in Note 1, page 1 of the Commission’s order of 
December 17, 1947, which is also Schedule T-1 of Exhibit No. 30. 

The Staff’s final position at the conference with the company representa- 
tives leading up to the submission of the company’s filing of a disposition 
plan on which the Commission’s order was based, was that the company 
had costs includible in Account 100.5 in the amount of $24,233,093.85 which 
is applicable almost entirely to three property acquisitions, namely, Mag- 
nolia and Latex Gas Companies, Northern Texas Utilities Company and 
Southern Gas Company. In writing down Account 100.5 to $21,773,888, 
therefore, it is the Staff’s position that approximately 12 percent of the 
original excess of $24,233,093.85 applicable to the three mentioned acquisi- 
tions was disposed of and that the dollars remaining in the $22,000,000 that 
are associated with the Northern Texas acquisition, which have no place 
in the rate base because the properties have been disposed of, are approxi- 
mately $4,500,000. 

The company contends that the amount remaining is $2,626,015 as shown 
in Schedule U of Exhibit 30 of an original amount of $5,165,000. It arrives 
at this remainder on the assumption that all of the original adjustment 
amount of $42,831,404—Schedule Q, Exhibit 30, Column 10, Line 23—is valid 
cost and that the write-downs in 1947 and prior, of $21,057,516 were applied 
pro rata to the total sum and to all acquisitions, arm’s-length or otherwise. 
On that basis it claims that approximately 50 percent of the $5,165,000 and 
of all acquisition costs was disposed of by 1947 and that approximately 
$19,000,000 is includible in the rate base as against the Staff’s position that 
$17,200,000 is the maximum amount subject to proof for inclusion in the 
rate base. 

Let us assume, however, for the sake of argument, that the write-down 
in 1947 applied pro rata to the total sum of $42,831,404. What does that 
mean? It means this: That approximately 50 percent of the write-ups in 
the total sum remains in the $22,000,000. As to such write-ups, it is the 
Staff’s position that they are not properly includible in the rate base and 
may not be amortized at the expense of the ratepayers. 

In short, under the company’s approach of an across-the-board write-down 
in 1947 the maximum amount which could possibly be included in the rate 
base becomes less than the $19,000,000 claimed by the company and less than 
the $17,200,000 which the Staff contends is the maximum figure. 

After excluding the Northern Texas acquisition, it is the Staff’s position 
that the balance of approximately $17,200,000 is applicable to the Magnolia 
and Latex and Southern Gas Company acquisitions. 

Assuming, arguendo, that United Gas sustains its burden of proof with 
respect to that amount, the Staff cannot subscribe to the method proposed 
by the company in Exhibit 30 for the amortization of the amount. The 
company proposes to continue the amortization of the plant acquisition 
adjustments over the remainder of the 15 years referred to in the Com- 
mission’s order of December 17, 1947, that 15-year period being from 1947 
to 1962. This means amortization at a rate of 6% percent annually. As 
a contra reserve requirement United Gas proposes only the amount which 
has been accrued from 1948 to 1951 pursuant to the Commission’s order of 
December 17, 1947. 

With this proposal the Staff is unable to agree. If the acquisition adjust- 
ment amounts are to be recovered through rates, it is the Staff’s position 





FEDERAL POWER COMMISSION 59 


that it would be unfair to the present ratepayers to ignore the fact that 
the large bulk of the acquisition adjustment amounts relate to properties 
acquired in 1928 and 1930 and that a substantial reserve should have been 
accrued with respect to those properties between the dates of acquisition 
and 1947. The Staff believes that a computed reserve requirement from 
the date of acquisition should be set up and there should be an annual 
provision for the unamortized balance of slightly. over 3 percent annually 
instead of 6144 percent proposed by United Gas. 

Subject to United Gas’ agreement as to the portion of $42,000,000 properly 
classifiable as write-ups or other amounts classifiable in Account 107, Gas 
Plant Adjustments, and agreement that the 1947 write-down was first applied 
to disposition of such amounts, and subject to the establishment by United 
Gas that only the arm’s length acquisition costs of $17,200,000 are properly 
includible in the rate base and should be amortized by charges to the operat- 
ing section of ‘the income statement, the Staff is ready and willing to under- 
take to reach agreement with United Gas on the amount to be set up as a 
reserve associated with the $17,200,000 and on the annual provision for 
amortization of the $17,200,000. 

Now on this matter of proof. Of course, as Section 4(e) makes plain 
the burden of proof is upon United Gas to show that it is fair and proper 
that the $22,000,000 be included in the rate base and that the ratepayers 
be required to pay a return on and a return of that amount. 

As we understand it, by the testimony of the witness Tracht, United Gas 
has undertaken to fulfill the burden of proof which Section 4(e) places 
upon it. We state now, so that there will be no doubt about it, that so far 
as the Staff is concerned it is the Staff’s view that the testimony of the wit- 
ness Tracht falls far short of satisfying the burden of proof. It is true that 
the witness has testified that the entire amount of $22,000,000 represents addi- 
tional tangible plant costs, that is, increases in structural value, and that 
no part represents going-concern value, elimination of competition, purchase 
of territorial rights, or other form of intangibles. But, the testimony of 
the witness consists of hardly more than assertions or conclusions. The bases 
for the conclusion or assertions are not revealed. We submit that an unsup- 
ported conclusion or assertion is not evidence and does not satisfy the burden 
of proof. Beyond that, what is presented to show that it is fair and proper 
that the ratepayers pay a return on and a return of $22,000,000? Has there 
been any showing of consumer benefits flowing from these acquisitions such 
as decreases in rates, improved service or economies in operation which are 
clearly related and solely the result of the acquisitions represented in the 
$22,000,000? Is there any showing that the consumers or ratepayers have 
not already adequately compensated United Gas for these acquisitions 
through rates up to the present time? What proof in the present record 
would justify the inclusion of this amount in the rate base? 

We do not propose to tell United Gas Pipe Line Company how it should 
try its case, but it seems to us that it would be self-evident that when a 
claim is made for the inclusion in the rate base for so large a sum as 
$22,000,000, something more is required than has been put in the record 
up to this time.” 

It is clear that the position of the Staff in Docket No. G—1142 et al., as stated 
above was precisely the same as it is in the present case. This statement 


33 Docket No. G—1142 et al., Tr. Vol. 15, pp. 1727-1735, March 23, 1953. 
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of the Staff’s position was made prior to the issuance of Commission Opinion 
No. 277." 

It will be recalled that after an agreement had been reached by the Staff, 
United, and all the parties to the proceedings other than Mississippi River Fuel 
Corporation, the Commission issued its Opinion No. 277 in which it directed a 
trial of the issues on the merits in order to afford due process to Mississippi 
River Fuel Corporation, which refused to become a party to the agreement. 

The same Staff witness, who testified regarding Account 100.5 in Docket No. 
G-1142 et al., testified here. His testimony was uncontradicted in Docket No. 
G-1142 et al., and is summarized in the examiner’s decision in the latter docket, 
issued on July 21, 1955, 14 FPC 353." It will be recalled in this connection 
that United, during the time Docket No. G—1142 et al., was being heard, had 
amortized substantial amounts in Account 100.5, pursuant to the Commission’s 
order of December 17, 1947. The position of the company and the position 
of the Staff in Docket No. G—1142 e¢ al., were set forth by the examiner in his 
decision issued July 21, 1955," as follows: 

(4) Account 100.5 Gas Plant Acquisition Adjustments—The company 
claimed as net investment in utility plant an excess over original cost 
(Account 100.5, Gas Plant Acquisition Adjustments) in the amount of 
$15,307,372, whereas the staff included for this item an amount of $6,024,819, 
which is a reduction of $9,282,553. 

The company’s claim was based on including in the rate base the average 
of the beginning and ending book balances in Account 100.5, less the amor- 
tization reserve applicable thereto, for the year 1952. Since January 1, 
1948, the company has been amortizing its investment in gas plant acquisition 
adjustments (Account 100.5) over a period of fifteen years, ending with 
the year 1962, pursuant to the Commission’s order dated December 16, 1947. 
In accordance with this order the company had reduced the investment 
classified in Account 100.5 from $21,773,888 to $15,967,518 at January 1, 1952. 
Through application of monthly amortization accounts the latter amount 
was reduced to $14,647,226 at December 31, 1952. The amount of $15,307,372 
by the company in the rate base was compiled by averaging the net balances 
of $15,967,518 and $14,647,226. 

Under the Company’s approach claim was made for allowance in the 
rate base of the recorded amounts for gas plant acquisition adjustments: 
however, a Company witness testified that the recorded amounts represented 
what remained on the books from substantially larger sums, the Company 
having written off a portion of the initial investment in 1947. The purport 
of the testimony of the witness was that the Company could have claimed 
a larger investment, had it chosen to do so. 

The approach of the staff to this problem was first to consider the 
amounts initially invested by the Company and its predecessors, which 
occurred during the years 1928 through 1931, through arm’s length trans- 


% Issued November 2, 1954, 13 FPC 398. 

%5 Mississippi River took no position in opposition to Staff’s position on Account 100.5. 
In this connection it will be noted that in Docket No. G—1142 et al. Staff counsel stated 
that, “Subject to United Gas” agreement as to the portion of $42,000,000 properly clas- 
sifiable as write-ups or other amounts classifiable in Account 107, Gas Plant Adjustments, 
and agreement that the 1947 write-down was first applied to disposition of such amounts, 
and subject to the establishment by United Gas that only the arm’s length acquisition 
costs of $17,200,000 are properly includible in the rate base and should be amortized by 
charges to the operating section of the income statement, the Staff is willing to undertake 
to reach agreement with United Gas on the amount to be set up as a reserve associated 
with the $17,200,000 and on the annual provision for amortization of the $17,200,000.” 
3614 FPC 353, at p. 384. 
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actions. The amounts determined to have been legitimately invested at 
dates of acquisition aggregated $24,233,094. After eliminating the amounts 
applicable to the Wichita Falls properties that were disposed of during 1952, 
the total to be considered in the rate base was reduced to $19,067,460.53. 
The staff then proceeded to compute an amortization reserve requirement 
for the year 1952 applicable to each property acquisition on a straight-line 
basis using a life cycle beginning with actual date of original acquisition 
and ending in 1962, as of which date the Company is required by Commission 
order to have completely amortized the cost. This computation had the 
effect of spreading the amortization of the Company’s investment over a 
period of approximately 33 years with annual amortization charges of 
$573,792 as compared with Company’s book accrual for 1952 of $1,320,292; 
moreover, the Staff’s method increased the reserve requirement at January 1, 
1952 from the book balance of $5,806,370 to $12,755,745, thus reducing the 
amount to be included in the rate base from $15,967,518, claimed by the 
Company, to $6,311,715. 

The Staff witness who made this study testified that he had supervision 
over the Staff’s original cost investigation of the Company’s property made 
in 1947 and thus had intimate knowledge as to the appropriate amounts 
to be included as arm’s length costs in Account 100.5. He further testified 
that in his opinion the only equitable way to treat the costs in the rate base 
and in the cost of service was to spread them over the entire period of 
use of the facilities, namely, from dates of acquisition through 1962. While 
the Staff witness did not make an independent investigation to determine 
the consumer benefits resulting from the various acquisitions, he stated that 
he relied upon a study made by a Company witness who testified as to 
various rate reductions and other public benefits of integrating the acquired 
facilities with other properties. 

Under the specific circumstances of this case, the Examiner finds that it 
is appropriate to allow for gas plant acquisition adjustments (Account 
100.5) in the rate base amount of $6,024,819 as determined by the Staff. 

It is clear from an examination of the Staff’s position from the time of the 
issuance of the Commissioner’s order in 1947 to the present that it was entirely 
consistent. In Docket No. G—1142 et al., six million dollars was allowed for gas 
plant acquisition adjustments in Account 100.5 and this amount was recom- 
mended by the Staff in reliance upon a study made by a Company witness who 
testified as to various rate reductions and other public benefits relating to the 
payment of sums in excess of original cost and without the making of “an 
independent investigation to determine the consumer benefits resulting from the 
various acquisitions.” 

The Examiner found that under the “specific circumstances of this case” 
it was appropriate to allow for gas plant acquisition adjustments (Account 
100.5) in the rate base an amount of $6,024,819. [Emphasis supplied.] 

The difference in the position of the Staff witness on Account 100.5 in this 
ease and his position in Docket No. G—1142 et al., is that here intensive cross- 
examination of United’s witnesses regarding consumer benefits in this case 
developed that in fact there were no measurable consumer benefits in the way 
of rate reductions or otherwise which occurred by reason of payments over 
original cost made by United, whereas in Docket No. G—1142 et al., such evidence 
was not developed, and in the latter docket the Staff witness assumed, for the 
purposes of determining the amount includible in Account 100.5, that the direct 
testimony of United constituted a prima facie case. In connection with the 
Staff witness’ testimony in Docket No. G—1142 et al., it should be noted that 
he emphasized, when he gave his testimony, that he was relying on a Company 
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study and did not make an independent investigation as to whether in fact 
consumer benefits had resulted from payments in excess of original cost. Here 
his testimony was based upon additional testimony given by United on cross- 
examination as to the basis of its claim. The latter persuaded the witness that 
“consumer benefits claimed were not well grounded” and therefore the amounts 
in Account 100.5 should be disallowed in toto. 

The Staff in this case has taken the position that, if it had been established 
that consumer benefits had resulted from the various acquisitions, United would 
be entitled to include in Account 100.5 the remaining balances in such account 
to the extent of the benefits. This was also its position in Docket No. G-1142 
et al. 

The Staff witness also pointed out, in the instant proceeding, that even if 
United’s payments in excess of original costs resulted in consumer benefits, in 
the absence of a showing that United had not recovered these benefits, then the 
amount properly allowable in Account 100.5 as part of United’s rate base which 
could be charged off to operating expenses was $4,112,491 in Docket No. G—10592. 
This amount was consistent with the position of the Staff witness in Docket 
No. G—1142 et al., and represents additional amortization made on this basis, 
since the decision was issued in Docket No. G—1142 et al. 

The principles invoked by the Staff witness in this proceeding, however, were 
the same as those he invoked in Docket No. G—1142 et al. The difference in the 
conclusions reached is found not in any change in principle advocated by the 
witness but in the fact that further cross-examination of United’s witnesses 
cast such doubt on its claims of consumer benefits that these claims could not 
be sustained. Had United been able to sustain the burden that benefits accrued 
to its rate payers from the excess payments, the results reached in Docket No. 
G-1152 et al. would have been reached here as well. 

Having reached the conclusion that the order of December 17, 1947 was an 
accounting reclassification order and not an order determinative of the amount 
includible in United’s rate base, it becomes necessary to review the evidence 
presented in this hearing concerning the amount in excess of original cost which 
United may recover from the rate payers and on which it is entitled to a 
reasonable return. 

United presented testimony and exhibits which detailed the acquisitions and 
transactions on which it based its claim to have included in its rate base amounts 
in excess of original cost of property acquired. Schedule 5 of Exhibit 25, one 
of the exhibits offered by United and received in evidence, contains a summary 
of transactions affecting United’s gas plant acquisition adjustment account. 
This exhibit sets forth the net total excess over original cost related to United’s 
pipeline properties at January 1, 1948, at $42,831,404 after the elimination from 
the books of United Gas Corporation in 1932 of 130 million dollars applicable 
to production, pipeline and distribution properties. This write-off was applicable 
in part to the pipeline properties, which subsequently were put in United. How- 
ever, an inference made by Memphis and Mississippi Valley that 55.34 percent of 
the $130,000,000 was applicable to the pipeline properties is not necessarily 
correct since there is no evidence in the record as to how much of the $130,000,000 
write-off applied to particular properties and the undersigned makes no such 
inference.” It is, of course, reasonable to infer that some unknown part of the 
$130,000,000 referred to pipeline property. 

United’s Exhibit 25, Schedule 5, lists 22 acquisitions and the exhibit shows 
an excess over original cost of $42,831,404. The Staff contends that $18,598,310 
of the $42,831,404 was properly classifiable in Account 107 as a “write-up.” 


37 See joint brief Memphis and Mississippi Valley, p. 29, fn. 5. 
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United itself, in Exhibit 25, classified $6,077,320 in Account 107 for accounting 
purposes, leaving a claimed balance in Account 100.5 of $36,754,084. The Staff 
contends that $12,520,990 of the latter figure represented write-ups and other 
charges properly classifiable in Account 107 and thus not “costs,” in a true sense, 
at all. The Staff and certain interveners contend that $24,233,094 represented 
amounts properly classifiable in Account 100.5, i.e, amounts actually paid in 
excess of original cost but that the latter amounts should also be eliminated 
from consideration for rate case purposes because United has not established any 
benefits which accrued to rate payers by reason of these excess payments or at 
least that United has not shown in these proceedings that any benefits accrued 
to the consumers which were measurable in any way in terms of a dollar 
standard as a result of the payments made in excess of original cost. In this 
connection, it should be noted that the December 17, 1947, order reflects that 
United agreed for accounting purposes to write off $14,980,197 instead of 
$12,520,990 * and as a result the order of December 17, 1947, reflected only 
$21,773,888 in Account 100.5.% United agreed to amortize the latter amount 
over a 15-year period beginning January 1948, by monthly charges to income 
through Account 505.° 

It is quite clear from the Commission’s order that the Staff disagreed with 
United’s contentions that $36,754,084 was properly includible in Account 100.5 
and believed that part of this amount was includible in Account 107." 

As we have noted, certain of the items on which United relied to establish its 
Account 100.5 claim involved matters as to which it is contended by the Staff 
and certain interveners that no costs were incurred, i.e., the Staff claimed that 
out of the $42,831,404 over 18% million belonged in Account 107 as a “write-up,” 
while the balance involved actual payments in excess of original cost but as to 
which, it was claimed by certain interveners and the Staff, no consumer benefits 
accrued, such payments having been made for intangibles like hoped-for profits 
or prospective earning power. Intangibles of this character cannot properly be 
charged to consumers by inclusion in the rate base. 

yenerally speaking, rate base is measured by the recorded or estimated 
original cost of gas plant properties minus a reasonable deduction for deprecia- 
tion, plus whatever is appropriate to be allowed for working capital, including 
materials and supplies. Where the books of a natural-gas company, like United, 
reflect payments of amounts in excess of original cost, then a question arises 
regarding the treatment of this amount for rate making purposes. Such amounts 
may be included in the rate base if it is shown that consumer benefits relative 
to the excess amount accrued to rate payers. The “fair value” standard ex- 
pounded in Smyth v. Ames® reflects a rate base depending on the value of the 
utility property when the rates are being fixed. In “fair value” determinations, 
the value of a utility’s property may deviate either from original construction 
cost or from the actual cost to the present owners of the utility. The “prudent 
investment” standard, however, uses as its criterion for the determination of 
rate base not the fair value of the property at the time that rate level is being 
determined or at the time when property was acquired, but rather the cost of 


%8 See Exhibit 25, Schedule 3. 


* It was not unusual for regulated companies to write-off Account 100.5 items. See 
footnotes 22, 23, 24, 25, and 26, infra. However, in the light of the fact that the December 
17, 1947, order was not determinative for rate base purposes and purported to be only 
for accounting purposes, it makes no difference logically in these proceedings whether the 
12% million-dollar amount or the 15-million dollar amount was written off. Here we are 
concerned with what amount may be included for rate case purposes and not the amount 
includible for accounting purposes only. 

# See Exhibit 25, Schedule 3. 

#1 See order of December 17, 1947, 6 FPC 1093, footnote 1. 

42 Smyth v. Ames, 169 U.S. 466 (1898). 
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the property acquired by the utility so long as this cost may be considered to 
have been prudently incurred. 

There appears to be an implication in United’s contentions in this case relating 
to the amounts lodged in Account 100.5 that so long as it or its predecessors paid 
more than the original cost in “arm’s-length” transactions in good faith it is 
entitled without more to include these amounts in rate base and to require rate 
payers to return the principal of these amounts together with reasonable rate 
of return to the stockholders in cost of service. Apparently, the argument 
advanced by United is based upon the idea that whenever property has been 
transferred from one company to another in excess of the original cost of the 
assets the higher resale price should be substituted for original cost as the 
measure of the rate base under the “prudent investment” standard. This argu- 
ment purports to rest on principles of orthodox business accounting and on a 
theory that the rates of the present company should be regulated for such com- 
pany as an entity rather than on the basis of original cost incurred by the 
predecessor company or seller of the properties. 

This standard is inconsistent with the basic principles of the “prudent invest- 
ment” standard. Under the “prudent investment” standard, the consumers of 
a public utility service compensate investors in the public utility for building 
the plants, but where a plant has been built and put into public service and where 
such plant is sold later the investors in the buying company are simply taking 
over the former company’s claims to a return of and on the capital originally 
devoted to the public service. Were it otherwise, all that need be done to raise 
rates and obtain greater income would be to have one company buy utility prop- 
erties from another at a higher price than original cost and in this very simple 
way increase the size of the rate base and increase the cost of service to 
consumers. 

The situation is not unlike that which occurs when an investor buys shares 
of stock in a utility company over a national securities exchange, or over-the- 
counter. An investor may have bought his stock at a very low price or at a very 
high price. In any case, the price which the investor pays may or may not have 
been a rational or reasonable price in the light of then current expectations of 
earnings and dividends. Nevertheless, such an investor could hardly adduce the 
high price that he may have paid for his stock as an argument for public utility 
rates designed to make the stock worth what he paid for it. On the other hand, 
a group of consumers would hardly be allowed to establish the low price which 
a stockholder may have paid for his stock in support of a lower rate base. The 
nature of rate regulation under the prudent investment standard precludes the 
adoption of the transfer price of a utility property presented under the guise of 
actual cost to the present accounting company as a proper measure of the rate 
base. Public utility properties, particularly during the twenties and thirties 
were, and even now are, bought and sold at times at prices reflecting the expecta- 
tions of the buyers and sellers as to what the properties can be made to earn in 
the future, i.e., such properties like other properties are sold normally on the 
basis of capitalized expected earning power.“ Capitalized expected earning 
power is not the basis of the prudent investment standard of rate base deter- 


“See, for example, United Air Linea, Inc.-Western Air Lines, Inc., 8 C.A.B. 298. A 
phase of this Civil Aeronautics Board case unrelated to that which is under consideration 
was determined in 207 F. 2d 200, 7 Sup. Ct. 49, but the determination relative to ac- 
quisition adjustment costs has been cited several times thereafter with approval by the 
Board. See, for example, 15 C.A.B. 708, 21 C.A.B. 6. 
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mination, and the Supreme Court has so ruled.“ In the same connection, the 
language of Judge Learned Hand, speaking for the United States Court of 
Appeals for the Second Circuit in Niagara Falls Power Co. v. F.P.C., 137 F. 2d 
787, 793, is directly in point. Judge Hand was discussing a situation in which a 
company was seeking to include in its rate base amounts paid in excess of 
original cost, and he pointed out that because a company had paid in excess of 
original cost for utility property acquired in good faith, it was not entitled ipso 
facto to include the excess over original cost in the rate base. In this connection, 
he said: 
For if that is true, the builder of a road who does not sell it, is at a disad- 
vantage compared with one who does. The builder who does not sell is 
confined for his base to his original cost; he who sells can assure the buyer 
that he may use as a base whatever he pays in good faith. If the builder 
can persuade the buyer to pay more than the original cost the difference 
becomes part of the base and the public must pay rates computed upon the 
excess. Surely that is a most undesirable distinction. 

The Niagara Falls Power Company case has an even broader meaning than 
that to which we have adverted, but it should be pointed out that the idea that 
he rate base should be measured by the resale or transfer price of a utility plant 
without a showing of consumer benefits is not a sound legal idea. It does not 
follow either that because an excess over original cost is paid to acquire the 
property that such excess may never find its way into the rate base. If a pur- 
chaser of utility property can establish that a payment in excess of original cost 
will result or had resulted in benefits to consumers in an amount sufficient to 
offset the public burden of the higher rate base, the inclusion in the rate base of 
the excess over original cost would be consistent with the “prudent investment” 
principle. Even in such a case, however, the excess price should be amortized 
over a reasonable period of time and not permitted to stand as a perpetual burden 
on rate payers. This conclusion as to the principles to be applied to amounts 
lodged in Account 100.5 should not, however, be permitted to result in the routine 
inclusion in the rate base of any price which may have been paid for utility 
property by the company seeking an increase in rates. These amounts should 
be scrutinized with care to determine whether in fact benefits occurred, what the 
nature of the benefits were, and what dollar amount can be attributed to them to 
be included in the rate base. 

In an important decision relating to this general subject, the Civil Aeronautics 
Board in United Air Lines, Inc.-Western Air Lines, Inc.; Acquisition Air Carrier 
Property, 8 C.A.B. 298 (1947), in passing upon an application of an air carrier for 
approval of a proposed acquisition of the property and business of another air 
carrier, held that it would not permit intangibles to enter the investment value 
[original cost] of the purchasing carrier for rate making purposes or otherwise 
to burden the carrier’s rates with charges for the recoupment of the cost of such 
intangibles. The Board was of the opinion that from the point of view of the 
burden to the public, the total excess of the price to be paid by the purchaser over 
the worth of the properties to the seller (construed by the Board to mean original 
cost) less applicable depreciation must be considered as an upward re-evaluation 
of the investment. The Board held that it would not permit amounts in excess 
of original cost less depreciation to be included for rate making purposes since 
this would result in higher charges to the public for services performed by the 


“4 F.P.C. v. Hope Natural Gas Co., 320 U.S. 591 (1944) ; Cf. F.P.C. v. Natural Gas Pipe 
Line Company, 815 U.S. 575 (1942). See also the opinion of Mr. Justice Brandeis in 
Misaouri ex rel Southwestern Bell Tel. Co. v. Public Service Commission, 262 US. 276, 
278, 294, n. 6(d) (1923). 
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seller. It emphasized that for rate making purposes the proper valuation of the 
properties should be related to the original cost to the seller less allowable de- 
preciation, rather than to the market value of the intangible property which was 
being acquired. 

In the United-Western case, the Civil Aeronautics Board was specifically con- 
sidering an application by United Air Lines to acquire the properties of Western 
Air Lines at a price in excess of original cost. The Board found that while the 
public interest would not be adversely affected by approval of the transaction at 
the agreed price, i.e., a price in excess of acquisition cost, it was necessary to 
impose the following conditions in the public interest : 

1. That the investment value for rate-making purposes of the properties 
acquired by United not be augmented by reason of their transfer from West- 
ern to United. 

2. That the entire excess of the price to be paid by United over the in- 
vestment value for rate-making purposes of these properties to Western as 
measured by the original investment cost to Western less allowable deprecia- 
tion be charged to surplus immediately upon consummation of the transac- 
tion rather than booked as an asset. 

In this connection, the following language in the Board’s decision is in point 
insofar as the issues of the instant case are concerned: 

The exclusion of this excess from the accounts of United [Air Lines] will 
prevent the dead hand of the past from having any appreciable effect or 
influence upon the future. The effect, as well as the intent, will be to assess 
the stockholders for the amount of the excess price over the investment 
value of the properties for rate-making purposes and leave the prospect for 
additional earnings from the expanded operation under fair and reasonable 
rates as the only asset accruing to the stockholders. 

Such accounting treatment will provide the maximum restraint against 
perpetuation of any hope that the intangible values may ever be included 
in the investment for rate-making purposes and it will provide a desirable 
safeguard against the possible misinformation as to the inclusion of such 
items in the investment rate base which may be conveyed to the public by 
reason of their presence in the carrier’s accounts and reports as prescribed 
by this Board. By eliminating the intangibles from the effect of the 
acquisition transaction on the earning power statistics of the carrier and 
of the industry, the future influence of the payment for the intanglibles in 
the subject transaction can scarcely be materially different from the distribu- 
tion of surplus as dividends. (p.319.) 

The appendix to the Board’s opinion is particularly important because it con- 
tains a fair analysis of the policy of the Federal Power Commission with respect 
to price in acquisitions, and reads as follows: 


Policy of the Federal Power Commission and Interstate Commerce 
Commission 


With Respect to Price in Acquisitions 


It has become customary for applicants before the Federal Power Com- 
mission to propose that any excess over the depreciated original cost be 
disposed of in the manner prescribed by the Commission’s Uniform System 
of Accounts—by a charge to surplus or by amortization against income— 
and for the Commission to condition its approval of such transactions 
accordingly. See: Virginia Electric and Power Company, et al., 4 F.P.C. 51 
(1944) (Excess over original cost amounted to $11,936,749) ; Union Hlectric 
Company of Missouri, 4 F.P.C. 655, 724 (1944) (Purchase price of $8,600,000 
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exceeded the estimated original cost of the property by $892,493; order of 
approval required this excess to be charged immediately to earned surplus) ; 
The Empire District Electric Company, et al., 4 F.P.C. 665 (1944) (Excess 
over original cost, amounting to $6,793,211, charged to capital surplus) ; 
Pennsylwania Electric Company, Docket No. IT-5977, decided June 6, 1946. 
(Cash consideration of $42,451,400 included an estimated amount of $9,145,- 
839 in excess of original cost to be transferred to accounts of purchaser and 
amortized over a period of 15 years) ; Hast Oregon Light and Power Com- 
pany, et al., Docket No. IT-5974, decided June 28, 1946. (Base purchase 
price of $2,326,000 included an amount of $253,383 representing excess of 
acquisition cost over original cost, which was required to be amortized) ; 
Southwestern Public Service Company, Docket No. IT-5994, decided Au- 
gust 13, 1946. (Base purchase price of $2,135,000 included an amount of 
$233,041 representing excess of purchase price over depreciated original cost, 
which was required to be amortized.) 

Compare the following cases, in which the transactions were approved 
subject to completion of cost studies and subsequent charge-off of any 
amounts by which the purchase price might be found to exceed depreciated 
original cost; The Eastern Shore Public Service Company of Maryland, 
4 FPC 382 (1943) ; Wachusett Electric Company, et al., 4 FPC 920 (1945) ; 
Worcester Suburban Electric Company, et al., 4 FPC 929 (1945). 

For cases upholding orders by which the Commission in proceedings sub- 
sequent to such acquisitions required public utilities to amortize the excess 
out of annual charges to income where the excess represented payment for 
intangibles such as good will, going value, nuisance value, and franchise and 
monopoly value, “all of which were thought to be rooted in and associated 
with prospective earning power,” see: Pacific Power & Light Co. v. Federal 
Power Commission, 141 F. 2d 602 (C.C.A. 9th, 1944); California Oregon 
Power Co. v. Federal Power Com’n., 150 F. 2d 25 (C.C.A. 9th 1945), cert. 
den. 326 U.S. 781 (1946) .“* 

The Interstate Commerce Commission, in cases involving the acquisition 
of motor carriers, in 1939 inaugurated a policy of conditioning its approval 
of such transactions upon the requirement that the purchasing carrier elim- 
inate from its accounts the amount by which the purchase price exceeds the 
value of the physical properties acquired, either by amortization of the 
amount by charges to income over a specified period or by an immediate 
writeoff where the purchasing carrier has sufficient surplus. See: Herrin 
Transp Co.—Purchase—M albrough, 25 M.C.C. 710 (1989). (Operating rights 
purchased for $1,000 were required to be amortized or written off to sur- 
plus, at option of purchaser) ; Buckingham Transp. Co. of Colorado, Inc.— 
Purchase—Casey, 25 M.C.C. 667 (1939). (Operating rights purchased for 


“a Jt should be noted that all of the Federal Power Commission cases cited by the 
Board involved accounting reclassifications and were not rate cases (See Pacific Power 
and Light Company, 141 F. 2d 602, at p. 605, where the court pointed out that “. . . this 
is not a proceeding for the fixing of rates.) The current proceedings are the first in 
Commission history in which a determination has been made concerning the right of a 
regulated company to include amounts lodged in Account 100.5 in its rate base in a rate 
proceeding where the issue was fully contested. In Docket G—1142 et al. the Staff as- 
sumed for the purposes of that proceeding that United’s claim that benefits flowed to 
consumers from the payments made in excess of original cost was correct. In these 
proceedings United's claims were subjected to cross-examination and their correctness 
was not assumed. The principles enunciated here would be applicable in the numerous 
electric and gas accounting reclassification cases in the files of the Commission in the 
event of a rate contest in any of such proceedings, It is believed, therefore, that this may 


be a landmark decision insofar as Account 100.5 issues are concerned in Federal Power 
Commission rate proceedings. 
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$15,000 were amortized over 10 years) ; Mason ¢€ Dixon Lines, Inc.—Pur- 
chase—Coggins and Coa, 36 M.C.C. 475 (1941). (Excess of the purchase 
price of $25,700 over the value of the physical properties, amounting to 
$16,233, was charged immediately to surplus) ; Cow Transp. Co.—Purchase— 
Moore-Flesher Hauling Co., 36 M.C.C. 515 (1941). (Operating rights pur- 
chased for $3,500 required to be amortized or written off immediately, at 
option of purchaser) ; Skeel—Purchase—Jess Kuhns & Grays Harbor Lines, 
Inc., 39 M.C.C. 810 (1948), 40 M.C.C. 318 (1945). (Original order, requir- 
ing that intangibles amounting to $134,927 be written off immediately to 
capital accounts, modified to permit amortization over a 10-year period.) 

The same policy is followed by the Commission in approving acquisitions 
of water carriers and freight forwarders. Panama City Transit Co., Inc., 
Certificate Transfer, 260 I.C.C. 832 (1946) ; Western Carloading Co., Acqui- 
sition by Western Carloading Co., Inc., Docket No. FF-79, decided Septem- 
ber 11,1914. (8C.A.B., pp. 346, 347.) 

As has been pointed out, in addition to the problem of payments in excess of 
acquisition cost, another problem which is involved in Account 100.5 in this 
proceeding relates to “pooling of interests.” This kind of problem arises usually 
in situations where there is a consolidation, merger or reclassification of two or 
more companies. This kind of problem is described carefully by Judge Hand 
in the Niagara Falls Power Company case.“* In substance, the Court had under 
consideration properties held by two groups of persons called the “Stetson and 
Schoellkopf” groups who combined their interests into one company which there- 
after they owned jointly. The Court pointed out that, 

The allotment of the shares as between the two groups was doubtless the 
result of genuine competition; presumably it followed the relative values 
of the properties. But all competition, all “arms-length” bargaining, stopped 
there; neither party had any interest to reduce the nominal capitalization. 
Disregarding the form of the transaction, and looking at its effect, the 
“Stetson Group” conveyed an interest in their properties to the “Schoell- 
kopf Group” in exchange for an interest in properties of the “Schoellkopf 
Group”; and vice versa. If any part of such a transaction can be regarded 
as a “purchase” at all, it must be confined to that interest in the properties 
of the “Stetson Group” which passed to the “Schoellkopf Group,” and that 
interest in the properties of the “Schoellkopf Group” which passed to the 
“Stetson Group”; for plainly both groups retained some interest in their 
old properties after the consolidation. 137 F. 2d, pp. 793, 794. 

When it is recalled, among other things, here that United Gas Corporation 
wrote off $130,000,000 it is clear that the quoted testimony of Judge Hand is as 
applicable to the United situation as it was in the Niagara Falls case. 

In the Montana Power Company case, 4 FPC 213, the Commission again had 
before it a situation involving a “pooling of interests’? which created in the Com- 
mission’s opinion no new valid cost. In the Montana Power case four reclassi- 
fications were involved, the last occurring in 1912 when Montana Power came 
into existence. In Montana Power there were exchanges of securities by which 
the corporations consolidated their properties at various times but in each in- 
stance had a total capitalization and plant account in excess of that which had 
existed prior to the consolidation. 

The Commission held that the transactions fell within the scope of the reason- 
ing in the Niagara Falls case (supra). It concluded that: 

Clearly the transaction we are now considering falls within the scope of 
this reasoning [137 F. 2d 787, 793]. It was not a sale by which one party 
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disposed of an interest and another acquired that interest. Just as clearly 
actual legitimate cost cannot be increased by a transaction which does not 
result in parting with property. Accordingly, neither the par nor the market 
value of securities issued to Ryan in 1913, nor the so-called fair value of 
the properties can be accepted as cost of the power sites to Montana Power. 
Instead, we must look to the cost to Ryan, who combined his interests with 
those who formerly controlled Butte Electric, to ascertain the correct invest- 
ment therein. 

The American Institute of Accountants has given recognition to the concept 
of pooling of interests.” 

Transactions of this character do not create new costs, nor do they involve 
property acquisitions which should be set forth in the books for rate base pur- 
poses in amounts in excess of original cost less appropriate depreciation. 

As we have noted in United’s “Summary of Transactions affecting Gas Plant 
Acquisition Adjustment Account,” “ the company listed 22 items in which the 
total amount involved over original cost is set forth at $42,831,404. We also 
observe that United has in Exhibit 25, Schedule 5, written off to Account 100.5 
$6,077,320, leaving a balance of $36,754,084 which it sets forth on line 25 of 
Exhibit 25, Schedule J, as “Amount Classified in Account 100.5 for Accounting 
Purposes Only.” 

In accordance with the order of December 17, 1947, United wrote off 
$14,980,916, thus leaving $21,773,888 in Account 100.5. The latter amount, 
according to the Commission’s order, was to be written off over a period of 
15 years by amortization charges to an income account. 

As has been noted the Staff’s position in these proceedings was that “of the 
entire excess $36,754,084, $12,520,990 represents write-ups and other charges 
classifiable in Account 107 and that only $24,233,094 is properly includible in 
Account 100.5.” If the $42,831,404 figure is used as the starting point of 
these considerations instead of $36,754,084 then the amounts classifiable in 
Account 107 aggregate $18,598,310. 

The order of December 17, 1947, does not set forth the reasons why United 
wrote off $14,980,197 leaving $21,773,888 in Account 100.5 instead of $24,233,094, 
and United states in its brief (p. 12) that: 


[i]t taxes one’s credulity to impute to United the voluntary desire to reduce 
by some two-and-a-half million dollars, the amount which staff recommended 
be classified as Account 100.5, in the absence of beneficial considerations 
from the Company’s standpoint. 


In this connection, it may be observed that it was not uncommon for utility 
companies subject to Commission regulation to “‘write off’ much larger amounts 
classified in Account 100.5 than were written off here instead of amortizing 
them over a period of years to an income account.” 

The amount listed in United’s Exhibit 25, Schedule 5, which the Staff, Mem- 
phis, and Mississippi consider to be attributable to Account 107, stem from 
three merger transactions which eventually resulted in the formation of United 
Gas Corporation, United’s parent. 

The first merger may be described as follows: 

During the 1920’s certain financial interests, known as the Walbridge inter- 
ests, controlled a company known as Gas & By-Products Company. Gas & By- 
Products Company was a holding company through which the Walbridge inter- 


See The American Institute of Accountants, Research Bulletin No. 48, January 1957. 
47 Docket No. G-9547, Exhibit 25, Schedule 5. 

4 See Staff brief, p. 30. 

# See footnotes 22, 23, 24, 25, and 26, supra. 
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ests controlled severs! subsidiaries, namely, Natural Gas Producing Company, 
of Louisiana, Excelsior Pipe Line Company, Morehouse Natural Gas Company, 
Bastrop Gas Company, Panda Oil & Gas Company, and U.S. Carbon Company. 
The Walbridge interests controlled gas leases, producing gas wells, a carbon 
black plant, a natural gas extraction plant, service lines, and tap lines. These 
assets were located principally in the Monroe area of Louisiana. 

During the 1920’s Electric Power & Light Corporation which was owned 
by Electric Bond & Share Company was also operating in Louisiana in connec- 
tion with the construction and operation of the Sterlington steam electric 
plant. This was a large plant constructed to render service in Arkansas, 
Louisiana, and Mississippi. There was natural gas in the area which could 
be used as fuel for the power plant and Blectric Power & Light purchased 
production, gathering, and transmission gas properties in the Monroe and 
Richland areas of Louisiana. 

On October 26, 1926, through the action of their respective boards of directors, 
the assets of Gas & By-Products Company and Electric Power & Light Corpora- 
tion were combined under a reorganization plan whereby the holders of Gas & 
By-Products stock received 85/100th of a share of Electric Power & Light 
Corporation’s 7 percent cumulative preferred stock for each share of Gas & 
By-Products preferred and two shares of Electric Power & Light’s common 
for each share of Gas & By-Products common. The result of the reorganization 
was that the stockholders of Gas & By-Products became stockholders of Electric 
Power & Light and the stockholders of the two companies combined their respec- 
tive interests in one company. Thus, instead of two companies holding the 
assets separately, one company held such assets and the stockholders of the 
two companies became stockholders of one company, namely, Electric Power & 
Light, which acquired the properties held by both companies. 

It is not claimed here that the merger transaction was unfair to either the 
stock-holders of Gas & By-Products or Electric Power & Light, and certainly 
unfairness is not to be presumed. New assets, however, were not added to the 
combination of the two companies. 

Whatever nomenclature is given to this transaction, and whether it be called 
an acquisition of assets or a “pooling of interests,” the fact of the matter is that 
no new property additions and no new costs were created beyond that which prior 
to the merger were held separately by the two companies. All that happened was 
that the assets were combined through a stock transaction in which one company 
continued the business conducted theretofore by each of the companies separately. 
The stockholders of each company were protected by the issuance of securities 
in accordance with their respective interests, and Gas & By-Products’ stock- 
holders received Electric Power & Light Company shares for their stock. No 
new property came into this picture which was not there before the exchange 
agreement, and no new costs were incurred, except possibly legal costs. No 
amount attributable to Account 100.5 or 100.1 came into existence. 

Approximately three years later a second reorganization took place. A corpo- 
ration called Louisiana Gas & Fuel Company was organized. On April 12, 1929, 
a letter agreement was entered into between Electric Power & Light Corporation 
and The Palmer Corporation of Illinois whereby the outstanding stock of The 
Palmer Corporation of Louisiana together with $780,000 in cash plus or minus 
some adjustments was to be turned over to Louisiana Gas & Fuel Company. The 
Palmer Corporation of Illinois received certain securities of Louisiana Gas & 
Fuel in exchange therefor and its interest in the enterprise was preserveu 
through the securities it received from Louisiana Gas & Fuel. 

Additional assets were transferred to Louisiana Gas & Fuel Company pursuant 
to an agreement between that company and Electric Power & Light dated April 
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10, 1929, and the interests of the latter were preserved through the issuance of 
Louisiana Gas & Fuel securities to it. 

As an essential part of the financial transactions underlying the birth of 
Louisiana Gas & Fuel, the latter issued common stock to Electric Power & Light 
and to The Palmer Corporation in the exact relationship of 74 percent to the 
Electric Power & Light interests and 26 percent to the Palmer interests. In 
addition the agreement contained provisions prohibiting the sale of the stock 
received by either party unless first offered to the other party to the agreement. 
The agreement provided the Palmer interests with further protection in the 
preservation of their interests in case of calls for redemption. In addition, other 
provisions were set forth to assure protection of the respective interests, includ- 
ing membership on the board of directors in the ratio of 75 percent to 25 percent, 
i.e., the Electric Power & Light interests were to have nine directors and the 
Palmer interests three directors. 

This arrangement involved essentially a merging of the interests of Electric 
Power & Light and the Palmer interests. This has been described as a “pooling 
of interests” by the Staff and Memphis and Mississippi Valley. The description 
is apt, but whatever nomenclature may be employed no new costs were involved 
and any book figures purporting to reflect new cost could only be assigned to 
Account 107 since the merged enterprise only obtained the same properties which 
were held separately before and no new properties. 

Up to this point, as we have seen, there was an amalgamation of the Walbridge, 
Palmer, and Electric Power & Light Company interests. The third step in 
pooling arrangements occurred in 1930, and may be described as follows: 

On June 3, 1930, United Gas Corporation was created under a “Plan and 
Agreement of Reorganization.” Under this plan United Gas Corporation obtained 
control of United Gas Company and its subsidiaries, and of Louisiana Gas & Fuel 
Company and its subsidiaries. United Gas Company had been controlled by a 
group which has been referred to in these proceedings as the Moody-Seagraves 
interests. Prior to this merger, the Moody-Seagraves interests had been operating 
in southern and eastern Texas and had producing properties and interconnecting 
lines from Richland to Wascomb, to Goodrich, to Beaumont, to Houston, and 
from Wascomb to the Jacksonville area, as well as a line going to Monterey, New 
Mexico, Laredo, Texas, and to San Antonio, San Marcus, and Austin, Texas. 
The Moody-Seagraves interests, i.e., United Gas Company, and the Electric 
Power & Light Corporation interests received securities in United Gas Corpora- 
tion as follows: 

Electric Power & Light Corporation received: 3,809,680 shares of common 
stock, 2,700,250 option warrants, 584,680 shares of $7 second Preferred Stock. 

United Gas Company (Moody-Seagraves) received: 1144 shares of common and 
% Option Warrants for each share of old Common for a total of 3,350,1021%4 
shares of Common and 1,226,86514 Option Warrants; 1 share of $7 Preferred 
stock for each share of old Preferred for a total of 196,967 shares. 

The Plan and Agreement of Reorganization also provided for the Electric 
Power & Light interests to put $30,000,000 in cash into United Gas Corporation 
in addition to transferring Louisiana Gas & Fuel Company’s securities to the 
new corporation. In arriving at the number of shares to be received for its 
contributions to the merger this investment was of course considered. 

The Plan and Agreement of Reorganization also provided for the exchange 
of securities of United Gas Corporation for certain outstanding securities pub- 
licly held. 

This transaction in legal principle is no different than the two heretofore 
described. No new property costs were created. This record may be searched 
from beginning to end to find new property additions in any of the three trans- 
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actions which did not exist in one or the other of the parties separately before 
the mergers, and none can be found. 

In substance, United has attributed to these three transactions new property 
costs because exchanges of securities took place. Apparently, United’s theory 
is that an exchange of securities involves a sale or rather two sales of securities. 
However, this contention could not in the context of the transactions involved 
here be sustained. Where, for example, the stockholders of two corporations 
by majority vote in each of such companies vote to merge the companies, the 
exchange of securities which results has been held not to constitute a sale.” 
The situations described here are quite different from an ordinary purchase and 
sale wherein a new owner takes over the properties while the old owner takes 
his cash and gets out. The substance of the transactions here in each instance 
is that the old stockholder surrenders his stock in his separate company in 
exchange for stock in the enlarged new company. These stockholders have 
merely pooled their separate interests, thus retaining as a group the same assets 
that they had before consolidation, and they are hardly in a position to urge 
successfully that they must receive an enhanced rate base because of the price 
that they have been compelled to pay themselves in order to induce themselves to 
consent to a merger, consolidation, or reorganization. 

Judge Learned Hand took cognizance of this kind of situation in the Niagara 
Falls case (cited supra). Judge Hand referred to the 1918 consolidation of 
properties into the present Niagara Falls Power Company which was a consoli- 
dation brought about by a pooling of the interests of the Stetson Group controlling 
the old Niagara Falls Power Company and the Schoellkopf Group controlling 
the old Hydraulic Company. In expressing the view that this consolidation did 
not constitute a purchase of properties in terms of the applicable system of 
accounts, which happened there to have been the Interstate Commerce Commis- 
sion accounts, Judge Hand said: 

In short, while it may be tolerable to allow a buyer to capitalize the 
purchase price he may have paid even though that has been computed upon 
the assumed continuity of sales which were higher than they should have 
been, there is surely nothing to be said in favor of allowing two companies 
mutually to pool their interests and from that time forward to treat as 
vested the values they happen then to have. 172 F. 2d 787, 794. 

The important factor for United here insofar as Account 100.5 is concerned 
is one of establishing new property costs. No new property costs above those 
which existed prior to the merger came into existence. All that came into 
existence were book entries reflecting higher costs but these were based on 
securities transactions, not on any new or additional property which came into 
the merged company and which was not in the two separate companies before 
the merger. No new valid property costs were created and therefore no additions 
to the rate base were created." Any amounts reflecting increased property 
additions are amounts not based on actual property additions but, in fact, reflect 
“write-ups” or property separately held and then combined. The cost to the 
predecessor companies was the cost to the successor companies and any amounts 
in the books of United reflecting costs to the successor companies higher than 


% National Supply Company v. Leland Stanford Junior University, 134 F. 24 689 (CAQ9, 
1943) cert. denied, 320 U.S. 773. The term “sale” may have different meanings in dif- 
ferent contexts and in different statutes. The meaning to be given the term “sale” has 
varied wherever the term has been employed depending in large part on the intentions of 
the draftsmen of particular legislation. In terms of the Uniform System of Accounts, no 
sale was involved in these transactions but rather a pooling of interests. 

51 Cf. The Niagara Falls Power Co., 3 FPC 206, afd. Niagara Falls Power Co., 137 F. 2d 
787 (CA2), certiorari denied 320 U.S. 792; Montana Power Co., 4 FPC 213; see also Re- 
search Bulletin No. 48, January 1957, American Institute of Accountants. 
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the costs to predecessors should be placed in Account 107 as constituting “write- 
ups.” In this case the “write-ups” involved in the transactions described 
amounted to $18,598,310 out of the $42,831,404 figure which United originally 
contended should constitute part of its rate base. 

Insofar as Houston Gulf Gas Company is concerned, it should be observed that 
this company prior to June 1980 was a Moody-Seagraves controlled company and 
control of it passed to the company coming out of the merger, namely, United 
Gas Corporation, as required by the Plan and Agreement of Reorganization. 
This was part of the property which was involved in the reorganization and this 
property added nothing to the quantum of property held by the parties separately 
prior to and together after such Plan and Agreement was made effective. The 
difference between Houston Gulf Gas Company and the other companies involved 
in the 1930 Plan and Agreement of Reorganization was that Houston Gulf was 
not merged into United Gas Company until April 29, 1944, but was kept sep- 
arately although under the control of United Gas Corporation.” It was not a 
new property addition insofar as the merged company was concerned, and the 
costs lodged in United’s Account 100.5 ($2,099,647) © attributable to Houston 
Gulf Gas Company constitute a “write-up” and these costs should be charged to 
Account 107. This disposes of the amounts alleged to be includible in United’s 
rate base but which in reality were “write-ups.” 

We now turn to the amounts lodged in Account 100.5 relating to property 
acquisitions as to which United actually paid sums in excess of original cost in 
transactions conducted at arm’s-length with non-affiliated companies. The 
principal acquisitions of this character which are relevant in these proceedings 
may be tabulated as follows: ™ 

1. Acquisition of Northern Texas Properties__._._.__._.__._--_- © $5, 165, 633 
2. Acquisition of Magnolia Gas Company and Latex Gas 

Company 16, 095, 145 

3. Acquisition of Southern Gas Company______---.--__-__-- 3. 490, 854 

. Acquisition of Southern Natural Gas Company___----_---_ (1, 608, 578) 


23, 143, 052 

Before going into a particularization of the facts pertaining to these trans- 
actions, note is taken of the general contention expressed in United’s brief™, 
“that the ultimate figure of $21,773,888 [contained in the Commission’s order of 
December 17, 1947] was as United has consistently maintained a lump-sum 
figure unidentifiable with respect to specific items and being a depreciation net 
figure.” 

This contention has no validity since it is necessarily predicated on the as- 
sumption that the Commission’s order of December 17, 1947 constituted a deter- 
mination on the merits that the amounts lodged in Account 100.5 were a legiti- 
mate part of United’s rate base for rate case purposes when as we have seen the 
Commission’s order did not constitute such a determination but was rather an 


SIn this connection, it will be noted that Schedule No. 3 of Exhibit 25 in Docket G- 
9547 states: “After conferences with the staff of the Federal Power Commission and 
subject to the conditions and reservations noted below, the company has agreed for 
accounting purposes only to adjust the amounts in Account 100.5, Gas Plant Acquisition 
Adjustments, to the following: United Gas Pipe Line Company, $23,579,115.73 ; Houston 
Gulf Gas Company, $3,174,967.95; Total, $36,754,083.68." [Emphasis supplied.] 

8 See Exhibit 25, Schedule 5, line 22, Docket No. G—9547. 

& See Exhibit 42, Docket G—9547. 

% Includes the acquisition of Northern Texas Utilities Company ($4,606,498) ; Clifford 
Moers Associates ($51,609) ; and City Gas Company ($507,526). 

% Page 9, United’s main brief. 
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ex parte accounting reclassification order not binding on United or anyone else 
for rate case purposes. 

It may also be observed that to contend that the specific figure of $21,773,888 
lodged in Account 100.5 represented a depreciated net figure necessarily assumes 
that it was depreciated from some higher specific figure. The specific higher 
figure to which the depreciation related, according to United’s brief, was 
$36,754,084." 

The latter amount was the figure set forth on line 25 of Schedule 5 of Exhibit 
25 (Docket No. G-9547) which sets forth that $36,754,084 was an “Amount 
Classified in Account 100.5 for Accounting Purposes Only.” (Underscoring sup- 
plied.) The careful representation made in United’s own exhibit that the 
$36,754,084 figure was for accounting purposes only shows clearly that United 
understood it was not dealing with these figures for rate case purposes. United’s 
claim that the $21,773,888 was a “depreciation net figure” includible as part of 
United’s rate base in a rate case is, therefore, without basis. 

In connection with its argument on this point, United presented at page 9 of 
its brief a table purporting to represent its position with regard to the $36,754,084 
remaining in Account 100.5 after the exclusion of $5,600,000 from such account 
as provided in the December 17, 1947, order. United set forth in this table 
columns purporting to be a comparison of its position with what was alleged to 
be the position of the Staff witness in this matter. United has interpreted the 
Staff witness’s testimony as indicating that, of the $5,600,000 of accrued depre- 
ciation which was written off, $2,459,206 was allocable to Account 100.5, and 
$3,140,794 was allocable to Account 107. The Staff witness, in fact, offered no 
such testimony and the table merely reflects a mistaken interpretation of the 
evidence offered by the Staff witness. The Staff witness testified that of the 
$5,600,000 “provided through depreciation charges on the company’s books” 
$770,378.63 was required to dispose of identified items of unrecorded retirements, 
leaving $4,829,621.37 “of accrued depreciation which was used in part to eliminate 
the remainder consisting of write-ups and other items.” The witness made no 
such specific allocation as that attributed to him by United. As United pointed 
out in another part of its brief, the Staff witness did not identify the part of 
the accrued depreciation which was related to write-ups or the part relating 
to amounts paid in excess of original cost. There was nothing in the Decem- 
ber 17, 1947, order identifying the property additions to which the $5,600,000 
depreciation charges applied. The table presented by United, therefore, 
depended for its validity on assumptions which were essential to the con- 
clusion which it reached as to the meaning to be attributed to the Staff witness’s 
testimony, but the assumptions made by United were not warranted on the 
basis of such witness’s testimony. 

Since this case requires consideration of the amounts which may be included 
in rate base to be returned to United by the rate payers, and since we are not 
dealing here with any compromise proposals such as may have been put into 
effect for accounting reclassification purposes, reference in these proceedings 
must be made to the actual acquisitions which are involved in order to arrive 
at a resolution of the problems and not to any lump sum depreciation amount, 
even if it were assumed that such was the nature of the $21,773,880 figure in 
the order. 

United has disposed of the Northern Texas properties. Certainly, there cannot 
be included in rate base properties which are no longer owned by United. Rate 
payers should not be required to pay for the amortization of properties which 
are no longer in the possession of the company or to pay a return on such 


57 See in this connection, table I, page 9, United’s main brief. 
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properties. Consequently, all amounts pertaining to such Northern Texas prop- 
erties must be removed from the rate base. 

This disposes of approximately $4,500,000 in Account 100.5 attributable to the 
Northern Texas properties, the latter amount being the figure which would be 
reached had the property remained in the hands of United and been amortized 
in accordance with the accounting order. 

The facts relating to Magnolia Gas Company and Latex Gas Company may 
be briefly summarized as follows: Fred M. Lege, Jr., president of Magnolia Gas 
Company, obtained an option on October 3, 1929, for the purchase on or before 
December 31, 1929, of all of the physical properties owned by Magnolia Gas 
Company and its subsidiary, Latex Gas Company, for $47,000,000. Lege paid 
$1,000,000 in cash on account of the purchase price. On the same day, Lege 
assigned the option to Southern Gas Company, which was controlled by the 
Moody-Seagraves interests, through United Gas Company, a predecessor of 
United Gas Corporation, and received from the latter $1,500,000. Southern Gas 
Company agreed to pay Lege an additional $2,500,000 upon consummation of 
the purchase of the Magnolia and Latex properties. In this way, Lege received 
almost overnight a $3,000,000 profit through the sale of a company towards whose 
stockholders he had a fiduciary obligation as a principal officer. In view of 
Lege’s fiduciary relationship to Magnolia and Latex, this, at least on its face, 
does not appear to have been an honorable transaction. The Moody-Seagraves 
interests then entered into an arrangement with Electric Power and Light Cor- 
poration as it existed following the merger with the Walbridge and Palmer 
interests, whereby Electric Power and Light took over the option sold by Lege 
to United Gas Company. 

The excess over original cost relating to the acquisition of Magnolia Gas 
Company and the Latex Gas Company was $16,095,143. 

In order for United to have included in its rate base the latter sum, it is 
necessary for United to establish consumer benefits in the amount of the excess 
dollars over original cost. The evidence on this phase of the case will be 
discussed hereinafter. 

The Southern Gas Company acquisition by a predecessor company of United 
Gas Corporation occurred on January 14, 1928, which was prior to the trans- 
actions relating to Magnolia and Latex. As noted in our discussion of the facts 
relating to Magnolia and Latex, Southern came under the control of the Moody- 
Seagraves interests. The original cost of the property was $3,700,616.75, but 
the price paid was $7,191,470.92. The excess over original cost of the Southern 
Gas properties was $3,490,854.17, or 94.33 percent in excess of the original cost. 

The principle of proof of benefits to consumers related to the excess costs also 
applies to this transaction. 

The acquisition of Southern Natural Gas Company resulted in a negative figure 
in Account 100.5 of $1,608,577.89. 

It hardly seems necessary to point out that the profit obtained by Lege of 
$3,000,000 in the Magnolia Gas Company and Latex Gas Company cases con- 
tributed nothing to the rate payers unless it could be shown that the acquisition 
of the property involved at the price paid, including the amount paid Lege 
contributed consumer benefits equal to the excess dollars over original cost. 
In this connection, it may be observed that the original cost of the Magnolia 
Gas Company and Latex Gas Company property was $23,806,246, and that the 
excess over original cost was $16,095,143.22, or 67.61 percent over the original 
cost. 
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In connection with its problem of establishing the benefits which resulted 
from its property acquisitions, United submitted an exhibit™ by which it at- 
tempted to establish that the acquisitions resulted in benefits to consumers. 
However, the exhibit did not, in fact, establish any concrete relationship be- 
tween the payment of amounts in excess of original cost and the benefits alleged 
to have been conferred on the rate payers. The exhibit shows that rate reduc- 
tions where they took place, in most cases, occurred several years after the 
payment of the excess amounts. Other benefits alleged to have occurred, such 
as increased gas supply, less interruptions, and the like are not shown to be 
necessarily related to the excess payments made. Such benefits as occurred 
through the growth of United’s system are as attributable to the construction 
of interconnecting lines, the costs of which are reflected in rate base, and other 
factors, as they are to the making of excess payments. Moreover, many of the 
rate reductions relied upon took place during the very depths of the depression, 
when prices of all commodities suffered substantial reductions, and these reduc- 
tions in the prices of commodity were related to general economic conditions 
rather than to excess payments. Even in these circumstances, United’s exhibit 
in a number of instances reflected a number of rate increases following acquisi- 
tions rather than rate decreases. 

Since United’s Exhibit 26 is of special importance in relation to benefits 
alleged to have accrued to United’s rate payers attributable to acquisitions 
made in excess of original cost, it will be discussed at length. 

Exhibit 26 is headed “Benefits Resulting from Property Acquisitions by United 
Gas Pipeline Company and Predecessors,’ and contains 23 schedules.” The 
first two schedules of Exhibit 26 consist of maps. The first map (Schedule 1) 
shows the natural gas properties owned and operated January 1, 1930, by Electric 
Power and Light Corporation, Magnolia Gas Company, Latex Company, and 
United Gas Company. Schedule No. 2 of Exhibit 26 is a “1930-1943 Progress 
Map of United Gas Pipe Line Company and Houston Gulf Gas Company at 
December 31, 1953.” 

Schedule No. 3 of Exhibit 26 is a graph showing that between 1930 and 1943 
there was a very large increase in the number of customers supplied by United 
Gas Pipe Line Company and its predecessors. Schedule No. 4, consistent with 
Schedule No. 3, reflects a large increase in the use of gas by the customers 
of United and its predecessors. Schedule No. 5 is a graph showing the “Capital 
Expenditures for Construction, Development and Replacement of Gas Pipeline 
Properties June 30, 1930-December 31, 1943” for United Gas Pipe Line Com- 
pany and predecessor companies. Schedule Nos. 6 and 7, relate, respectively, 
to the number of consumers served at wholesale and retail by United Gas Pipe 
Line Company between July 31, 1930, and December 31, 1943. Schedule Nos. 
8, 9, 10, 11, and 12 are graphs showing the history of rate level for domestic 
gas applicable at San Antonio, Texas; Austin, Texas; Lafayette, Louisiana ; 
Mobile, Alabama; and Pensacola, Florida. Schedule No. 13 was not used. 
Schedules Nos. 14, 15, 16, 17, 18, 19, 20, 21, 22, and 23 are graphs purporting 
to show the history of the rate levels, respectively, for gas service in Biloxi, 
Mississippi; Jacksonville, Texas; Mineola, Texas; Houston, Texas; McComb, 
Mississippi; Center, Texas; Beaumont, Texas; New Braunfels, Texas; Hunts- 
ville, Texas ; and Lake Charles, Louisiana. 

Schedule 24 of Exhibit 26 purports to show the “History of Investment in 
Gas Plant and Return Earned September 19, 1937, through December 1947.” 
This schedule purports to show that United earned very low return on its gas 


88 Exhibit 26, Docket No. G—9547. 
% The exhibit contains numbers attributable to 24 schedules but Schedule No. 13 was 
not used or presented in this proceeding by United. 
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plant during this period, the highest return being in 1947 at 6.80 percent. Of 
course, the return earned was, as has been noted from the writedowns referred 
to hereinabove, based on a highly inflated rate base and consequently it does 
not really reflect what the proper return earned really was. The two maps 
which constitute Schedules Nos. 1 and 2 of Exhibit 26 show important growth 
from which United inferred that consumers received benefits. These benefits, 
however, were in substantial part undoubtedly due to the fact that the integra- 
tion of the facilities was brought about by the construction of lines tying together 
systems which theretofore had not been integrated. Insofar as this factor is con- 
cerned, the rate payers, of course, are paying a return on the investment made 
in such lines and United is obtaining a reasonable return on its investment in 
these facilities and they are being depreciated in the usual way. 

As to the excess of acquisition costs over original costs, as we have noted, 
part of its involves write-ups and part of it involves actual payments in excess 
of acquisition costs. There is nothing in this record by which an informed 
judgment may be arrived at for the determination of how much the payment 
of amounts in excess of original cost benefited consumers if such payments, 
in fact, benefited consumers at all, which is doubtful. Certainly payments in 
excess of original cost do not of themselves benefit consumers. In order for 
United to have included in the rate base such excess payments, there must be 
evidence showing a relationship of the excess payments to benefits conferred 
on consumers by the making of these payments. There is no proof of such 
benefits and certainly no tangible proof concerning the relationship of the dollars 
paid to benefits received. 

The fact that United has supplied more customers with more gas, as shown 
in Schedules Nos. 3 and 4, is nothing unusual in the history of any public 
service company. In fact, this is true of almost every large pipeline company, 
and is no proof whatever that the growth was attributable to the excess pay- 
ments. Certainly, United deserves commendation for increasing its service just 
as any other pipline company is entitled to commendation because it serves 
a growing need. The problem here, however, is not one of determining how 
much commendation United should receive, but how much money, if any, it 
ought to receive from the rate payers for excess payments. 

It does not follow that the increase in the growth of the company and the 
consequent increase in service was due to the excess payments. United’s growth 
and its consequent ability to render greater service is due to factors many of 
which are wholly unrelated to the payments in excess of original cost. This 
growth in facilities is reflected in the larger rate base on which it is entitled 
to seek and on which it will obtain a reasonable return. There is no proof that 
the increased service was due to the excess payments. There is a hiatus in the 
reasoning of United in this respect, since the growth reflected in Schedules 
Nos. 3 and 4 constitutes no showing of any specific relationship to excess 
payments. 

Schedule No. 5 shows how much money United expended for construction, 
development, and replacement of gas pipeline properties, and, certainly, United 
is entitled to include in its rate base every dollar of such expenditures. United 
has included such dollars in its rate base and is receiving a return on and 
return of its investment in this regard. 

Schedules Nos. 6 and 7, showing the number of consumers served at wholesale 
and retail and the increase in the population served, are interesting but un- 
related to the problem before the undersigned, since United has not presented 
any evidence showing how this increase was related to the payment of acqui- 
sition costs in excess of original costs. 
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Exhibits Nos. 8 through 23, inclusive, are of special interest here, since pre- 
sumably they are intended to show that there were consumer benefits in the 
form of rate reductions relatable to the excess of acquisition cost over original 
cost. As the evidence developed, however, there was no showing that such 
rate reductions as did occur had any relationship to the payment of amounts 
in excess of the original cost. In this connection, it appears that the rate 
reductions which took place occurred at times remote from the dates when 
the payments of amounts in excess of original cost were made. The Staff in 
its brief has set forth a table correctly reflecting the dates of the starting 
rates in each of the schedules and the dates when the rate changes occurred ” 
and the number of years which elapsed between the time of the starting rate 
and the time of the rate change. The table reads as follows: 


(Exhibit 26) Schedule Starting Rate Number 
rate change of years 


| 


8 San Antonio, Tex 1936 
Austin, Tex 5 1937 
Lafayette, 1934 
Mobile, Ala_. 1931 
Pensacola, Fl 1932 
Biloxi, Miss. 1943 
Jacksonville, Fla 1934 
Mineola, Tex 1937 
Houston, Tex 1940 
McComb, Miss 1943 
Genter; Tax............ a 1933 
Beaumont, Tex_.--.- eg 1937 
New Braunfels, Tex 1937 
Huntsville, Tex 1934 
Lake Charles, La 1934 


— 


—— 
CWNINOHSURBH 1 WIS 


In the case of San Antonio, Texas (Schedule No. 8), the rate change did not 
occur until six years after the acquisition to which it was claimed the rate 
reduction was related. Moreover, in this connection it should be observed that 
United’s witness, who claimed a relationship between the excess over original 
cost which was paid and benefits, indicated that some of the reductions which 
did occur were due to competition or “industrial competition,” some were due to 
operating savings, and some were due to regulatory bodies. There does not 
appear to be any proof that the reduction which occurred in the case of San 
Antonio had any causal relationship to the payments made in excess of original 
cost. 

In the case of Austin, Texas (Schedule No. 9), the reduction took place 
approximately seven years after the acquisition. In the case of Lafayette, 
Louisiana (Schedule No. 10), we have a reduction approximately three years 
after the acquisition. The testimony of United in connection with these two 
graphs does not relate the reduction specifically to amounts paid in excess of 
original cost. It is clear from United’s testimony that it is unable, or at least 
has not in fact presented evidence to show that any reduction was attributable 
to the excess payments. As a matter of fact, when United’s witness was dis- 
cussing categories to which the reductions might be attributable, he stated that 
“We did a lot of searching and it is very difficult to say how much is due to 
operating expense, how much is due to more efficiencies, how much is due to 
tying the lines together.””’ He went on to say, “Now I am not claiming that the 
reduction in rates is all due to reduced operating expenses, any more than I am 
claiming that the integration and tying this system together is. But I think 
it is a combination of everything.” 


© Staff brief, page 46. 
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The difficulty with this approach is that what we are considering here is 
United’s claims to have the amounts lodged in Account 100.5 included in the rate 
base and unless evidence is presented showing the relationship of the excess pay- 
ments to the benefits claimed to have been conferred upon rate payers, there is no 
way under the law of including these amounts in the rate base. 

Insofar as Schedule No. 9, relating to service in Houston, Texas, is concerned, 
the graph shows what the rates were between 1930 and 1937, and shows a re- 
duction in rates in 1937 and thereafter, but the reduction in rates at Houston, 
Texas, was conceded by the witness to be unrelated to any excess of acquisition 
cost over original cost. This kind of item was not involved in the Austin 
properties and Account 100.5 contains no amounts related to Austin. 

Apparently, United’s theory is that by showing a progressive reduction in 
rates on its system it has established that it was entitled to include in rate base 
amounts paid in excess of original cost. However, a showing of reduction in 
rates does not of itself establish that such reductions are attributable to pay- 
ments for properties in excess of original cost. 

Insofar as Schedule No. 11 was concerned, this was a graph showing that 
beginning in 1930 the rate in Mobile was at a 40-cent level and that the following 
year it went down to 36.8 cents; that in 1932 it went up to 39.1 cents; in 1983 up 
to 43 cents; and in 1935-36 it went up co 45 cents. These facts, in and of them- 
selves, could hardly be said to reflect a reduction in rates due to payment in 
excess of original cost. 

Schedule No. 12, relating to Pensacola, Florida, shows a steady increase in 
rates between 1930-35. As to this particular area, United’s witness stated that 
the acquisition relating to these rates occurred on January 3, 1931; and rate 
reductions, when they took place, took place following rate increases for about 
five years after the property was acquired. This exhibit and the testimony 
related to it does not sustain United’s claims in any respect. 

Schedule No. 13 was not used. 

Schedule No. 14 relates to the history of rate levels for residential gas service 
in Biloxi, Mississippi. The witness for United stated regarding Schedule No. 14 
that, “The significance of this graph is just illustrative of the fact that by 
having an integrated system with plenty of gas reserves behind it and with the 
flexibility that we are able to reduce rates * * *.” The rate reduction took 
place 13 years after the acquisition. This is no proof that the rate reductions 
were due to payments in excess of original costs. 

The graph for Jacksonville, (Schedule No. 15), indicates that the rate re- 
duction occurred four years after the properties came into the hands of United 
Gas Pipe Line Company’s predecessor company, and there is nothing in the 
record relating the reductions to amounts contained in Account 100.5. These 
properties were part of the Moody-Seagraves properties, which came into United 
as a result of a pooling of interests heretofore discussed. 

Schedule No. 16 purports to show the history of rate level for residential gas 
service in Mineola, Texas. The distribution system at Mineola was acquired 
from the Magnolia Gas Company in June 1930, and the chart shows the rate 
reduction was not made until 1937. There is a hiatus of proof to show that the 
rate reduction related to the payments in excess of original cost. 

In the case of Schedule No. 17, purporting to show the history of the rate level 
for residential gas service in Houston, Texas, the graph shows that the acquisi- 
tion purporting to relate to this service was one relating to the Moody-Seagraves 
properties, which were acquired in June 1930. The rate reduction claimed as a 
benefit due to the excess payment took place iv 1940, ten years later. 


693—489—64——8 
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Schedule No. 18 purports to show the history of the rate level for residential 
gas service in McComb, Mississippi. The following colloquy in connection with 
this schedule took place: 


PRESIDING EXAMINER. Are you claiming the cost of acquiring the proper- 
ties you have described [uncompleted distribution systems in Brook Haven, 
Crystal Springs, Hazelhurst and McComb, Mississippi] is a matter which 
is includible in 100.5 to which United’s witness answered. “No, sir.” 


In the case of Schedule No. 19, purporting to show the history of the rate level 
for residential gas service in Center, Texas, the graph shows an increase in rates 
between 1930 and 1937, before a reduction took place. The properties relating 
to service in Center, Texas, were acquired in 1930 and, accordingly, it appears 
that the rates were raised, not lowered, after the acquisition. The witness 
stated that the properties relating to Center, Texas, were acquired from the 
Latex Company and were part of the Mineola acquisition. 

Schedule No. 20 relates to the history of the rate level for residential gas serv- 
ice in Beaumont, Texas, and shows that no rate reduction took place for seven 
years after the acquisition of the property. These were part of the Moody- 
Seagraves properties. 

Schedule No. 21 relates to the history of the rate level for residential gas 
service in New Braunfels, Texas. This was another Moody-Seagraves property 
acquired in June 1930, and no rate reduction took place until 1937. 

Schedule No. 22 purports to show the history of the rate level for residential 
gas service in Huntsville, Texas. United’s witness stated that this rate reduc- 
tion had nothing to do with any acquisition. 

Schedule No. 23 relates to the history of the rate level for residential gas 
service in Lake Charles, Louisiana. This chart shows that a rate reduction 
took place some three years after acquisition to which the rate reduction was 
attributed, but there is no testimony in the record relating the excess paid to 
the reduction which occurred. 

Further cross-examination of United’s witness who sponsored Exhibit No. 26 
indicated that, in fact, he did not know the circumstances under which the rate 
reductions which were reflected in his exhibit came into existence. Further, he 
stated that the facilities relating to the rate reduction in Schedule No. 10 did not 
relate to any acquisition but rather to an interconnection of facilities which are 
included in United’s rate base. Moreover, United’s witness did not know the 
circumstances under which any of the rate decreases refiected in Schedules Nos. 
12, 14, 15, 16, 17, 18, 19, 20, 21, 22, or 23 took place. Apparently, United’s posi- 
tion was that since there were rate reductions, and since consumers benefited by 
rate reductions, it follows that the rate reductions were due to payments in 
excess of original cost. Of course, this does not logically follow at all. 

Consumers may or may not be benefited by payments in excess of original 
eost. If a regulated pipeline company desires to have such excess payments 
included in the rate base, it is necessary for the company to establish the 
relationship between the excess payments and the benefits which it is claimed 
were conferred thereby. It was clear from the testimony of United’s witness, 
particularly on cross-examination that such rate reductions as took place oc- 
curred for various reasons, and that he was not, in fact, attributing the rate 
decreases which took place to any particular factor. The difficulty with United’s 
evidence on relationship of excess payments to rate reductions is that it is so 
generalized that it is not possible to conclude that benefits resulting from the 
excess payments made in the acquisition of properties, and it follows, therefore, 
that it cannot be held that United is entitled to include in its rate base any of 
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the amounts paid in excess of original cost, and the undersigned so finds and 
concludes. 


Appropriate Method of Allocating Cost of Service of United Gas Pipeline 
Company 
(a) The Background 

The matter of zoning and allocation for United has been the subject of almost 
continuous litigation for nearly two decades. During this period there have 
been two cases decided by the Commission in which determinations have been 
made regarding the appropriate allocation method to be applied for United’s 
system. 

The first of these determinations was made in 1943 in Docket No. G—148, 3 
F.P.C. 402. This determination was made prior to the extremely important en- 
largement of United’s facilities authorized in Docket No. G-1447 et al. (See 
10 F.P.C. 35). The second was made in 1955 in Docket No. G—1142 et al. In 
the latter case the Commission issued an order on November 8, 1955, 14 FPC 353, 
affirming the presiding examiner’s initial decision issued July 21, 1955, with 
modifications not pertinent to zoning and cost allocation. The examiner’s deci- 
sion in Docket No. G—1142 et al. was issued after a contest on the merits con- 
cerning the appropriate principles applicable to cost allocation on United’s 
system, and this decision insofar as cost allocation is concerned was affirmed in 
its entirety on the merits. The Commission’s order of November 8, 1955, insofar 
as cost allocation principles were concerned was affirmed by the Court of Appeals 
in 1957 following a full-scale attack on the Commission’s order by Mississippi 
River Fuel Corporation.” 

As a result of the prior rate litigation, it was determined by the Commission 
in 19438, as well as in 1955, that United’s system should have a cost allocation 
based on the establishment of a number of zones and that there should be a 
differential in rates between such zones. In Docket No. G—1142 et al., however, 
the number of zones for the integrated system was reduced to four instead of 
the seven prescribed in Docket No. G—-148. Insofar as the differentials in rates 
between the two northern zones on the system are concerned, the two prior rate 
cases established a historical pattern whereby rates to jurisdictional customers 
in the Jackson Zone were at a higher level than rates to jurisdictional customers 
in the Central Zone. 

In these proceedings both United and the Staff recommended that a change be 
made in the method of cost allocation followed in Docket No. G—1142 et al., 
although the nature of the proposed changes recommended were remarkably 
different from each other. 

These conflicting allocation proposals by United and the Staff were urged 
in these proceedings very shortly after the decision of the Commission on Novem- 
ber 8, 1955, on the merits of the cost allocation in Docket No. G—1142 et al. 
As a matter of fact, the Commission’s order approving the cost allocation pre- 
scribed in Docket No. G—1142 et al. was issued November 8, 1955, and the hearings 
in these proceedings began February 6, 1956. Moreover, the proposal to change 
the method of cost allocation employed in Docket No. G—1142 et al. to some other 
method was being made in these proceedings while at the very same time United 
and the Staff were engaged in assuring the Court of Appeals for the District 
of Columbia that the cost allocation method employed in Docket No. G—1142 
et al. (a method referred to as Method 8) was an appropriate cost allocation 
on the merits for United for the future. 


Mississippi River Fuel Corporation v. Federal Power Commission (1957 CADC), 252 
F. 2d 619, 622, cert. den. (1957) ; 355 U.S. 904. 
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At the very least it would seem that a litigant who proposes a change in a 
method of allocation just approved by the Commission should demonstrate by 
evidence, sound logic, and supportable legal principles that the proposed changes 
will better serve to establish just and reasonable rates than the allocation just 
prescribed and affirmed on the merits by the Commission and the Courts. 

Since historical considerations are important in relation to rate level and 
design and in order that the conflicting proposals concerning cost allocation 
advanced in these proceedings may be viewed in appropriate historical perspec- 
tive and thus be more readily understood and evaluated, it would appear helpful 
to review the cost allocations which were made applicable in the past by the 
Commission to United’s system. As we have noted, the first Commission cost 
allocation prescribed for United was issued in 1943 in Docket No. G—-148 (3 FPC 
402). The Commission in this decision prescribed the establishment of seven 
rate areas for United’s integrated system which it denominated as follows: 
San Antonio area, Wichita Falls area,” Central area, Houston area, Beaumont 
area, Jackson area and New Orleans area. 

The Commission in its opinion in Docket No. G—148 held, among other things, 
that Houston, Beaumont and New Orleans should enjoy a considerably lower 
rate than the other areas on United’s system, “due solely to the very close 
proximity of each of these areas to the sources of natural gas.” 3 FPC 402, 
404, 405. 

The opinion in Docket No. G—148 makes clear that the Commission at that 
time decided that allocation and zoning should be based on the establishment 
of seven “rate areas” and it also decided that allocation should not be made 
on the basis of “rolling in” costs of either purchased gas or the cost of facilities 
on a system-wide basis. 

United cited the Commission’s decision in Docket No. G-148 as precedent for 
its position in this proceeding insofar as the case related to the establishment 
of appropriate zones for United’s system. Southern Natural Gas Company 
(Southern) contended that the Commission’s decision in this docket was the 
result of a compromise and not the result of a carefully considered analysis of 
the problem of zoning for United. In denigrating the merits of the Commis- 
sion’s decision in Docket No. G—148, Southern referred in its main brief to the 
opinion of Commissioner Scott, 3 FPC 402, 407, et seq. Commissioner Scott 
had stated in his concurring opinion in Docket No. G-148 that this proceeding 
was being terminated and rates were becoming effective, “without the Com- 
mission specifically determining a rate base or finding the amount of any 
write-ups, the original cost of utility plant, accrued depreciation, working capital, 
operating expenses, annual depreciation expense, taxes, rate of return, the 
inadequacy of the Company’s depreciation reserve, and the reasonableness of 
charges paid by this company to an affiliate for gas purchased.” 

It will be observed that Commissioner Scott in his concurring opinion in 
Docket No. G-148 had many faults to find with the decision of the majority in 
United but it is clear that he was not complaining about the zoning and cost 
allocation which was being prescribed for United in that docket. His objections 
in Docket No. G-148 were based on factors in the case other than zoning and 
cost allocation since the factors to which he was objecting were specifically 
enumerated and zoning and cost allocation were not among them. 

It is reasonable to conclude from Commissioner Scott’s opinion, contrary to 
the claims of Southern Natural, that, in fact, Commissioner Scott as well as 
all the other commissioners approved of the zoning and cost allocation prescribed 
in Docket No. G-148. Accordingly, Southern’s critical comments regarding the 


62 Wichita Falls area is no longer a part of United’s system, the properties therein 
having been sold in 1951. 
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views concerning cost allocation expressed by the Commission in Docket No. 
G-148 do not appear to be supported by Commissioner Scott’s opinion. However, 
it should be kept in mind that the large 30-inch lines on United’s system which 
were authorized in Docket No. G-1447 as general system facilities were not a 
part of the system in 1943 and their construction and employment have tre- 
mendously enhanced the flexibility and efficiency of United’s system to the 
advantage of all customers of United wherever located. 

The next occasion on which the Commission had the opportunity of consider- 
ing zoning and cost allocation for United arose in Docket No. G—1142 e¢ al., in 
which the undersigned issued an initial decision. 

The facts regarding the zoning and cost allocation prescribed in Docket No. 
G-1142 et al.” may be described as follows: 

The Commission had instituted a proceeding in Docket No. G—1142 et al., 
pursuant to Section 5(a) of the Act to determine whether United’s rates and 
charges for the transportation or sale of natural gas for resale subject to the 
Commission’s jurisdiction were just and reasonable and to establish just and 
reasonable rates if those in existence were found to be unjust, unreasonable, or 
otherwise unlawful. 

The parties to the proceedings in Docket No. G—1142 et al. with the exception 
of Mississippi River Fuel Corporation agreed on August 17, 1954, after extensive 
proceedings had been had, to a disposition of the matters at issue without further 
hearing. The Commission then adopted its Opinion No. 277% on October 26, 
1954, in this matter. However, in the light of Mississippi River’s refusal to 
agree to the proposed settlement which included a cost allocation to which 
Mississippi River strenuously objected, the Commission issued an order directing 
that a full-scale hearing on the merits be held in this matter to determine 
formally all matters at issue insofar as Mississippi River was concerned which, 
of course, included the merits of the cost allocation involved. Every party to 
the proceeding in Docket No. G—1142 et al. was entitled to participate since this 
was simply another part of the proceedings in this docket. Cost allocation was 
one of the most important matters at issue in Docket No. G—1142 et al. and the 
propriety of the cost allocation proposed by the Staff and adopted by United 
having been challenged by Mississippi River, it had to be determined on the 
merits. A full-scale hearing involving Mississippi River’s objections to such 
cost allocation was granted by the Commission in order to afford that company 
due process. Consequently, the merits of the allocation and zoning were there- 
after determined in the further proceedings in Docket No. G—1142 et al. and this 
issue was therefore determined on its merits. In this phase of the proceedings 
in Docket No. G—1142 et al. all other parties (who are in the main the same as 
those who have appeared in this proceeding) were afforded full and complete 
opportunity to be heard on the merits of the cost allocation as well as the other 
matters at issue. 

Statements which appear in the briefs of Southern Natural and other inter- 
veners to the effect that the Commission did not pass on the propriety of the 
cost allocation on the merits are wholly and absolutely incorrect in fact and 
in law. 

This is further emphasized by the fact that long after Commission Opinion 
No. 277 had been issued and after the examiner’s initial decision in Docket No. 
G-1142 et al. had been issued, Mississippi River filed exceptions to the exam- 


® The zoning and cost allocation prescribed in Docket No. G—1142 et al. were supported 
by all the parties other than Mississippi River and defended to the hilt before the Com- 


mission and in the Court of Appeals by both United and the Staff. (See their briefs filed 
therein.) 


* Issued November 2, 1954, 138 FPC 398. 
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iner’s decision and, among other things, its exceptions related to the propriety 
of the cost allocation adopted by the examiner. Moreover, the cost allocation 
in Docket No. G—1142 et al. was an issue before the Court of Appeals for the 
District of Columbia following the issuance of the Commission’s order of Novem- 
ber 8, 1958. The Court of Appeals sustained the cost allocation prescribed in 
Docket No. G—1142 et al. on the merits but reversed and remanded the proceedings 
on a matter unrelated to cost allocation. 

The Commission’s Staff in Docket No. G—1142 et al. presented evidence with 
regard to appropriate zoning and cost allocation which was adopted by United, 
and this evidence was discussed in detail in the examiner’s decision in Docket 
No. G-1142 et al. beginning at 14 FPC 353, 391. 

The principal exhibit bearing upon cost allocation in that proceeding was Ex- 
hibit No. 78—A, a cost allocation study developed and explained by Staff witness 
Stockwell. The cost of service study presented by the Staff witness was de- 
veloped by districts, by areas, by zones and system-wise. 

In order that this decision may be self-contained, the cost allocation evidence 
presented by the Staff in Docket No. G—1142 et al. is summarized as follows: The 
Staff witness presented a summary of allocations for the four following cost 
areas which comprised the interconnected system of United, viz., (1) Southwest 
Area; (2) New Orleans 5 and 6; (3) Central Rate Zone; and (4) Jackson Dis- 
trict, exclusive of Northwest Mississippi. 

It was pointed out that United’s northern area consisted of the Central Rate 
Zone and Jackson District, exclusive of Northwest Mississippi. The Central 
Rate Zone included United’s Dallas, Shreveport and Monroe operating districts. 
The Southern Area consisted of Southwest Area and the New Orleans 5 and New 
Orleans 6 districts. The witness pointed out what the total cost of service of the 
entire system was, excluding Northwest Mississippi, but including the operating 
districts known as Dallas, Shreveport, Monroe, Jackson, San Antonio, Houston, 
Beaumont, Southwest Louisiana and New Orleans 5 and 6. In addition, the 
Staff witness presented evidence in support of his exhibit showing the cost, reve- 
nue and related data applying to sales for resale and transportation for others 
in the Northern Area, i.e., Dallas, Shreveport, Monroe (Central), and Jackson 
districts, exclusive of Northwest Mississippi. Sales in the Southern area were 
intrastate during the test period, except for certain sales in the northern part of 
the Beaumont District but the later were not shown separately by the witness. 

The witness then developed a comparison of cost of service with revenue in the 
Central Rate Zone. The witness also developed during his testimony evidence 
showing the total cost of service for United’s operating districts designated New 
Orleans 5 and 6. In addition, he presented similar data relating to United’s 
Southwest area which included the San Antonio, Houston, Beaumont and South- 
west Louisiana operating districts. The witness also presented testimony show- 
ing the allocation of United’s cost of service between jurisdictional and non- 
jurisdictional sales. This allocation study also included an allocation of cost 
of service for each class of service in each zone. 

The witness distributed the cost of service to functional divisions, i.e., pro- 
duction (gathering) and transmission; and such costs were classified thereafter 
between demand and commodity. The classifications between such functions 
and the percentages allocated by the witness between demand and commodity 
were found by the examiner and the Commission to be wholly consistent with 
those approved by the Commission in opinions theretofore issued, namely, At- 
lantic Seaboard, Opinion No. 225, 11 FPC 43; Northern Natural, Opinion No. 228, 
11 FPC 123; Colorado Interstate Gas Company, Opinion No. 235, 11 FPC 324; 
United Fuel Gas Company, Opinion No. 258, 12 FPC 251. 
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After this classification of costs, the witness allocated costs to each of the 
classes of jurisdictional and non-jurisdictional business according to system 
uses on peak and annual volumes during the test year. Thereafter, he made a 
comparison between the cost of service and revenues derived from each class of 
service to determine the responsibility of each class of service for any deficien- 
cies or excess in revenues as compared with costs. 

It should be noted that the Staff witness’ theory was to take overall cost of 
facilities, cost of purchased gas, and other major items of cost for each zone 
and then to allocate such costs to customers in each zone in accordance with the 
natural gas obtained from United in each zone on a commodity demand basis 
without making individual calculations for each customer in each zone on the 
basis of the distance from the source of the gas, or on the basis of segregating 
facilities. 

The Staff witness did not recommend an allocation of transmission costs on a 
demand-mile and commodity-mile basis in Docket No. G—1142 et al. except to 
obtain a cost allocation for United’s three customers in the Central Rate Zone. 
The sole purpose, as pointed out in the examiner’s decision, of the Staff witness 
in making an allocation on a demand-mile and a commodity-mile basis in Docket 
No. G—1142 et al. was to obtain a cost allocation for the cost of transportation 
service rendered for the three transportation customers. 

It was the view of the Staff witness in Docket No. G—1142 et al. that demand- 
mile and commodity-mile studies should not be made for any other purpose on 
United’s system, and this was the view which was eventually accepted as correct 
by the examiner, approved by the Commission, and affirmed by the Court of 
Appeals. In this connection, it was pointed out that no such demand-mile and 
commodity-mile study was made for United’s Jackson District, because no trans- 
portation service was rendered in that district, although sales were also made 
therein to pipeline company customers. 

The theory expressed by the Staff witness in Docket No. G—1142 et al. was that 
it would be incorrect as a matter of cost allocation principle to allocate specific 
facilities and specific sources of gas to specific customers, but that instead alloca- 
tion should stem from the base of relatively large geographic areas which would 
comprise zones within the United system. In this connection, it should be ob- 
served that the method adopted in Docket No. G—1142 et al. actually afforded a 
very substantial cost allocation to United for the transmission of its gas from 
its Southern areas to those in the Northern areas. The cost allocation for 
transmission was based on the average distance of haul in each of United’s rate 
areas. The Staff witness in Docket No. G—-1142 et al. included in the cost of the 
Central Zone, for example, all of the cost of transporting gas imported into that 
zone from other areas. 

When this approach is employed in this proceeding, it will be noted that United 
will have been allocated its transmission costs for gas transferred from other 
areas into the Jackson Zone and will have been allocated transmission costs for 
gas transferred from other areas into the Central Zone. 

The Staff witness in Docket Nos. G—1142 et al., as has been pointed out, deter- 
mined all the costs of transmission separately on the basis of the average haul 
of all of the gas within each one of the zones which were the subject of alloca- 
tion. In Method No. 8 employed in Docket Nos. G—1142 et al., the Staff witness 
included, in the cost applicable to each of the Northern zones, the amounts re- 
lating to transmission of gas imported into each one of such zones. Thus, the 
amount of the cost of average haul within the Southern Zones was transferred 
to the Northern Zones and then the amount of the cost of average haul within 
each of the separate Northern Zones was separately rolled into the cost of 
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haul in each of the Northern Zones to make the total allocated to United for 
purposes of transmission. 

As has been pointed out, the cost allocation which was determined in Docket 
Nos. G—1142 et al. was the subject of sharp attack by Mississippi River in its 
exceptions to the presiding, examiner’s initial decision filed with the Commission 
but this attack was not sustained by the Commission which held that the zoning 
and cost allocations proposed by Staff and adopted as correct by the examiner 
were appropriate for United’s system and sound in principle. 

Mississippi River then took this matter to the Court of Appeals for the Dis- 
trict of Columbia, where the zoning and cost allocation prescribed in Docket 
Nos. G—1142 et al. was sustained by the Court of Appeals.” 

The next event in the history of zoning and cost allocation for United occurred 
when United instituted the Section 4 proceeding in Docket No. G-9547. This 
was followed later by another rate increase filing in Docket No. G—10592, wherein 
United sought still higher rates. The principles of zoning and cost allocation 
advocated by United in Docket No. G—10952 were exactly the same as those it 
advocated in Docket No. G—9547. 

The largest element on which increases are being sought in these dockets is 
the increased cost of natural gas purchased from producers, including its affiliate, 
Union Producing Company, and to the extent that United has actually paid such 
higher costs or is liable to pay them there has not been any opposition to the 
inclusion of these amounts in United’s cost of service with two exceptions. 

The first exception is that certain interveners have taken the position that 
United has not shown evidence of economic justification for the payments made 
by it to Union Producing Company, its affiliate, and absent such evidence United 
is not entitled to include these payments in its cost of service. 

The second exception relates to prices paid to independent producers in 
circumstances where such producers’ rates were the subject of litigation before 
the Commission and where the payments made by United were being made in 
the context of an undertaking by the independent producer to refund amounts 
not found justified. As to the latter payments, it is the view of the undersigned 
that if United receives refunds in any of these pending producer cases, such 
refunds must be passed back to its customers as and when received. 

Insofar as Union is concerned, payments made by United to it will be allowed 
at the June 7, 1954, rate level of Union for reasons discussed hereinabove. 

The disputes in this case which are left relate largely to other types of in- 
creases sought by United, some of which have been discussed hereinbefore and 
some of which will be discussed hereinafter. 

United took the position in the instant dockets that the zoning and cost allo- 
eation prescribed in Docket Nos. G—-1142 et al. required substantial change. The 
changes proposed are alleged to be consistent with the principles enunciated in 
Docket Nos. G—1142 et al. It should be observed, however, that the economic 
impact of the modifications proposed by United to the Method 8 allocation prin- 
ciples followed in Docket Nos. G—1142 et al., its last rate case, result in a tre- 
mendous shift in costs from the non-jurisdictional to the jurisdictional customers. 
The Staff’s method, on the other hand, does not result in a large shift in the 
total percentage of the total costs to be paid by jurisdictional customers although 
Staff’s method proposed here allocates a larger percentage of the total costs 
to the jurisdictional customers than Method 8 would allocate. On the basis 
of end result on jurisdictional customers as a whole Method 8 and Method 1, i.e., 
the Staff’s method in these proceedings, are reasonably comparable in economic 
impact in these two proceedings but United’s method is not. 


© Mississippi River Fuel Corporation v. F.P.C., 252 F. 2d, 619, cert. den. 355 U.S. 904. 
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It was the position of United that its operational experience had established 
that changes in zoning and cost allocation for its system were required as 
improvements over the cost allocation approved in Docket Nos. G—1142 et al. 
and that, therefore, its proposed changes should be made. 

The principal witness for United in regard to cost allocation presented a num- 
ber of exhibits“ to support his opinion that the zoning for United’s integrated 
system properly should be composed of the following geographical areas: (1) 
Southwest Texas Zone; (2) Houston Zone; (3) Southwest Louisiana Zone; (4) 
New Orleans Zone; (5) Central Zone and (6) Jackson Zone.” 

United’s allocation witness, in establishing his proposed zone boundaries, dis- 
regarded the company’s operating district boundaries since in his opinion such 
boundaries had no pertinent relationship to zoning. The operating districts, he 
said, came into being by the accidents of company history rather than according 
to some specific geographic plan which had a pertinent relationship to zoning. 

The changes in zoning proposed by United are one of the two principal means 
by which a substantially greater share of the total costs of the system are al- 
located to the jurisdictional customers than would be the case were the zoning to 
remain unchanged from that adopted in Docket Nos. G—1142 et al., United’s 
last decided rate case, or if zoning were changed in accordance with a Staff pro- 
posal for rezoning made in this case.™ 

It will be observed from an examination of the appearance of United’s system 
maps as a whole that it is not at all a steel-tube type of system, like Northern 
Natural (see Commission Opinion No. 281) but is a grid of pipelines going in 
various directions over the system. Some of the lines are interconnected, some 
are not. The system contains feeder lines, gathering lines, laterals, local trans- 
mission lines, major transmission lines, and two 30-inch transmission lines—one 
extending north from Agua Dulce to Sterlington and the other north from the 
Louisiana Gulf Coast to Kosciusko. As United points out in its brief, its “system 
lies astride major gas producing areas in the United States. It traverses the 
Gulf Coast fields of Texas, the fields of Southern Louisiana, as well as the North- 
east Texas and North Louisiana fields. It covers a large area located in five 
states, extending approximately 800 miles from east to west and about 300 to 
400 miles from north to south . . . The markets served are interspersed over the 
entire system. .. .” 

As of December 31, 1955, United was connected to 289 different gas fields in 
various parts of its system with almost 2,000 points of receipts of gas and the 
average distance of gas transmission on the system was approximately 160 miles. 

The gas in the large 30-inch line extending from the Louisiana Gulf Coast to 
Kosciusko, Mississippi flows northeasterly. The gas in the 30-inch line extend- 
ing from Agua Dulce in southern Texas flows in a northeasterly direction to the 
vicinity of Perryville, Louisiana. From the Wascom-Latex-Carthage Area gas 
flows west to Dallas and Fort Worth, southwest to Huntsville, Texas, south to 
Goodrich and Beaumont, and east to Sterlington and Jackson. The prevailing 
flow of gas is eastwardly from Sterlington to Jackson. However, there have 
been times when the flow has been reversed and has been westerly from Jack- 
son to Sterlington. While the general flow of gas on the system is north and 


*® Eg. Exh. 34, Docket No. G-9547; Exh. 14, Docket No. G—10592. 

* Since Northwest Mississippi is not integrated with United’s general system, it was 
treated separately. 

® The second principal means by which increased costs are allocated to jurisdictional 
customers is accomplished by changing the method of allocating transmission costs from 
that approved by the Commission in Docket Nos. G—1142 et al. and approved by the 
Court of Appeals, to one based allegedly on demand-mile and commodity considerations as 
employed in Northern Natural, Commission Opinion No. 281, 14 FPC 11. 
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northeasterly, gas does flow on the system in various directions and due to the 
flexibility of the system, gas can be generally regulated to flow in any direction 
as may be necessary to meet service requirements. 

The large 30-inch lines on the system were constructed for general system 
purposes. United operates a completely integrated natural gas system; all of its 
gas resources both from non-affiliated producers and from Union form a common 
pool for all of the customers of United’s system. United’s properties are com- 
pletely integrated and interconnected (except for Northwest Mississippi) and are 
used commonly for the benefit of all United’s customers. United’s system is 
extremely flexible and management possesses the ability to syphon gas from any 
part of the system and place it in any other part of the system. 

Exhibit 9 in Docket No. G—10592 shows the relative use made of the system 
in the various zones established by United during the 1955 test period, as adjusted, 
as follows: 

Zone “Demand” 


Zones Mef 

a a i a 567, 934, 695 

ON ccc i etcetera helical wcll eaptbasis Maclin es 314, 786, 857 
Total—Central and Jackson Zones__......--._._--__-__- 882, 721, 552 


i i iu i tik Sic i ea 61, 419, 412 


a a at 161, 969, 170 
Sn Un a 48, 676, 864 
II a a a 112, 717, 588 


Total—Southwest Texas, Houston, Southwest Louisiana 
SE | DT CORR I assets schists 384, 783, 034 


RRA NUNN SI i scsi tds lipase lng 1, 267, 504, 586 


The only zones in which the Commission would have rate jurisdiction under 
United’s proposed zoning for the integrated system would be the Central and 
Jackson Zones. Of the total “demand” for the Central and Jackson Zones, a 
little over 82 million Mcf were sold to distributors for resale. Of the balance 
of somewhat over 800 million Mcf, approximately 409 million Mcf represented 
sales to other pipelines in the vicinity of Monroe, Louisiana and Jackson and 
Kosciusko, Mississippi for transportation to and resale in other parts of the 
United States. Direct sales to industries, plus a small amount employed by 
United in operating its system accounted for the remaining “demand” in the 
two zones. If an allocation is adopted which involves a disproportionate cost 
allocation insofar as transfer of gas from the southern to the northern part of 
the system is concerned, United’s pipeline customers would be seriously dis- 
advantaged ® and non-jurisdictional customers including, among others, United’s 
parent, the United Gas Corporation, would obtain the benefit of such dispro- 
portionate cost allocation at the expense of the jurisdictional customers. 

United has objected very strongly to the “rolling in” of gas costs on its system 
on the ground that the past history of United and past Commission determina- 
tions on cost allocation insofar as United was concerned reflected a relation- 
ship between gas costs in particular areas and gas rates to customers close to 
such areas and because United has pointed out “gas purchased” costs had never 
in the history of the system been “rolled in.” For example, it is urged by 
United that since customers in the proposed southern zones were situated close 


© The direct sale customers buy gas at rates not subject to Commission jurisdiction. 
These rates are fixed by contract as negotiated with the pipeline. 
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to gas supplies, they should have the benefit of lower gas costs than customers 
further away from these gas sources. Generally speaking, insofar as cost of 
transmission is involved, it is entirely reasonable that customers close to the 
source of gas should pay lower prices than customers further away from the 
source of the gas. 

In the United system, however, it appears that there is a supply of gas in 
every zone of the system and that the average distance of gas transmission on 
the system is approximately 160 miles. In Docket Nos. G—1142 et al., it was 
made clear that customers within each zone should be entitled to the benefits 
of average zone prices. In these proceedings, as pointed out by Southern 
Natural in particular, the evidence presented showed that there is “a far wider 
variation in the prices paid by United in each of its proposed zones than be- 
tween the average zone prices.” For example, Southern Natural has directed 
attention to Exhibit 6 in Docket No. G—10592, which shows that there are very 
wide variations within each zone. Southern Natural has presented an analysis 
in the form of a table showing the following facts: 


Lowest Price per Mcf Highest Price per Mcf 
Central Zone 
2.726¢ (p. 7) 12.742¢ (p.1) 
Jackson Zone 
12.295¢ (p. 12) 19.834¢ (p. 12) 
Southwest Texras Zone 
2.677¢ (p. 17) 8.645¢ (p. 14) 
Houston Zone 
3.569¢ (p. 23) 14.748¢ (p. 22) 
Southwest Texas Zone 
2.677¢ (p. 32) 10.957¢ (p. 31) 
New Orleans Zone 
5.834¢ (p. 38) 20.082¢ (p. 42) 

This table correctly reflects the facts contained in Exhibit 6. 

In connection with this kind of problem Southern Natural has pointed out 
that customers in the vicinity of Monroe where gas is purchased at 2.726¢ 
per Mcf would under United’s zoning be required to share part of the gas 
purchased cost in the Fannett Field of the Beaumont District where gas is 
purchased at 12.742¢ per Mcf but that under United’s theory it places both 
the 2.726¢ gas and the 12.742¢ gas in the same zone, viz., the Central Zone. 
It is also pointed out that customers receiving gas in the vicinity of Baxter- 
ville and Gwinville Fields where gas is purchased at 12.295¢ are required under 
United’s theories to share a part of the gas in the Maxie-Pistol Ridge field where 
gas is purchased at 19.83¢ but that United places both of these areas in the 
Same zone, namely the Jackson Zone. 

In these proceedings, just as in Docket Nos. G—1142 et al., it is clear that 
United’s entire gas resources form a common pool for all of United’s customers. 
Gas prices for United have risen in all zones but the rate of increase in the 
cost of gas coming from the Louisiana Gulf Coast has been at a faster pace than 
elsewhere, and if this relatively sharp rise in price is placed almost entirely 
on Jackson Zone customers their rates will be disproportionately and unfairly 
higher than are the rates of the other jurisdictional customers on United’s 
system. In view of these circumstances, and particularly in view of the fact 
that it would be inequitable to place on the shoulders of the Jackson Zone cus- 
tomers alone on a system possessing the operating characteristics of United 
the rapid rise in gas purchased costs in Southern Louisiana, the only just and 
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reasonable resolution of the problem is the assignment of average system-wide 
gas costs to all customers. 

In this connection, it may be pointed out that when the proposed rate in- 
creases in Docket No. G-9547 and Docket No. G—10592 are compared the percent- 
age of increase in Docket No. G—9547 for the Central Zone is 11.3 percent and for 
the Jackson Zone 17.4 percent; whereas, the exact opposite is true in Docket 
No. G—10592 where the percentage of increase in the Central Zone is 8.4 percent 
and in Jackson Zone 5.9 percent, i.e., in Docket No. G—-9547 United’s theories 
require a substantially higher increase to customers in the Jackson Zone than 
in the Central Zone; whereas, in Docket No. G—10592, United’s theories require 
a substantially higher percentage of increase to the Central Zone customers 
as compared to the Jackson Zone customers. 

The general character and effect of United’s proposed changes in zoning may 
be better understood by considering them on the basis of visual depiction. 

United’s zoning as approved by the Commission in Docket Nos. G—1142 et al. 
appears on map 1. 


United’s zoning as proposed by it in Docket Nos. G-9547 and G—10592 appears 
on map 2. 


It should be observed first that since allocation deals with the problem of 
how the costs are to be apportioned among the rate payers, and since allocation 
necessarily begins at a starting point which requires a major assumption to 
be made of what the total cost is, the effect of zoning a system so that high 
cost facilities are placed in one zone rather than another necessarily has the 
effect of increasing the percentage of the total cost allocated to the zone in 
which they are placed and the consequent effect of decreasing the percentage 
of the total cost allocable in the zones from which the expensive facilities have 
been removed. One way to rezone a system in order to shift costs from one 
group of customers to another is to change the size, shape and area of the 
zones into which the system has already been divided in such manner that a 
large percentage of high-cost facilities are placed in a differently shaped and 
enlarged zone and thus in substance in a zone having different cost elements 
than the one in which they had been placed before. The size and shape of an 
area having been modified by this process so as to require the inclusion of 
expensive facilities in a zone different in cost elements from the one in which 
they had been placed before, the expense connected with these high-cost facili- 
ties will then be placed on a different group of customers than the ones who had 
borne this expense previously. Thus, rate levels applicable in the zone in which 
the high-cost facilities are placed become higher, since in Commission practice 
rates are designed to recover the costs applicable in the zones in which the costs 
arise. 

All interveners and the Staff oppose United’s proposed zoning on the grounds, 
generally, that it is illogical, inconsistent with allocation principles adopted by 
the Commission, and would result, if adopted, in the promulgation of unjust and 
unreasonable rates. 

It was, of course, incumbent upon United to establish that its proposed change 
in zoning for Central, as well as for the other zones, was justified by logical 
costing methods and principles. 

In order to show how and where United proposes to change its zone bound- 
aries, particularly as they have an important impact on jurisdictional customers, 
a map has been drawn to present as clearly as possible the changes proposed 
to be made and specifically how they would affect Central and Jackson Zones. 
See map 3. 
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The proposed additions to United’s northern zones in which the great bulk 
of the jurisdictional customers are served are shown in the shaded portions of 
the map. The map shows clearly the increased proposed in the size of the 
Central and Jackson Zones and the place where the proposed increase in the 
areas of the Central Zone and the Jackson Zone are located. The map also 
affords a basis of comparison and evaluation with the zoning prescribed by the 
Commission in Docket Nos. G-—1142 et al. and with the zoning proposals ad- 
vanced by the Staff. The Staff’s proposal will be discussed hereinafter. The 
map shows the design and shape of United’s proposed additions to Central and 
Jackson Zones. The map reflects the shifting of very important and expensive 
facilities, which will be referred to hereinafter from the southern areas of the 
system (generally non-jurisdictional) into the northern areas (jurisdictional), 
and it is transparently clear therefrom that these proposed changes in zone 
boundaries will have the inevitable and intended effect of placing on the backs 
of the jurisdictional customers in Central and Jackson Zones costs which have 
been allocated heretofore largely to the non-jurisdictional customers. 

Since rates are designed to reflect costs, the effect of authorizing such pro- 
posals would without a single other factor and even if there were no increase 
in costs above those which existed in Docket Nos. G—1142 et al. in either Central 
or Jackson, increase substantially the rates to the customers to be served in 
these jurisdictional zones. The general shape and location of the areas pro- 
posed to be added to the Central and Jackson Zones is clearly related to the 
result sought, namely, an increase in the rates to the jurisdictional customers. 
The design for Central Zone and Jackson Zone follows no logical relationship 
to the geography of the area served by United but, rather has a direct relation- 
ship to the allocation of specific high cost facilities to specific services, i.e., the 
services performed for the jurisdictional customers. 

The zones proposed to be created are not at all similar to the zoning which 
was adopted in Northern Natural (Commission Opinion No. 281), a case where 
a pipeline had a large source of supply at one end and delivered gas in northern 
areas and at various points between its southern and northern ends. 

In order that these proposed changes may be even more closely examined, 
two maps have been drawn, the first showing how Central Zone appeared as 
prescribed in Docket Nos. G—1142 et al. and the second showing how United 
proposes to change the zoning for the Central Zone. See map 4. 

An examination of the zoning differences between Central Zone as it appears 
in Docket No. G-1142 et al., and as proposed by United in these proceedings 
discloses, among other things, that United by substantially enlarging the Central 
Zone boundary in a southerly direction all the way to the Gulf has added an 
additional expense to its jurisdictional customers involving, among other things, 
approximately 165 miles of high-cost 30-inch transmission facilities extending 
between the area of Houston to a point approximately 15 miles northeast of 
Magasco, which facilities under the zoning in Docket No. G—1142 et al. had not 
been allocated as part of the facilities in the Central Zone at all but had been 
included as part of the facilities in the Southwest Zone, a zone where gas is 
sold in major part to non-jurisdictional customers. In addition, all of the other 
facilities in this proposed expanded Central Zone are included in United’s new 
proposed Central Zone and these facilities had not been considered a part of 
that zone in Docket No. G—1142 et al., and they include a portion of the 22-inch 
line extending directly northward from Goodrich. It is noted that a substantial 
portion of the Houston District was shifted from the Southwest rate area to the 
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Central Zone and all of the Beaumont District was placed by United in the Cen- 
tral Rate Zone, plus a portion of the Southwest Louisiana District. 

Every one of these changes had the effect of increasing costs allocated to the 
jurisdictional customers and, consequently, reducing the cost allocated to the 
non-jurisdictional customers. It is the cost burdens related to these facilities 
which are proposed by United to be shifted to the jurisdictional customers in 
the proposed new Central Rate Zone. Other lines of smaller diameter in the 
former largely non-jurisdictional zone have also been included in Central and 
allocated to the Central Zone costs. All of the costs related to these facilities 
are thus predominantly shifted from United’s non-jurisdictional customers to 
the jurisdictional customers. 

The effect of this proposed shifting of zone lines, particularly when coupled 
with the second proposal made by United relating to a change in the method 
of transferring transmission costs from that employed in Docket No. G—1142 
et al., namely, to allocate cost of transmission on a demand-mile and commodity- 
mile basis (rather than as prescribed by the Commission in Docket No. G—1142 
et al.) would add very substantially to the cost of service for the jurisdictional 
customers in the newly enlarged Central Rate Zone. 

These changes, as we have noted, would tend to increase the costs allocated 
to the jurisdictional customers by themselves even if there were no increase in 
gas purchased or other costs. In this case, it appears that the gas purchased 
costs have substantially increased over those at the time Docket No. G-1142 
et al. was decided and this factor further increases the burden of the jurisdic- 
tional customers over what they were in Docket No. G-1142 et al. It was clearly 
demonstrated through the cross-examination of United’s cost allocation witness 
that the placing of the Beaumont District in the Central Rate Zone was illogical 
and inconsistent with principles of allocation advocated by United itself. 

According to United great stress should be placed upon the “flow of gas” 
from the source to its delivery point as a factor in designing the zones to be 
created on its pipeline system. 

In addition to its “flow of gas” theory, United expounded a theory that costs 
should be related to the “beneficial” position of customers in respect to specific 
facilities and specific supplies of gas. In this connection, it developed a con- 
tention that where customers were in an area having a gas supply adequate to 
serve the customers located therein, it would be appropriate to establish a sep- 
arate zone for that area and to allocate costs including facilities as well as gas 
separately for such area. The result of adopting the theory here would be to 
create rate zones in the southern areas of United’s system on so narrow a basis 
as to effect an allocation of specific supplies and specific facilities specifically 
to United’s non-jurisdictional customers as distinguished from the jurisdictional 
customers contrary to good allocation practice and contrary to Commission 
precedent. 

In Docket No. G—1142 et al., United’s last rate case, Mississippi River advo- 
eated an allocation method which, if adopted, would have resulted in allocating 
specific sources of gas and specific facilities to a specific customer, i.e., Missis- 
sippi River. This would have had the effect, if adopted, of establishing a method 
of cost allocation which would have been inconsistent with precedents theretofore 
adopted by the Commission and approved by the courts. The result of following 
the principles enunciated here by United would be to create three zones out of 
the former single Southwest Zone on the basis of allocating sources of gas and 
specific facilities to specific customers in violation of Commission precedents 
and inconsistent with the Commission’s order issued in Docket No. G—1142 et ai., 
after the hearing held to afford due process to Mississippi River. United's 
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position thus bears a resemblance in principle to the approach taken by Missis- 
sippi River to cost allocation in Docket No. G-1142 et al., which the Commission 
and the Court of Appeals rejected. The hallmark of good cost allocation pro- 
cedures is fair treatment for all customers and the avoidance of specialized 
treatment for any specific customer or undue advantage for any group of cus- 
tomers, either non-jurisdictional or jurisdictional, and United’s proposed rezon- 
ing does not meet this standard. 

In these proceedings United claimed that its Beaumont District should be 
placed in the Central Rate Zone because gas flowed from the Carthage-Latex 
Area southward into the Beaumont Area through the Latex-Magasco-Beaumont 
Line and through the Carthage-Goodrich-Beaumont Line. According to United’s 
witness one of the reasons requiring Beaumont to be placed in the proposed 
Central Rate Zone was the existence of a source of gas supplying Beaumont in 
the Central Rate Zone and it was claimed that this flow of gas from Central 
required the facilities through which the gas flowed as well as the market which 
the gas reached to be placed within the proposed Central Zone. 

The evidence which developed in the hearing showed that less gas came into 
the Beaumont Area from sources in United’s Central Rate Zone than came into 
the Beaumont Area from Houston and that, in addition, substantial quantities of 
gas came into Beaumont from Southwest Louisiana, and neither of these sources 
is in or is proposed to be placed in the proposed new Central Rate Zone advo 
eated by United. In this connection, it will be noted that the evidence in Docket 
No. G—9547 discloses that the flow of gas from Carthage to Goodrich was over 
8% million Mcf, and from Joaquin Field south of Latex there was an additional 
southward flow of about 5% million Mcf, totaling approximately 14 million Mcf. 
It is this flow which is relied upon by United as the major reason for placing 
the Beaumont area in its proposed Central Rate Zone. As against this showing, 
however, the evidence developed in Docket No. G—9547 demonstrated that over 
16% million Mcf came into the Beaumont Area from Houston by way of the 
Deer Park-Orange Line and almost 5 million Mcf came into the Beaumont Area 
from Southwest Louisiana through the Iowa-Kirbyville Line. Thus, substan- 
tially more gas came into the Beaumont Area from other areas of United’s 
system than came into Beaumont from sources within United’s Central Rate 
Zone as proposed here. On the basis of United’s own theory of zoning and cost 
allocation, Beaumont should not be included in its proposed Central Zone but in 
some zone other than Central. On the basis of principles of allocation relied 
upon by United the Beaumont Area should be made part of one of its proposed 
southern Zones or in the single southern zone as advocated by the Staff in these 
proceedings. 

In the test period employed in Docket No. G—10592, an overlapping but later 
period than that employed in Docket No. G—9547, the figures presented in evi- 
dence even more strongly support a conclusion that the Beaumont Area should 
not be included as a part of the Central Zone. These figures show that about 
57 million Mcf was produced in the Beaumont District or bought from the Sabine 
Lake area which is at about the southeast boundary of the Beaumont District; 
that about 12 million Mcf came from the Waskom-Latex Area; that about 32 
million Mcf came from Houston, and about 214 million Mcf came from southwest 
Louisiana. On the basis of United’s own theories with regard to zoning, Beau- 
mont should certainly not on the showing made here in either Docket No. G—95A7 
or Docket No. G—10592 be in the Central Zone but should be in either a separate 
zone or should be part of one of United’s other proposed Southern Zones or 
should be in a single Southern Zone as advocated by the Staff. United has not 
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suggested the creation of a separate zone for Beaumont, nor has it suggested 
that Beaumont be added to one of its proposed small zones in the southern part 
of the system. It has only suggested that the Beaumont area be added to its 
largest zone so that the latter will be larger than it was prior to these 
proceedings. 

Having reached the conclusion that on United’s own showing the Beaumont 
area should not be included in the Central Zone, the next problem to be faced 
is what effect does this conclusion have on United’s proposed zoning. The 
answer is that it throws United’s entire proposed zoning completely out of kilter, 
because if it is concluded that the Beaumont Area should not be in the Central 
Zone, there is no evidence in this record presented by United as to the zone 
in which Beaumont should be placed. 

The only evidence in the record other than United’s evidence as to what 
zone Beaumont should be placed in is the evidence presented by the Staff which ~ 
recommended that Beaumont be made part of a zone proposed to include the 
entire southern area of United to be called the Southern Zone. The Staff 
proposal is to replace the two southern zones prescribed in United’s last rate © 
case with one zone which in area would be the same as New Orleans 5 and 6 © 
and Southwest Zone in Docket No. G—1142 et al. 

The conclusion that the Beaumont Area does not belong in the Central Rate © 
Zone also has an important effect on United’s claims regarding transmission ~ 
costs on a demand-mile, commodity-mile basis, because if Beaumont is not to be © 
included in United’s Central Zone the number of demand-miles and commodity- | 
miles and the dollars connected therewith have to be allocated differently than ~ 
United has proposed to allocate them here. 

The way in which United has zoned its system, and in particular its treatment ~ 
of the Beaumont area also has the effect of transferring a substantial share of 
the transmission costs from nonjurisdictional customers in the southern areas 7 
to the jurisdictional customers in the Central Zone. If Beaumont is taken out © 
of Central Zone and placed elsewhere, as, for example, in the Southern Zone as 
proposed by the Staff, a substantial part of the cost of transmission of gas 
through the two long lines from Waskom-Latex Area to Goodrich and Beau- 
mont (assuming arguendo that United’s methods of cost allocation were cor- © 
rect) would have to be subtracted from transmission costs allocated to 
jurisdictional customers and allocated to the nonjurisdictional customers in the 
Southern Zone. This, of course, involves the transfer back of amounts of de- 
mand and commodity miles from Central to one of the southern zones or to the 
Staff’s southern zone and this would effect the level of jurisdictional rates in 
Central. However, there are no figures in the record as to what these amounts 
would be if Beaumont were placed in the Staff’s proposed Southern Zone or else- 
where. United’s proposal to change the zone boundaries of the Central Rate 
Zone would result in unjust, unreasonable and discriminatory rates and should 
be rejected. 

In order that United’s proposals relating to the enlargement of the Jackson 
Zone may be more clearly understood, maps have been drawn showing the 
Jackson Zone as it was designed in Docket No. G—1142 et al. and the Jackson 
Zone designed as proposed by United in these proceedings. See map 5. 

As may be noted United proposed that the southern boundary of the Jackson 
Zone be placed further south than it had been positioned in Docket No. G—1142 
et al. One of the effects of United’s proposal is to transfer an important section 
of the northern area of New Orleans 5 and 6 into United’s proposed Jackson 
Zone and the result, if adopted, would be to include among other things ap- 
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proximately 25 miles of the 14-inch Lirette to Mobile line extending from the 
southern bank of Lake Pontchartrain and approximately 32 miles of the 30-inch 
line extending from the St. Gabriel Field connection and the Mt. Montpelier 
Compressor Station into the proposed enlarged Jackson Zone. Of course other 
smaller facilities and the costs related to them are included in the new proposed 
Jackson Zone and are proposed to be placed on the jurisdictional customers in 
the newly designed Jackson Zone, whereas these costs were not placed on such 
customers in the zoning and allocation adopted in Docket No. G—1142 et al. The 
economic impact of such a procedure has been described above in the discussion 
of a similar proposal relating to the Central Zone. 

The amount of the increase in jurisdictional costs is further increased by 
the demand-mile and the commodity-mile transmission considerations evoked 
by United. 

Under United’s zoning proposals Mobile and Pensacola were included in the 
Jackson Zone where they had been placed in United’’s last rate case rather than 
in New Orleans 5 and 6. The facts regarding Mobile and Pensacola are that 
a substantial amount of gas needed to support these markets came from the 
Maxie-Pistol Ridge fields which are in the southern part of the Jackson Zone. 
It is observed that approximately 68 million Mcf of gas went into Mobile 
during the test period 1955, as adjusted, employed in Docket No. G—10592. 
About 18 million Mcf of the latter amount came from the New Orleans Zone 
and about 7% million Mcf from the supply area around the city of Jackson. 
About 4214 million Mcf came from the Baxterville and Maxie-Pistol Ridge 
fields. The latter fields did not furnish gas to the central and northern portion 
of the Jackson Zone during the test period. The gas from Baxterville and 
Maxie-Pistol Ridge fields generally supplies the Mobile and Pensacola market. 
Under United’s proposals that zones should be established on a theory relating 
to gas sources and to gas markets and that zones should be organized insofar 
as possible on the idea that a zone should be created on a self-contained basis 
based on the benefits obtainable solely within the zone itself, i,e., that each 
zone should be defined geographically on the relationship of gas source to gas 
market within a zone, it is as logical to conclude that another zone should be 
created which would consist of the southern part of the Jackson Zone and 
New Orleans 5 and 6 as it would be to conclude that an enlarged Jackson should 
be created as proposed by United. This could be done by decreasing the size 
of the Jackson Zone and increasing the size of New Orleans 5 and 6 to include 
an area north of where it had been placed in Docket No. G—1142 et al., i.e. by 
including part of the southern area of Jackson within such zone. In this con- 
nection, it may be observed that there are no benefits received in the northern 
part of the Jackson Zone from the Maxie-Pistol Ridge and Baxterville fields, 
but benefits are received from these fields in Pensacola and Mobile. Benefits are 
also received in Pensacola and Mobile from New Orleans. Under United’s 
theory, it would appear logical to establish a zone for New Orleans 5 and 6 
which would include consolidating the southern portion of the Jackson Zone 
with New Orleans 5 and 6. Furthermore, if the latter had been done, the 
Jackson Zone and New Orleans Zone might have been more equal in size, and 
this approach would have been as or even more consistent with United’s theory 
of zoning than the one which was proposed. However, had the latter course 
been taken, there would have been a reduction in the demand and commodity 
miles transferred from the New Orleans Zones to the Jackson Zone, together 
with an offset occasioned by transfers from the Jackson-Mobile line. This 
would result in a shift in the allocation of costs from the jurisdictional to the 
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nonjurisdictional zones and would result in lesser costs for jurisdictional gas. 
United, however, has not suggested any such course be taken. 

United has not on the record of these proceedings justified the proposed en- 
largement of its Jackson Zone, and its proposals regarding changes in Jackson 
should be rejected. 

In addition to the two zones, namely Central and Jackson, which we have 
discussed up to this point, the two-zone concept for the southern area provided 
for in Docket No. G—1142 et al. was proposed by United to be fragmentized to 
create four zones in the southern area. This was proposed to be done by 
subdividing what was formerly the Southwest Zone under Method 8 into three 
new zones after a major part of an area which had been in the Southwest Zone 
in Docket No. G—1142 et al. had been placed in United’s proposed larger Central 
Zone. These three new zones were denominated by United as Southwest Loui- 
siana Zone, Houston Zone, and Southwest Texas Zone. A map has been drawn 
to show the appearance of these zones and Southwest Zone as they appeared in 
Docket No. G—1142 et al. and is shown on map 6. 

There are no jurisdictional sales in any of the latter three new zones, and 
there appear to be no jurisdictional sales in New Orleans 5 and 6. Consequently, 
under United’s proposed method of zoning the only jurisdictional customers which 
would remain in the integrated system of United (excluding Northwest Missis- 
sippi) would be those in the proposed new Central and Jackson Zones. An 
additional small change was proposed by United with regard tu New Orleans 
5 and 6 and this change is shown in the map on page 93. 

It is also clear that the increase in the number of zones covered by what was 
the Southwest Zone in Docket No. G—1142 et al. into three zones as proposed in 
these proceedings has not been supported on the basis of sound cost allocation 
principles. Surely, the very large reduction in the size of the Southwest Zone 
and its division into three zones with the Central Zone appearing as a buffer 
state between the Houston Zone and Southwest Louisiana Zone and extending 
all the way to the Gulf would appear to be inconsistent with the Commission's 
admonition in the Northern Natural Gas Company case, (Opinion No. 281), that 
“zones should include as large an area of service as may be consistent with 
equitable treatment to all customers.” (14 FPC 11 at 27.) 

It should be observed that the smaller the zone which is created, the nearer 
cost allocation reaches the point where specific facilities are assigned to specific 
customers—a principle which the Commission has rejected in the case of large 
pipeline systems, and this is the effect of United’s proposed zoning. It has the 
effect of assigning specific facilities to jurisdictional customers and United's 
approach essentially is one of separating out high cost facilities to allocate them © 
to the jurisdictional customers, although such facilities were held by the Com- 
mission to be general system facilities (see 10 FPC 35). United’s proposed 
method of zoning its system should be rejected because it is inconsistent with 
past Commission precedent and leads to unjust, unreasonable, and unduly dis-~ 
criminatory rates. 

The second principal method by which United proposes to allocate a higher? 
percentage of the costs to the northern zones than had previously been allocated ” 
has its roots in the significant departure proposed by the company from Method 8 
in the allocation of transmission costs respecting the gas transferred from 
southern to the northern zones on a demand-mile commodity-mile basis rather 
than on an “average haul” basis within zones as allocated in United’s last rat 
case, and by this means to increase unjustly and unreasonably the relative pe 
centage of the total costs to be borne by jurisdictional customers in the northe 
zones of the system. 











Comparison ef proposed Southern Zones 
with zones prescribed in Docket No. G-1148, et al. 
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The demand-mile commodity-mile method propesed by United involved the 
assignment of a unit cost” per demand-mile™ and commodity-mile™ for gas 
sold in the new proposed Houston Zone and for gas sold in the new proposed 
New Orleans Zone and the ascertainment of the number of demand-miles and 
the number of commodity-miles which the gas transferred moved within these 
respective sources to the northern zones. Such unit demand-mile and com- 
modity-mile costs were multiplied by the number of demand-miles and the 
number of commodity-miles which the gas moved up to the southern boundary 
of the Central Zone and up to the boundary of the Jackson Zone. The total of 
these transmission costs was then added to the other transmission costs in the 
Central and Jackson Zones, respectively, as geographically delineated by United. 
This method as we have noted involves the computation of the demand-miles 
and commodity-miles for transfers beyond the southern zones. The cross- 
examination of United’s witness by counsel for Southern Natural developed the 
mechanics employed by United in regard to allocating its transmission costs. 
This part of the cross-examination of United’s witness was comparatively brief 
and for that reason it is set forth in haec verba. It reads as follows: ™ 

Q. Mr. Zinder, I want to be sure that I understand how you have al- 
located costs among the zones which you show on your map. So I would 
like if I may, to summarize in my own language how I think you did it and 
have you tell me whether I am right or wrong, and if I am wrong, where 
I am wrong. 

First, as I understand it, you determine costs of service for each of the 
seven zones, is that right? 

A. That is correct. 

Q. Now, let’s assume we have two zones which are contiguous, one up- 
stream and one downstream. The upstream zone we will call Zone No. 1, 
and the downstream zone we will call Zone No. 2. 

In Zone No. 1, the upstream zone, you determined, as I understand it, the 
total zone costs including the costs attributable to all gas entering that zone. 

Is that right? 

A. This is correct. 

Q. Then you determined the total commodity-miles and demand-miles in 
Zone No. 1? 

A. That is correct. 

Q. Then you determined the commodity-miles and demand-miles from the 
boundary of Zone No. 1 back to the point where sufficient gas was obtained 
for transfer to Zone No. 2, is that right? 

A. This is correct. When you speak of boundaries, Mr. Tarver, I assume 
you are referring to the boundary between Zone 1 and Zone 2? 

Q. That is right, sir. 

A. Right. 

Q. Then the next step, you transferred the production costs from the first 
zone to the second zone on a demand Mcf and a commodity Mcf basis, 
without regard to the distance factor, is that right? 

A. No. 


7™ Unit cost per demand mile was obtained by dividing the total transmission demand 
costs for transmission sales and transfers by the total Mcf miles of demand by zones. 
The unit cost per commodity mile was obtained by dividing the total transmission com- 
modity costs for transmission sales and transfers by Mcf commodity miles by zones. 

™ Demand-miles may be considered as the peak-day volume times the number of miles 
transported. 

72 Commodity-miles may be considered as the annual volume times the number of miles 
transported. 

™ Docket No. G-9547, Tr. 404-407, inclusive. 
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Q. Do you want me to repeat that question? 

A. Yes. 

Q. You transferred the production costs from the first zone to the second 
zone on a demand Mcf and a commodity Mcf basis without regard to the 
distance factor? 

A. We took the total cost of service, production and transmission, within 
the zone, and transferred it from one zone to another zone. 

Q. You used different bases for the transference of your production costs 
and your transmission costs, did you not? 

A. Let me just check for a moment. 

That is correct. 

Q. Then you allocated the transmission costs from Zone No. 1 to Zone 
No. 2 on the basis of the proportionate relation of the commodity-miles and 
the demand-miles the gas travels to the common zone boundary to the total 
commodity-miles and demand-miles in the first zone? 

A. This is correct. 

Q. Then in the next step you allocated all costs so accumulated in the 
second zone between jurisdictional and nonjurisdictional business solely on 
the basis of demand and commodity volumes, without further regard to the 
distance factor, is that right? 

A. That is correct. In the second zone all costs—you are speaking now 
with regard to sales from the transmission system? 

Q. Yes, I am not talking about field sales. 

A. Yes, that is correct. 

Q. Ihave correctly described this? 

A. You have. 

Q. As I understand it, this method, or combination of methods that you 
have used, is something that you have tailored specifically for United’s 
system. It isn’t based in toto on what has been done in any case coming 
before the Commission in the past that you know of, is that right? 

A. I don’t recall in any case where it was done exactly this way, except 
the zone treatment, for example, was used—I believe it was in the Hope 
case—but I don’t think the demand-mile and commodity-mile treatment 
such as I have done here on the transfers, was used. 

Q. So this method of cost allocation among zones here, is in effect unique? 

A. When you speak of this method, you mean—— 

Q. In toto, through the steps that I have traced. There is no precedent 
for it. 

A. In toto, do you mean the whole allocation, or do you mean just what 
you have traced? 

Q. I mean the combination of the steps that I have traced. That is not 
based on any precedent, but is your own idea of how you think the cost 
should be allocated in this particular case, is that right? 

A. Yes, with the qualification that I have made that I have used the 
principles of demand-mile—commodity-mile, which have been acceptable in 
the principles of cost classification. 

Q. I mean the combination of the various methods that you used here. 

A. It isa method adopted for this system. 


It may also be observed that when United’s cost allocation witness reached 
the southern boundary of the Central Rate Zone with his demand-mile and 
commodity-mile costs, he did not add to the transmission costs any additional 
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demand-mile and commodity-mile costs within the Central Zone to the point 
of connection with any customer’s system.“ If such costs had been added as 
would be required had the demand-mile—commodity-mile theory advocated by 
United been carried out to the conclusion logically dictated by the major premise 
on which the theory is based, then the costs of transmission allocated to juris- 
dictional customers would have been substantially greater than those which 
were reached in the Central and Jackson Zones. Of course, it is not suggested 
that the witness should have added these additional transmission costs to those 
which he reached. These circumstances are adverted to only so that the theo- 
retical concepts advocated by United’s cost allocation witness could be examined 
and tested in the light of their alleged applicability to United. It would appear 
that when the soundness of United’s theories on cost allocation are applied to 
their logical end it will be found that the theories have no sound relationship 
to the establishment of just and reasonable rates.” In this connection, it should 
be realized that under United’s zoning proposals the Central Zone and the 
Jackson Zone would be substantially enlarged in a southerly direction and the 
number of demand-miles and commodity-miles to be transferred would under 
United’s proposed zoning be less than if the zoning approved in Docket No. 
G-1142 et al. were retained. In other words, even with less miles of trans- 
mission than would be the case under the Docket No. G—1142 e¢ al. zoning, 
the cost of transmission would be substantially higher. 

United’s theory of combining changes in zone size with its demand-mile, com- 
modity-mile concepts when carried through to its “logical end” will result in a 
cost allocation which would require rates to jurisdictional customers to be 
fixed at levels which are palpably unjust and unreasonable and higher in every 
aspect than would the application of the principles of cost allocation recom- 
mended by the Staff in these dockets or in Docket No. G—1142 et al., and would 
only add to the additional burdens which the rate payers would have to shoulder 
by reason of the increased costs due to higher purchased gas costs. 

United’s method of developing allocation costs in certain ways resembles super- 
ficially the allocation methods employed in Docket No. G—1142 et al. However, 
there is a major modification in the method employed in these proceedings by 
United from the method adopted in Docket No. G—1142 et al., which, when care- 
fully considered, makes United’s method here substantially unlike Method No. 8, 
particularly in the end-result obtained. Method No. 8 (aside from the excep- 
tion applicable only to transportation rates) transfers the transmission costs on 
an average haul basis from one zone to another, and not on a demand-mile, 
commodity-mile basis. In this way actual costs for transmission were passed 
along to an importing zone based on the average distance of haul for the volumes 
of gas imported. United has modified Method No. 8 by substituting demand- 
mile and commodity-mile considerations for the “average haul” approach used in 
Docket No. G—1142 et al. for determining the allocation of transmission costs, and 
by this modification it has increased the amount of dollars it proposes to allocate 
to its Northern Zone customers for transmission costs. 

It is clear from the explanation made by United’s cost allocation witness that 
the only really important factor involved in his method insofar as allocation of 


% The largest loads delivered in the Central and Jackson Zones are to the four inter- 
state pipeline customers which take their gas primarily at two points, Sterlington, 
Louisiana, and Kosciusko, Mississippi, the termini of the two 30-inch lines. 

It should be kept in mind that the demand-mile—commodity-mile concept advanced 
here by United does not involve a transfer based on the average haul concept employed in 
United’s last decided rate case. 
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transmission costs is concerned was. mileage, and no other factor was taken into 
account.” In this connection, it should be observed that the physical characteris- 
tics of United’s system are entirely different from those of Northern Natural’s 
system on which the witness relied as precedent for his cost allocation proposals. 
We have observed that the Northern Natural system is basically a single steel 
tube with gas resources at the southern end and markets located at various 
northward points along the steel tube. The United system is a grid of pipelines 
and markets. It is a highly integrated system which is almost rectangular in 
shape. United’s witness stated that about 80 percent of the interzone transfers 
in Docket No. G-9547 were made over the two 30-inch lines of United in Agua 
Dulce to Sterlington and Napoleonville to Kosciusko. United’s method of de- 
termining transmission costs on the basis of interzone transfers assumes that 
transmission costs will vary in direct proportion to distance. This is the reason 
apparently that under United’s method no factors were presented other than 
distance. 

The facts are that in United’s system there are a great many transmission 
lines of varying sizes and this is a factor which should be considered. In this 
connection, the Commission pointed out in Opinion No. 281 (14 FPC 11 at 20), 
among other things, that: 


For any given length of pipe line, with any given load factor, the larger the 
line the lower the unit delivery cost of gas. This results from the fact, as 
shown by the record here—as well as elsewhere,” that, while the cost in- 
creases approximately in proportion with the diameter, the capacity in- 
creases more than the area, so that the capacity of a 24-inch line, for ex- 
ample, is about three times that of a 16-inch line. 


1 Docket No. G—580, Natural Gas investigation, Smith-Wimberly Report, page 240. 


Most of the interzone transfers on United’s system are made over large sized 
pipe as contrasted with the smaller size of the pipe employed for intra-zone sales 
on the system. 

As Texas Gas Transmission has pointed out in its brief, no consideration of 
this transmission cost differential factor was given under United’s method.” In 
these circumstances, it is clear that the unit cost of transporting export gas is 
less than the unit cost of transporting gas consumed within the exporting zones. 
The following statement also appears in Commission Opinion No, 281: 


It is a simple economic fact that the delivery cost of natural gas increases 
in close proportion to the length of the transmission line of any given size. 


There could be no quarrel with this proposition but in making the statement it 
cannot be assumed that the Commission was saying that the delivery costs are 
directly proportional to distance where the delivery is effected by transmission 
lines of varying sizes. United, however, has assumed in its allocation for its 
system that delivery costs would be directly proportional to distance despite 
the fact that transmission is made over many different sizes of transmission lines 
operating at different load factors. 

The following table sets forth the varying sizes of transmission lines on the 
United system as shown by the “Statistics of Natural Gas Companies for year 


In this connection, see discussion hereinafter relating to the size of the various 
transmission lines through which United transports its gas. 
™ See brief of Texas Gas Transmission, p. 11. 
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ending December 31, 1955,” page 414A, published by the Federal Power 
Commission. 


Pipe size (inches) Number of miles 
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Under United’s method of allocation of transmission costs, it does not appear 
that adequate consideration was given to the differences in the costs of trans- 
mission related to the fact that it has transmission lines of various sizes on its 
system. This is an additional defect in United’s method of allocating trans- 
mission costs. 

The Staff, at page 102 of its brief filed herein, made a purported comparison 
of the results insofar as allocation of cost of transmission is concerned, obtained 
by employing Method No. 8 with United’s method proposed herein. According 
to the statement in the Staff brief, the latter method would impose on juris- 
dictional customers approximately $1,500,000 more in transmission costs in 
Docket No. G-9547 than would be the case were Method No. 8 transmission cost 
methods followed.” 

Appendix No. 2 to the Staff’s brief really shows the difference in allocation of 
transmission costs without a mileage factor implied, and with a mileage factor 
implied, not only for jurisdictional customers but for the Northern Zone cus- 
tomers as a whole. It shows the difference in allocation of transmission costs 
for Central and Jackson Zones as a whole (i.e., not broken down between juris- 
dictional customers and non-jurisdictional customers in such zones) and based 
on such allocation with the mileage factor excluded the difference in the trans- 
mission costs as a whole is approximately $1,500,000 in Docket No. G—9547, and 
$1,300,000 in Docket No. G—10592. When the $1,500,000 is broken down as 
United has shown in its reply brief between jurisdictional and non-jurisdictional 
customers the difference to jurisdictional customers in increased costs of approxi- 
mately $800,000 appears to be correct. 

Accordingly, the Staff’s representation at page 102 of its brief that due to the 
manner of employment by United of its mileage factors a $1,500,000 increase was 
applicable to jurisdictional customers appears to have been an overstatement of 
the facts. In this connection, the footnote to Appendix 2 of Staff’s brief is in 
point and reads as follows: 


Note: As shown in Col. 6, on Line 23, above, use of the mileage factor 
results in an increase of $1,487,988 in costs transferred to United’s Central 


It should be kept in mind that while the Staff’s method of allocating transmission 
costs here would result in a lesser allocation of transmission costs to the jurisdictional 
customers than United’s method, it would result in an allocation of higher transmission 
costs to the Northern Zone customers than the method which the Staff applied in Docket 
No. G—1142 et al., and which method of allocating transmission costs was approved by 
the Commission and approved by the Court of Appeals for the District of Columbia. As 
against these higher transmission costs, however, the “roll in” of gas costs as recom- 
mended as an integral part of Staff’s method of allocating costs here tends to reduce 
substantially overall costs of gas allocated to the Northern Zone customers which would 
have been reached by employing Method No. 8 or United’s method. 
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& Jackson Zones from the Southern Zones as compared to costs transferred 


without using the mileage factor, based on United’s cost of service figures in 
Exhibit No. 34. 


This footnote shows that the $1,500,000 is applicable to all sales in United’s 
Central and Jackson Zones and not to jurisdictional sales alone in the instant 
proceedings. 

It should be noted, however, that even on United’s approach it is conceded 
that for the test period in Docket No. G-9547 the company’s allocation pro- 
cedures result in approximately $800,000 of transmission costs to jurisdictional 
customers above that which would have occurred had the procedures employed 
in United’s last decided rate case been used and there has been no material 
change insofar as transmission facilities are concerned. This amount is, of 
course, substantial and its adverse economic impact on jurisdictional customers 
is a matter of serious concern. Further, as we have noted, by placing the 
southern boundaries of its Central and Jackson Zones further south than they 
had been placed in Docket No. G—1142 et al., the demand-miles and commodity- 
miles which were employed in United’s calculations were substantially reduced 
from those which would have prevailed had the zones as adopted in Docket No. 
G—1142 et al. been retained and consequently the higher costs which were being 
allocated by United in these proceedings for cost of transmission were related 
to a lesser number of demand-miles and commodity-miles than would have 
existed under the zoning in Docket No. G-1142 et al. This indicates that on a 
demand-mile basis the additional transmission costs under United’s methods are 
relatively higher even than the figures arrived at by the Staff, i.e., because 
under United’s approach to zoning there are less miles of transmission than 
under the zoning adopted in Docket No. G—1142 et al., where Method No. 8 was 
employed. In connection with this matter, it may also be observed that in the 
current proceedings the Staff proposes to allocate to jurisdictional customers 
larger amounts than would be allocated were Method No. 8 principles of alloca- 
tion applied here as they were in Docket No. G—1142 et al., but the amount 
proposed to be allocated under the methods proposed by the Staff here are 
smaller than the amounts proposed to be allocated by United for transmission 
costs in these proceedings. Certainly the costs arrived at under the Staff’s 
methods on an overall basis are closer to those which would be reached under 
Method No. 8 than are the costs allocated under United’s approach. United’s 
proposed modifications of Method No. 8 and its other proposals, particularly 
those relating to zoning, if adopted would result in unjust and unreasonable rates 
to jurisdictional customers and they should be rejected. 

In opposition to the zoning and cost allocation proposed by United, the Staff 
presented a proposed zoning and cost allocation of its own,” which also departed 
materially from the method approved in Docket No. G-1142 et al. by the Commis- 
sion and approved by the Court of Appeals. 

The Staff’s method of allocation employed in the current dockets is based on 
the concept that United’s system excluding northwest Mississippi is completely 
integrated and comprises a single cost zone. 

The Staff proposal may be described as follows: 

The witness determined the system-wide cost of service as a whole, and these 
costs were classified as demand, commodity, and customer meter costs. This 
classification followed the method approved by the Commission in Atlantic Sea- 
board Corporation, 11 FPC 438, and other cases. The witness allocated the 
system-wide costs to three proposed rate zones for the integrated system before 


See Exhibit 46 in Docket No. G-9547 and Exhibit 19 in Docket No. G—10592. 
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making adjustments reflecting inter-zone gas transfers. The three rate zones 
which the Staff witness proposed were the Central and Jackson Zones which were 
the same in area as those in Docket No. G—1142 et al. and a Southern rate zone 
which was made up of the balance of the system, i.e., the Staff combined the 
Southwest Zone and New Orleans 5 and 6 which were two separate zones in 
Docket No. G—1142 et al. into one zone. The Staff witness then considered 
United’s transmission activities as encompassing three sales operations, one in 
each rate zone, and four gas-exportation operations. In Staff’s view for the 
purposes of this case a rate zone was considered to be part of the company’s 
service area for which rates should be prescribed for each class of sale made 
therein. The four gas exportation operations consisted of (1) gas exported from 
the Southern Zone to Central Zone; (2) gas exported from the Southern Zone 
to Jackson Zone; (3) gas exported from the Central Zone to the Southern Zone; 
and (4) gas exported from the Central Zone to the Jackson Zone. The Staff 
witness credited the exporting zone and charged the importing zone with trans- 
mission costs associated with such activities. In this way the witness allocated 
cost of service for each of the rate zones, after reflecting the inter-zone gas 
transfers. 

Each rate zone’s demand and commodity costs were charged to the various 
classes of jurisdictional and non-jurisdictional sales according to system uses 
on the peak-day and annual volumes during the test year. Customer metering 
costs were allocated in proportion to the number of customer metering units. 
The Staff witness assigned Mobile distribution costs completely to direct sales 
in the Jackson Zone. 

The Staff witness also made a comparison of the cost of service and the 
revenues derived from each class of service to determine the responsibility of 
each class of service for any deficiencies or excess in revenues compared with 
cost in each proceeding.” 

Turning to the matter of transmission costs as developed by the Staff witness, 
it will be observed that he took the following steps: 

(a) All the sales in the witness’s three proposed zones were added together, 
i.e., all production costs were “rolled in,” and zoning was established essentially 
for the purpose of ascertaining transmission costs. 

(b) The Staff witness then ascertained the volumes of inter-zone transfers. 
The total of the gross transfers between zones was added to the total volume of 
gas sold within the respective zones in the system. By this process the witness 
arrived at a figure in Docket No. G—10592 of 1,532,014,307 Mcf." As a matter of 
undisputed fact, however, the actual volume of gas sold on the whole system 
during the test period in Docket No. G—10592 was 1,162,471,619 Mcf of gas.” 
In other words, units for the purposes of the witness’s calculations in allocating 
transmission costs were inflated above those which actually were delivered by 
about 400 million Mcf. 

(c) The witness then took the following steps to arrive at what he referred to 
as “unit costs”: 

1. Total system production commodity costs in the test period were divided by 
the total actual volume of sales in such period in order to arrive at the unit 
production commodity costs per Mcf.” 


These comparisons are reflected in Appendices 1 and 4 of the Staff, brief filed herein 
together with a similar comparison, based on United’s presentation, in Appendices 1 and 3 
attached to Staff’s brief. 

81 Hxh. 19, Schedule 1, Sheet 4 of 4, Col. 4, Line 16. 

* Exh. 19, Schedule 1, Sheet 4 of 4, Col. 4, Line 16. 

@In Docket No. G—-10592 this amounted to 11.55 cents per Mecf, excluding Account 
100.5. 
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2. Total system demand transmission costs were divided by system peak-day 
volumes, plus such peak-day volumes as were associated with gas transfers be- 
tween zones, i.¢., by this addition the Staff witness employed volumes of gas 
which never came into the system and arrived at what the witness considered 
to be the unit demand transmission cost. In this way the witness increased the 
number of units and at the same time diluted the value of each unit of demand 
transmission cost. * 

8. Total system transmission commodity costs were divided by the actual 
volume of sales, plus transfers between zones and the witness thus obtained 
volumes of gas in excess of that actually delivered to arrive at what the witness 
considered to be the unit system transmission commodity costs.” In this manner 
the witness again increased the number of units and diluted the value of each 
unit of transmission commodity cost. 

4. The witness then took the following course with the three steps described 
hereinabove: 

(i) He multiplied the production commodity costs per Mcf as described in 
(1) above by the actual annual volumes of sales, thereby arriving at an alloca- 
tion of production commodity costs to all sales on the system and then the 
witness separated them by zones. 

(ii) He multiplied the transmission demand costs per Mcf as derived in (2) 
above by the volumes representing peak-day sales and transfers, thereby allocat- 
ing the total transmission demand costs not to the actual peak-day sales but to 
such sales plus the transfers which had already been included as part of the 
actual peak-day sales. Peak-day sales mean all the sales made on the peak-day, 
including the transfers, and do not mean all the sales on the peak-day plus 
transfers counted twice.” 

(iii) He multiplied the transmission commodity costs per Mcf as derived in 
(3) above by the volumes representing annual sales and transfers, thereby 
allocating the total transmission commodity costs not to the actual annual sales 
but to such sales plus the transfers which had already been included as part 
of the actual annual sales.” 

5. To arrive at the total cost of service for sales within each zone, the cost 
of transmission associated with transferred gas as derived by the witness was 
added to the costs of the importing zones. 

6. The final step taken by the Staff allocation witness after developing his 
“unit costs” and the sales volumes in each zone and the transmission costs in 
each zone was to allocate the total dollars applicable to sales within each zone 
among the various classes of customers in each zone, in accordance with relative 
demand and volumes. 

It is clear that the method employed by the witness to allocate transmission 
costs had no relation to the distance which the gas was transported on the 
system. As a matter of principle, where transmission costs are to be allocated 
such costs should have a relationship to the distance which the gas is tranported 
either on an average haul basis as determined in Docket No. G—1142 et al., or 
on a demand-mile commodity-mile basis, as claimed by United here. At least 
these approaches have a recognizable relationship to the distance the gas travels. 
This principle is applicable whether or not gas costs are “rolled in.” Whether 


%In Docket No. G-10592 this amounted to approximately $4.10 per Mcf, excluding 
Account 100.5. 


& In Docket No. G—-10592 this amounted to approximately 1.72 cents per Mcf of natural 
gas sold and transferred. 

% The witness’ arithmetic was correct but the methods he employed to arrive at his 
results, as may have been observed by this time, were highly questionable. 

®& See footnote 86, supra. 
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gas costs should or should not be “rolled in” systemwide is a matter of judg- 
ment depending on the particular system and the pertinent facts related to that 
system. Here it is clear that under the particular facts related to the United 
system gas costs should be “rolled in” for if they are not an inequitable distri- 
bution of costs between zones will occur. 

United has contended that in this case the effect of distance should be deter- 
mined upon demand-mile commodity-mile considerations, relying upon a position 
taken by the Commission in the Northern Natural case (Commission Opinion 
No. 281). On the other hand, Texas Gas Transmission contends that transmis- 
sion costs should be determined upon average haul considerations as determined 
in United’s last decided rate case, i.e., as in Docket No. G-1142 et al. 

In the opinion of the undersigned, the method of allocating transmission costs 
evolved in Docket No. G—1142 et al. is sounder in principle than that advocated 
by United in the current proceedings and more logical than the method advo- 
cated by the Staff in the current proceedings and, in addition, it has the support 
of Commission and Court precedent established in United’s last rate case. How- 
ever, Texas Gas Transmission, which advocates continuance of the method of 
allocation adopted in Docket No. G—1142 et al., presented no evidence in the 
current proceedings in support of such method and no evidence was presented 
by any other party to these proceedings or the Staff in support of the Method 
No. 8 approach to allocating transmission costs. 

The results of the allocation methods employed by the Staff, even though 
in the opinion of the undersigned subject to grave infirmities, do not result in 
any substantial rate differences in overall impact on the jurisdictional customers 
from that which would have resulted had the method employed in Docket No. 
G-1142 et al. been applied in the two dockets being considered here. It is true 
that the method employed by the Staff in the current proceedings appears to 
afford United somewhat more for transmission costs than would be derived if 
Method No. 8 allocation methods were applied. However, the difference in end- 
result in these two dockets which would be reached by applying the method rec- 
ommended by the Staff here, as against the Staff’s method advocated in Docket 
No. G—1142 et al.. would not lead to the unjust and unreasonable rate levels 
which would be the end-result of applying the allocation methods advocated by 
United, insofar as these two dockets are concerned. 

The Staff witness for cost allocation recommended that United receive for 
transmission costs for gas delivered in its two Northern Zones in Docket No. 
G-10592 for the test year involved therein approximately 1414 million dollars 
for transmission demand costs and approximately 18 million dollars for trans- 
mission commodity costs * of which a substantial pari is borne by jurisdictional 
customers. These figures are without consideration of the Mobile distribution 
costs and the storage costs in Jackson for which Northern Zone customers will be 
required to pay their proportionate share. It must be said on this record that 
the Staff witness allocated under this method very substantial transmission costs 
to United for the Central and Jackson Rate Zones. 

In its order issued August 6, 1959, the Commission referred to the establish- 
ment of principles herein pertinent to the resolution of the several additional 
filings for rate increases mentioned in the aforesaid order made by United 
subsequent to its filing in Docket No. G—10592.” 

In the opinion of the undersigned, the allocation methods employed by the 
Staff in developing its transmission costs in Docket Nos. G-9547 and G—10592 
may or may not lead to just and reasonable rate levels were they employed in 


% See Exhibit 19, Schedule 1, in Docket No. G—10592. 
® Docket Nos. G—-12801, G-15360, and G—-18406. 
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United’s subsequent filings. While the methods employed for the allocation of 
transmission costs in the current dockets appear highly questionable from the 
standpoint of principle, and end-result obtained insofar as rate level is con- 
cerned does not appear to be substantially different on an overall basis from 
that which would be obtained if the methods employed in Docket No. G-1142 
et al. for cost of transmission purposes had been used here and for that reason 
they will be approved for the two current dockets, viz., Nos. G-9547 and G-—10592. 
However, figures showing the results which would be obtained by following the 
Staff’s allocation methods employed here in subsequently filed dockets are not 
in this record. Accordingly, it is recommended that the Staff and the parties 
develop allocation figures relating to the transmission costs on two bases for 
United’s subsequently filed dockts, the first applying the method recommended 
by the Staff in Docket Nos. G-9547 and G-10592, and the second applying the 
method recommended by the Staff in Docket Nos. G-1142 et al.” After an alloca- 
tion of transmission costs on these two bases have been prepared, they should 
be compared and evaluated in order to arrive at an informed judgment govern- 
ing the establishment of just and reasonable rates for United’s subsequent filings. 

It is possible under the Staff’s method of allocating transmission costs that 
the more gas transmitted northward over the same facilities, the greater the 
cost of transmission per Mcf in the northern zones. If this is the result, the 
method proposed should not be employed because it is contrary to sound engi- 
neering principles which teach that over a stated period of time the greater 
the efficiency of the employment of the system, the less the unit cost of trans- 
mission. There have been consistently larger amounts of gas transmitted an- 
nually over United’s system. Before Staff’s Method No. 1 is approved as the 
appropriate method of allocating transmission costs in the future for United, it 
should be tested in comparison with the Method No. 8 allocation of transmission 
costs for the subsequently filed dockets of United. 

In this connection, it should be noted that it is important in establishing 
correct principles for allocation of transmission costs to consider not only the 
degree of use to which the 30-inch lines are being put, but to consider also the 
degree to which the smaller sized lines on the system are being employed for 
transmission purposes. There are indications in the record that the 30-inch 
lines are being used at load factor approaching 100 percent. However, based 
upon United’s history, it would be normal to expect that United will serve in- 
creasing numbers of customers with increasing amounts of gas. If this occurs 
and if the 30-inch lines are fully employed now, then more and more gas will 
be delivered northward over its smaller diameter pipe, and thus under the 
Staff’s theories of allocating transmission costs, the “double count” for gas 
employed by the Staff witness for allocating cost of transmission may lead to 
an increase in the northern zones of the average cost of transmission per Mcf 
with the increased deliveries, without any increase in United’s present facilities. 
Further, if United enlarged its facilities substantially, a further evaluation of 
Staff’s approach to determining transmission costs would be required in order 
to determine the economic impact upon such an enlarged system. However, 
under the method of allocating transmission costs employed in Docket Nos. 
G-—1142 et al., the Commission employed a method which from the standpoint of 
principle could be employed for the present and the future for the United system 
under any reasonably forseeable set of circumstances. It should be noted that 


In both cases, however, gas costs for the system should be “rolled-in.” 
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even in the specific dockets under consideration here higher costs of transmission 
are imposed on United’s jurisdictional customers by the use of Method No. 1 
instead of Method No. 8 although in the order of only approximately one per- 
cent of such costs, despite the fact that the latter method as has been indicated 
appears the more logical method from the standpoint of allocation principles. 
However, none of the interveners except Texas Gas Transmission opposed the 
Staff’s method of allocating transmission costs. Moreover, neither Texas Gas, 
nor any other interveners, offered the testimony of any witness in opposition to 
the Staff’s proposals on allocation of transmission costs, although one of the 
reasons for the increase to jurisdictional customers over the method employed 
in Docket Nos. G—1142 et al. is the employment of the Staff’s new method of 
allocating transmission costs. Memphis and Mississippi Valley in their joint 
brief presented figures showing the difference in economic impact between Method 
No. 1 and Method No. 8 insofar as differentials in rate levels between customers 
in Central Rate Zone and Jackson Rate Zone were concerned, an entirely different 
matter than that being discussed by the undersigned at this point. 

It should be pointed out that in the two instant dockets the economic impact 
of applying Method No. 1 instead of Method No. 8 principles to allocating trans- 
mission costs may not be particularly large from a percentage standpoint, al- 
though the amount of dollars involved is not unimportant. However, it is 
possible that continued application of Method No. 1 with increasing volumes of 
gas transferred to northern areas will result in an increasingly larger percent- 
age of the total expenses becoming allocable to northern customers with the 
passage of time. Under these circumstances, the economic impact of the two 
different staff methods of allocating costs should be measured in United’s sub- 
sequently filed dockets before either method is applied in such dockets so that 
United’s consumers may be adequately protected against the possibility of unjust 
and unreasonable rates being imposed upon them. 

The basic figures upon which allocation of transmission costs can be established 
in these two cases are or can be made available readily and development of 
the allocation figures would then be largely mechanical and should take very 
little time. It is the opinion of the undersigned that until these allocation 
figures are developed, analyzed and evaluated it would be premature to express 
any definitive opinions with regard to the appropriate method of allocating 
transmission costs for United for subsequent filings. 

After the transmission costs on these two cases are ascertained, then an in- 
formed judgment can be applied as to which of the two methods should be 
applied to the system for the subsequent rate filings. United’s method of allo- 
eating transmission costs should be rejected as unsound in principle for the 
system under consideration here. 

The rate levels proposed by the rate design Staff witness in these proceedings 
are consistent with Commission precedent and arrive at rate levels for the 
various classes of jurisdictional customers reasonably related to the cost figures 
presented to the rate design witness by the Staff’s accounting and cost allocation 
witnesses. 


Rates proposed in Docket Nos. G-9547 and G-10592 by the Staff witness were 
set forth as follows: ™ 


"These rates, however, did not reflect Staff’s adjustments relating to payments made 
to The Ohio Oil Company and should be adjusted accordingly. 
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Staff proposed rates ! 
Docket G-9547 Docket G-10592 


Com. : b Com. 


Central: Cents Cents 
DG-C Gen. Serv., large 3 . 12. 50 . 59 4.30 14.10 


G-C Gen. Serv., small * b . 19.10 
IND-C Industrial, large firm 4. . . 15.10 
PL-C Pipe Line 12. 61 
PL-MF Pipe Line (field) , * 11. 52 
PLE-C Pipe Line (emergency) ; ‘ 15. 11 
Jackson: 
DG-J Gen. Serv., large ? 
G-J Gen. Serv., small 3 
IND-J Industrial, large firm 4_.- 
PL-J Pipe Line 
PLE-J Pipe Line (emergency) 
Southern: § 
DG-S Gen. Serv., large 3 
G-S Gen. Serv., small 3 
N.W. Miss.®: 
DG-NW Gen. Serv., large 3 
G-NW Gen. Serv., small 3 


1 Exh. 47, Docket No. G-9547; Exh. 20, Docket No. G—10592. 


a Revision of exhibit 20 commodity rates to reflect deletion from cost of service of purchased gas costs 
not paid by United during the test period. 


3 No adjustment for variations in average heat content of gas. 
4 Rates adjusted Mo of 1% for variation in heat content above or below 1,000 Btu per cubic feet. 


The rate levels set forth in the table above for the various classes of jurisdic- 
tional customers should be adjusted to reflect a rate of return on the rate base 
of United Gas Pipe Line Company in Docket Nos. G-9547 and G—10592 of 6% 
percent for the reasons discussed hereinafter. 


Rate of Return 


Rate of return for United was considered last by the Commission following 
the issuance of the presiding examiner’s decision on July 21, 1955, in Docket 
Nos. G—1142 et al. The standards and principles applicable to a determination 
of fair rate of return, as pointed out by the examiner's decision issued at that 
time were and are authoritatively stated in Bluefield,” Hope Natural Gas Com- 
pany,“ and State Corporation v. Federal Power Commission.” See also the 
Natural Gas Pipeline Company of America™ case. The principles enunciated 
in these cases are so well recognized that it would not appear necessary to dis- 
cuss them in detail or to quote from them. 

It is sufficient for the purposes of this discussion to refer to the three principal 
criteria upon which determination of appropriate rate of return should be based, 
namely, (1) cost of capital attraction; (2) commensurate risk; and (3) financial 
integrity. 

United presented two witnesses who testified with regard to fair rate of re- 
turn, one of whom was an officer of the company. 

One of the salient facts relating to the problem of establishing a fair rate 
of return for United Gas Pipe Line Company is that it has no securities out- 
standing in the hands of the public. All of its securities are held by its parent, 
United Gas Corporation, and the securities of the latter company are widely 
held by the investing public in the United States. Under such circumstances, it 


%See Order of the Commission in Dockets G—1142 et al. issued November 8, 1955, 
affirming with modifications not pertinent here the presiding examiner's decision issued 
July 21, 1955, 14 FPC 353 at 406. 

% Bluefield Water Works and Improvement Company v. Public Service Commission of 
West Virginia, 262 U.S. 679, 692. 

% F.P.C. v. Hope Natural Gas Company, 320 U.S. 591, 603. 

% State Corporation of Kansas v. Federal Power Commission, 206 F. 2d 690, 721 

% Natural Gas Pipeline Company of America, 14 FPC 212 (April 1, 1955). 
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is self-evident that the subsidiary, namely United Gas Pipe Line Company, has 
no real separate financial existence. Its cost of capital is identified with the 
cost of attracting capital to the system. Thus it is necessary to look to the par- 
ent’s financial structure and the cost of its component parts, namely the debt 
component and the equity component, to arrive at a valid estimate of the ele- 
ments pertinent to the establishment of fair rate of return. 

In Natural Gas Pipe Line Company of America, Docket G—2302, the presiding 
examiner in his decision issued January 27, 1955, which became the final decision 
and order of the Commission by order of the Commission issued April 1, 1955, 
pointed out that Natural’s stock was owned entirely by Peoples Gas Light and 
Coke Company and, therefore, the cost of equity capital to Natural, its sub- 
sidiary, was meaningless.” The examiner had found that a just and reasonable 
rate of return for Natural was 6.1 percent. The Commission issued an order 
April 1, 1955, affirming in this respect the examiner’s initial decision. In this 
order the Commission at 14 FPC 221, 222, 223, discussed its views relating 
to the use of an artificial replacement cost of debt capital as well as the in- 
validity of a hypothetical capitalization for the purpose of determing fair rate 
of return and said: 

Many times in the past we have been urged by other natural-gas com- 
panies to disregard the cost of their outstanding debt and to consider 
solely the current cost of debt money in our determination of a fair rate of 
return. This we have refused to do and we find no reason to depart here 
from our considered practice and from our consistent determinations re- 
specting debt money which we made in Docket Nos. G—1697 and G--2083, 
previous rate proceedings involving Natural.* 

In view of the foregoing, there is no reason or basis, under the facts in 
this case, which would justify a consideration or use of a cost of debt money 
in excess of the actual 2.68% on the actual outstanding debt of Natural. 
Nor does the record justify an assumed capital structure instead of the 
actual capital structure of 47.5% debt and 52.5% equity as of December 31, 
1953. 


1 Opinion No. 258, United Fuel Gas Co., 12 FPC 251, 266; Opinion No. 269, Pan- 
handle Eastern Pipe Line Co. (13 FPC 53 at 95, 99) ; Opinion No. 275, Michigan-Wisconsin 
Pipe Line Co. (13 FPC 326 at 339) ; Opinion No. 278, Zl Paso Natural Gas Co. (13 FPC 
421 at 439, 441). 


United Gas Corporation had debt securities outstanding as of December 31, 
1955, the test period employed in Docket No. G—10592, amounting to $338,460,000. 
The weighted average cost of such debt capital to the company as of December 
31, 1955 was 3.39 percent.” 


14 FPC 212, 217, Footnote 4. 
% See the following table: 
UNITED GAS CORPORATION 


Cost of Debt Capital December 31, 1955 


Amount oO 

A Amount out- sost to 

Description Date of issue of issue | standing | company 
12/31/55 


a —_ 
sands san 
1st Mtge. & Coll. Tr. Bonds, 234%, 1967 August 1947 ; $82, 870 
Ist Mtge. & Coll. Tr. Bonds, 24%, 1970 January 1950___.-- . 19, 925 
Isr Mtge. & Coll. Tr. Bonds, 354%. 1971 July 1951 \ 46, 343 
lst Mtge. & Coll. Tr. Bonds, 34%, 1972. January 1952 50, 47,057 
Ist Mtge. & Coll. Tr. Bonds, 334%, 1975 November 1955.._. . 20, 000 
Sinking Fund Debs., 434%, 1972 October 1952 . 000 57, 641 
Sinking Fund Debs., 344%, 1973. October1953. . 24, 664 
Bank Loan 34% Due 9/22/58 | 40,0€0 


y 
° 


2 | Oe mmewowrmnms 
Si RSBSSERTN~ 


P 338, 460 
Source of Data: Company Rate Increase Filing of May 15, 1956. 
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The cost of debt outstanding December 31, 1955, to United Gas Pipe Line Com- 
pany is reflected in the following table and the weighted average amounts to 
4.21 percent. 


Cost of debt outstanding Dec. 31, 1955 








Net proceeds to com- 
standing| Date Amount |Company pany Cost to 
Decem- | issued issued | expense ! company 










































First mortgage bonds: 


4% due March 25, 1971.| $65, 470 1951 $73,127 | $56,005 $73, 070, 995 99. 92 4.01 

4% due June 25, 1971...| 72,100 1951 77,000 | 131,835 76, 868, 165 99. 83 4.01 
Sinking fund debentures: 

Be etee Mec aenceccwscesa 67, 247 1951 72,000 116, 275 71, 883, 725 99. 84 4. 51 

i a 9, 836 1953 10, 000 18, 148 9, 981, 852 99. 82 5.01 





2 214, 703 


1 All issued sold to United Gas Corporation (sources of data: F.P.C. No. 2). 
2F xcludes $151, 300 of miscellaneous long-term debt. 





As we have observed, however, none of the pipeline’s securities are held by 
the public, all being held by the United Gas Corporation, its parent, and this 
fact makes determination of fair rate of return dependent upon the financial 
structure of United Gas Corporation and not the pipeline. Moreover, the rela- 
tionship of affiliate to parent does not permit a profit to accrue to United Gas 
Corporation through its ownership of the securities of its child, United Gas 
Pipe Line Company. In other words, United Gas Corporation has the power 
at any time because it owns all the securities of United Gas Pipe Line Company 
to charge the latter any rate of interest it chooses to make it pay. There is, 
therefore, no good ground for assuming that the 4.21 percent, which is the 
average weighted cost of debt capital for the pipeline, is the appropriate basis 
upon which to evaluate fair rate of return. The amount which United Gas Pipe 
Line Company pays to United Gas Corporation for debt capital is determined 
solely by the latter and is not a result of “arm’s-length” bargaining. 

In addition, the Staff witness pointed out that at the time the pipeline com- 
pany issued its securities to the parent other pipeline companies were issuing 
debt securities at considerably less than the rates which United Gas Corporation 
was charging the pipeline. As noted, the debt securities of United Gas Corpora- 
tion are sold in the market place and the pipeline’s debt securities are not. The 
employment of the debt capital cost of United Gas Corporation at 3.39 percent 
is the correct cost of debt capital which should be used for the purposes of these 
proceedings. Likewise, and for the same reason the equity capital costs of United 
Gas rather than that of the pipeline corporation should also be employed. 

It has been pointed out by United in its brief that the Staff witness on rate 
of return and the applicant’s own expert agreed that in the approach to the 
determination of fair rate of return for United it was appropriate to consider 
two components, namely, the debt and the equity components. 

The approach of United’s witness as to the appropriate amount which should 
be authorized for the debt component contrasts sharply with that of the Staff 
witness. However, the views expressed by the Staff witness, in general, have 
the force of precedent and logic to support them, whereas the approach taken 
by United’s witness with regard to the debt component has been rejected on 
numerous occasions by this and other commissions and they are wholly illogical 
and unrealistic. 
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Both United’s witness and the Staff witness employed the capital structure of 
the pipeline rather than the capital structure of the parent to arrive at the per- 
centage figures relating to the debt and equity components on which to base their 
judgment as to the fair rate of return for the pipeline company. For the reasons 
stated above, this approach must be rejected as unsound. Instead, the capital 
structure of United Gas Corporation should be employed as the basis for arriving 
at a figure for the fair return on the rate base of the pipeline company. 

In addition, United’s witness improperly used replacement cost of debt capital 
instead of actual cost of such capital and employed improperly a hypothetical 
eapital structure instead of the actual capital structure of either United Gas 
Pipe Line Company or the United Gas Corporation. 

In this connection, United’s witness also presented evidence showing that the 
capitalization of the pipeline industry at the end of 1954 stood at 61.8 percent 
debt, 7.8 percent preferred stock, and 30.4 percent common equity. Based upon 
his studies, the witness concluded that it would be appropriate to use a “standard” 
capitalization represented by debt of 60 percent and common equity of 40 percent 
rather than the actual capitalization of the pipeline or the parent. The wit- 
ness expressed the opinion that this capitalization was conservative and that 
it would tend to attract investments at lower rates than could be obtained, for 
example, by a company which had a very high percentage of debt and a very 
small percentage of equity securities outstanding. Having reached this point, 
United’s witness decided to disregard the actual cost of debt of either the pipe- 
line or its parent contrary to Commission practice. The Commission’s approach, 
however, has been sustained uniformly in the Courts of Appeal and in the United 
States Supreme Court.” Instead, the witness substituted for actual capital 
structure his 60—40 ratio which does not, in fact, represent the ratio devised for 
the pipeline by the latter’s parent. 

United’s witness early in the proceedings attributed to the debt securities of 
the pipeline in Docket No. G—9547 a cost of 3.75 percent under financial conditions 
at February 1956. Seven months later in September 1956 the same witness 
ascribed a cost of capital debt to United, i.e., the same capital debt a cost of 4 
percent. Three months thereafter the witness ascribed to the same debt securi- 
ties a cost of 4.50 percent. There had been no change during these periods in 
the capital structure of the pipeline or its parent. 

In substance, the witness was not proposing payment of compensation to afford 
the pipeline recoupment of its actual expenses in the form of interest payments 
but compensation based on what its interest payments might have been if the 
regulated company tried to raise money at replacement cost. Furthermore, by 
using a hypothetical 60—40 ratio for the pipeline instead of the actual ratio of 
63.8% for debt and 36.2% for equity which are the actual percentages for the 
pipeline, the witness incorrectly stated the cost of debt and equity capital from 
the figure which it actually was. 

This approach, as has been pointed out, was rejected by the Commission in 
the Panhandle, the Hl Paso, and the Natural Gas Pipeline Company and other 
rate cases. Nothing has happened by way of Commission or Court precedent 
which would warrant the examiner’s deviating from the principles enunciated 
by the Commission. Not only that, in a subsequent opinion, namely South Caro- 
lina Generating Company, Opinion No. 297, 16 FPC 52 the Commission used the 
following language at page 63: 

* * * It (the substitution of replacement cost for actual cost of debt 
capital) is but another attempt to inject the concept of replacement cost of 


® In the Matter of Panhandle Eastern Natural Gas Company, Opinion No. 269, 13 FPC 
53 at 96; In the Matter of El Paso, Opinion No. 278, 13 FPC 421 at 441; In the Matter of 
South Carolina Generating Company, 16 PFC 52, 60, et seq. 


1693-489— 64 10 
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debt capital into rate of return when actual cost of debt, coupled with 
return on equity commensurate with return of other utilities similarly situ- 
ated is fair and reasonable. Safe Harbor Water Power Corp. v. Federal 
Power Commission, 179 F. 2d 179 (C.A. 3, 1949) ; Federal Power Commis- 
sion v. Hope Natural Gas Company, 320 U.S. 591; Colorado interstate Gas 
Company v. Federal Power Commission, 209 F. 2d 717 (C.A. 10, 1954), 
certiorari denied, 348 U.S. 818. 
The views expressed by the Commission in the Panhandle, El Paso, Natural Gas 
Pipeline, and South Carolina Generating cases stem in major part from princi- 
ples enunciated by the Supreme Court in the Hope Natural Gas Company 
case™, and the United Railways v. West case.” 

If the Commission were to adopt the views of United’s rate of return witness, 
the ultimate holders of the debt securities would not receive one penny more for 
their investment in their debt securities than they are now receiving. All that 
would happen would be that the increase in return related to the debt component 
would become available as an additional source for retained earnings or for pay- 
ment of increased dividends to the equity security holders. The holders of the 
debt securities would not receive any benefit whatsoever from this process. 

It is clear that based on logic and on precedents binding on the examiner, there 
is no basis for increasing the allowance for a debt component above its actual 
cost. 

The second element involved in United’s testimony regarding rate of return 
was the equity component established by the witness. Here also no market quo- 
tations exist for the pipeline’s equity securities, since they are all held by United 
Gas Corporation, the parent. In these circumstances the appropriate standards 
for determining the allowance on equity capital are (1) the market evaluation 
of investors’ requirements to the natural gas industry and to United Gas 
Corporation; and (2) the earnings of industries of commensurate risk, including 
other natural gas pipeline companies. 

One of the approaches to the determination of the equity component of United’s 
rates taken by the witness for United involved a study of earnings-price ratios. 
This study proceeded upon the basis that investors in the common stock of 
natural gas companies would not pay in excess of 125 percent of the book value. 
The assumption made by United’s witness that investors would not pay over 125 
percent of book value in order to obtain the earnings which a regulated natural 
gas company might be able to achieve has no substance in fact whatsoever. 
There are a great many companies, both electric and gas, which have been 
selling well above 125 percent of the book value.’” 

The views of the Commission with regard to substantially similar contentions 
made by a Panhandle rate of return witness were expressed in its Opinion No. 
269 issued April 15, 1954, and read as follows: 

The staff’s recommended rate of return of 5% percent would result in 
an allowance of 10.6 percent on common equity capital, or a net of approxi- 
mately 10 percent after reasonable allowance for the cost of financing. It 
is mainutained that such rate is more than adequate and will permit Pan- 
handle to attract equity capital on a reasonable basis. Panhandle con- 
tends that the fair rate of return on its common equity is not less than 12 
percent. This figure is based on computations designed to measure, and 


190 320 U.S. 591. 
11 280 U.S. 234. 


102 See In the Matter af Panhandle Eastern Pipeline Co., Opinion 269, 13 FPC 53 at 
97-99. 
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to eliminate from the market price that portion which is claimed to be 
attributable to the ownership of gas reserves. Panhandle contends that, 
by relating this residual market price to future earnings rather than past 
earnings, investors’ requirements can be readily measured. Exclusive use 
of future earnings rather than past earnings represents a digression from 
well-established methods heretofore employed by the Commission and would 
necessitate speculation on our part as to whether or not investors accurately 
forecast future earnings. Furthermore, to accept Panhandle’s theory that 
investors in common stocks of natural gas companies would not pay over 
125 percent of book value irrespective of the magnitude of the earnings, 
past or future, is contrary to our experience and better judgment. 

The record shows that numerous electric utility common stocks have 
been selling well above 125 percent of the book value where the earnings 
were sufficient to justify such a high market price. We see no reason for 
believing that investors in the common stocks of natural gas companies 
would not do likewise. As a matter of fact, the record shows that the 
common stocks of four natural-gas companies without production facilities 
have been selling well above 125 percent of the book value for several years. 

7” * . * . 

We are aware that speculation engendered by the ownership by certain 
natural gas companies of gas reserves has resulted in higher market prices 
for common stock of such companies than would otherwise obtain. For 
that reason we believe that earnings-price ratios of such companies do 
not realistically measure the requirements of investors in natural gas com- 
mon stocks, but we do not think an adjustment for this can be made mathe- 
matically. If the earnings-price ratios of the companies owing substantial 
gas reserves were to be disregarded, the average of the earnings-price ratios 
of the remaining companies would not appreciably exceed 9%. 

Exhibit 49 introduced by the Staff witness shows that there are numerous 
companies, both gas and electric, whose equity securities are being sold well in 
excess of 125 percent of book values despite the fact that many of these com- 
panies have their earnings regulated on a cost basis. This exhibit shows, for 
example, that for the years 1953, 1954, and 1955, the relationship of market 
value to book value for companies that were not engaged in owning or acquir- 
ing gas reserves, gasoline and petro-chemicals, averaged 146 percent, 167 per- 
cent, and 158 percent, respectively. Further, the exhibit shows that when 
common equity earns 8 to 814 percent the stock sells at approximately 125 per- 
cent book value. 

Exhibit No. 48 is an exhibit very similar in form to one which was presented 
in Docket No. G—1142 et al. and other cases where staff rate of return witnesses 
have testified. Generally speaking, it is an exhibit which contains, among other 
things, data reflecting earnings price ratios for eight natural gas companies 
whose stock is traded actively on national securities exchanges, and it further 
contains data for a group of six natural gas companies whose common stock 
is sold over-the-counter. 


18 Consolidated Gas Utilities Corporation, El Paso Natural Gas Company, Lone Star Gas 
Company, Mississippi River Fuel Corporation, Mountain Fuel Supply Company, Northern 
Natural Gas Company, Panhandle Eastern Pipe Line Company, and Southern Natural Gas 
Company. 

1% Colorado Interstate Gas Company, Tennessee Gas Transmission Company, Texas 
PRastern Transmission Corporation, Texas Gas Transmission Corporation, Transcontinental 
Gas Pipe Line Corporation, and Texas Illinois Gas Pipe Line Company. 
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The exhibit reflects monthly earnings price ratios for over fifteen years. The 
average earnings price ratios of the eight companies whose common stock is 
traded on national securities exchanges and those for the six natural gas pipe- 
line companies whose common stock is traded over-the-counter and the average 
earnings price ratio for United Gas Corporation are as follows: 


































5-year 
1951 1952 1953 1954 1955 April 1956 | average 
(1951-55) 


i ictal 7.0 6.2 7. 
Cc ctnntcemncesen 8.9 7.3 6. 
d G 7.2 5.5 6. 


The Staff’s exhibit also shows that earnings offering price ratios of pipeline 
common stock offered to the public since the beginning of 1950 have ranged 
between a low of 4.4 percent to a high of 9.2 percent and averages 6.8 percent. 
Insofar as United Gas Corporation itself is concerned, its stock has been selling 
on an average for the past year at approximately fifteen times earnings. Be 
tween 1947 and 1955, the relationship between market price and book value 
was more favorable for the pipeline industry than for Moody’s 125 industrials. 

In the recent opinions of the Commission it appears that an allowance of more 
than 12 percent on equity has been authorized in a substantial number of cases. 
In this connection the undersigned is impressed with the following argument 
beginning at page 100 of United’s main brief reading as follows: 


An allowance of more than 12% on equity to United is consistent with the 
Commission’s experience and allowances in other cases. In the Examiner’s 
opinion in the Colorado Interstate Gas Company case, issued May 8, 1957 
(Docket G-—2260, et al), an allowance on equity was made of 12.41%. In 
Opinion 278, In the Matter of El Paso Natural Gas Company, the Com- 
mission allowed a fair rate of return, applicable to equity capital, of 14.4%. 
In Opinion 275 the Commission allowed a 12.5% fair rate of return on the 
equity capital component for Michigan-Wisconsin Pipe Line Company. 
Other allowances much higher than 12% are inherent in settlements 
reached and affirmed by the Commission in cases involving Tennessee Gas 
Transmission Company and Transcontinental Gas Pipe Line Corporation. 
In the cases cited the subject companies have capital structures which 
include very thin equity capital ratios—in some cases less than 20%. 
United’s equity capital constitutes 36.3% of its total capitalization and 
thus closely approaches that capital structure which the Commission recog- 
nizes as most desirable, both from the point of view of consumers and 
investors. Because of this equity position, United enjoys a low interest 
rate. For this achievement it should not be penalized and held down. 
Rates of return should not be established which will encourage the re 
duction of equity margins to low or risky levels. The Commission dealing 
with this point declared: 

Columbia has resisted the lure of an undue thinning of the equity and 
has maintained a conservative capital structure. Return should be suf- 
ficient to encourage continuation of this practice. (Opinion 258, In the 
Matter of United Fuel Gas Company, 12 FPC 251.) 
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The Securities and Exchange Commission has also been concerned with 
a well balanced capital structure.” 

A uniform overall rate of return for the entire industry makes no dis- 
tinction between companies in respect of their financial practices or capi- 
talization and has the inevitable result of rewarding the companies with 
undesirable capital structures and penalizing companies like United whose 
financial affairs and capital structure are recognized as conservative and 
desirable from the point of view of both investors and consumers. 


It may be observed that United Gas Corporation has an excellent capital 
structure consisting, at the end of 1955, of 58.9 percent long-term debt and 41.1 
percent common equity. 

In Docket G—1142 et al., the Commission authorized a rate of 10.68 percent 
on common equity. In the present case the Staff has recommended a rate of 
10.61 percent on common equity as compared with the 10.68 percent allowed 
in United’s last decided rate case. In this connection it is interesting to observe 
that the capital ratios to which the debt component percentages and the equity 
component percentages were applied in United’s last rate case were not the 
capital ratios of United Gas Corporation but of United Gas Pipe Line Company. 
However, as we have noted hereinabove, it was the parent’s cost of capital 
which is identified with the cost of attracting capital to the system and, as 
the Staff noted at various places in its brief, it is necessary to look to the 
parent’s financial structure and the cost of its component parts to arrive at a 
valid estimate of the appropriate allowance to be made to the subsidiary, i.e., 
United Gas Pipe Line Company. In these circumstances it seems inconsistent 
although it has been done in the past, to apply the 3.39 percentage and the 10.61 
percentage to any structure other than the parent’s structure. When these 


percentages are applied to the parent’s capital structure, we obtained the 
following results: 


iA lh a Rr pa 58.9 @ 3.39 equals 1.99671 
i ee ae re ee 41.1 @ 10.61 equals 4.36071 


CRONE CUD OE TON inact hicttcnderdecinclnttere bec ties 6. 35742 


1% The following quotations show the Securities and Exchange Commission’s continuing 
concern with the problem: 

“A major objective of the Commission’s regulation of securities issues has been to 
achieve a balanced capital structure with a substantial amount of common stock equity. 
A balanced capital structure provides a considerable measure of insurance against bank- 
ruptey, enables the utility to raise new money most economically, and avoids the pos- 
sibility of deterioration in service to consumers if there is a decline in earnings.” (Tenth 
Annual Report for Fiscal Year Ended June 30, 1944, p. 99.) 

“An adequate equity cushion to absorb the vagaries of business conditions is an im- 
portant attribute of a good security.” (Report of Sub-committee of House Committee on 
Interstate and Foreign Commerce on the Public Utility Holding Company Act of 1934, 
dated October 15, 1951, at page 27.) 

“That the achievement and preservation of sound capitalization ratios are essential to 
the financial health of the public utility industry has been recognized not only by the 
Commission and some other regulatory bodies, but also by informed writers on the sub- 
ject. Most of these authorities are generally agreed on the necessity for an adequate 
‘cushion’ of the common stock equity to withstand the shock of a severe decline in earn- 
ings, and for not too excessive an amount of debt, notwithstanding the apparent cheapness 
of bond money versus common stock money and the deductibility for tax purposes of 
interest expense. Quite a number urge that a company should not use up all of its 
bonding credit, but rather should reserve a substantial portion of it for such time when 
it may become difficult to sell common stock.” 

(From Annual Report for the Fiscal Year Ended June 30, 1956, p. 161.) 
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It would appear that a rate of return of 6% percent which would allow the 
equity security holders a return of 10.3% on their investment would be a con- 
servative but adequate return on the rate base of United Gas Pipe Line Com- 
pany, particularly when it is considered that we are dealing here with a 
locked-in period. 

In passing, it should not remain without comment that in the case of United 
we have a company with a highly conservative capital structure as compared 
with a number of other pipeline companies whose rates have been the subject 
of consideration by the Commission in recent years. In this connection, as 
United has pointed out companies with comparatively thin equity positions have 
been allowed recently on such equity positions an earnings rate of in excess of 
12 percent and in one case over 14 percent. It hardly seems appropriate or 
justifiable for a regulatory agency to take the position that a company with a 
desirable capital structure from the standpoint of investors and consumers 
should get a substantially lower rate of earnings on its equity capital component 
as contrasted with companies having thin equity capital positions. If the 
Commission were to adopt a policy of authorizing comparatively high earnings 
on the equity component of a company simply because it would result in an 
overall 6 percent rate of return the effect would be to encourage companies 
with good capital structures to abandon such structures, in order to get into a 
high leverage position. If this kind of rate of return policy were followed, a 
regulated natural gas company could increase its debt while decreasing its 
equity and then the equity security holders would get the benefit of high yield 
on their securities because payment on debt is usually less than the fair rate of 
return. In fact, if this kind of policy is pursued it would have a natural 
tendency to encourage the creation of highly undesirable financial structures. 
To illustrate, let us assume the following state of facts: 

A regulated natural gas company is doing business with a sound financial 
structure composed of 60 percent debt and 40 percent equity. Further assume 
a weighted average cost of debt capital of 3.7 percent and a 6 percent overall 
rate of return. Under these assumptions the earnings to the equity security 
holders would be 9.45 percent on their investment. 

Percent 
60 @ 3.7%=2. 22 
40 @ 9.45% =3.78 


Rate of return 


Assume that thereafter the management in order to obtain greater earning 
power for the equity security holders changes its capital structure so as to in- 
crease the debt component from 60% to 80% and to decrease the equity com- 
ponent from 40% to 20%. Assume further under these circumstances that the 
weighted average cost of debt is increased from 3.7 percent to 4 percent. In 
this manner with the rate of return remaining constant at 6 percent the earn- 
ings rate to the equity security holders is increased from 9.45 percent to 14 
percent, an increase in earning power of almost 50 percent. The applicable 
figures would read as follows: 

Percent 
80@ 4%=38.20 
20 @ 14%=2. 80 
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More than a decade ago the Commission expressed its concern regarding the 
capital structure of an electric company in Arkansas-Missouri Power Company, 
8 FPC 181, 186. In this connection, the Commission said: 


There can be no question but that an all debt capital structure will produce 
a lower immediate cost of money. This would be true with respect to every 
public utility enterprise, but it would violate an important standard of 
sound public utility financing, a standard which experience has shown must 
be adhered to for the protection of consumers and investors. 

The same thought is applicable to every case where there is a substantial 
thinning of equity. 

It could be argued that an equity security holder in a company with a thin 
capital structure runs a greater financial hazard than an equity security holder 
in a company with an excellent capital structure such as United Gas Corpora- 
tion and, therefore, should get greater return. The argument, however, is an 
illusory one since it is not in the public interest to impel situations leading to 
thin equity structure. 

In the opinion of the undersigned, companies such as United having an ex- 
cellent capital structure should be encouraged to maintain it.“ Certainly, where 
the stockholders of such a company can expect only lower yields on their in- 
vestments because the company has a well balanced financial structure, the 
tendency particularly during inflationary periods would be to drive investors 
into companies with thin equity structures and encourage regulated companies 
to go deeper into debt. 

Companies in this industry should be encouraged to improve capital structure 
wherever possible and, in the opinion of the undersigned, it would serve a good 
public purpose to encourage maintenance of good capital structure in regulated 
companies by giving compensation to equity security holders in such companies in 
an amount at least reasonably comparable to the return afforded equity security 
holders in companies having poor capital structure. A return of approximately 
10 percent on the pertinent equity component is comparatively modest. The 
undersigned finds and concludes that a return of 6% percent is a fair rate of 
return for the United Gas Pipe Line Company in Docket G—9547. 

The Staff’s brief in this case refers to the fact that United Gas Corporation 
issued in March 1957 $35,000,000 of 5144 percent bonds due in 1977 at $101.259. 
This resulted, according to the Staff, in a cost of debt of slightly less than 4% 
percent. The weighted average cost of debt to United Gas Corporation was thus 
increased from 3.39% to 3.51%. Even in these circumstances, a rate of return 
of 64% percent would allow on common equity approximately 10 percent. 

The testimony to support higher rates in Docket No. G—10592 was similar in 
character to that offered in Docket No. G—9547. In substance, United again 
relied upon its theory regarding investor reluctance to pay over 125 percent 
of book value irrespective of earnings. Based upon this concept, among other 
things, including the current cost of money, United’s witness reached the 
opinion that 12 percent was a fair and reasonable rate for the equity portion 
of the company’s capital structure. This judgment of 12 percent, if permitted, 
would result in an overall rate of return on a 60-40 capital structure of 7.20 
percent if the rate of return on the debt component was fixed at 4 percent. Later 
in the proceeding the witness for United testified that the increase in the cost 
of debt securities in the market was such that he was of the opinion that the 
percentage to be utilized for debt should be increased from 4 percent to 4% 


2 See Opinion 258, In the Matter of United Fuel Gas Company, 12 FPC 251, at 270. 
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percent. Upon making this adjustment, he concluded finally that United was 
entitled to obtain a rate of return of 7% percent which he considered to be 
reasonable. 

The discussion hereinabove relating to the proper approach to afford a com- 
pany recoupment of its expenses in connection with debt precludes a conclusion 
that United should be entitled to use 4% percent for debt. 

It should also be observed that as the market fluctuated United’s witness 
kept raising the percentage which he considered to be applicable not only so 
far as debt was concerned but so far as equity securities were concerned as 
well. 

No government agency in the opinion of the undersigned reasonably could 
adopt the witness’ conclusions that United’s rate of return should fluctuate or 
vacillate in the same way as the market. One should not take spot conditions 
reflecting almost monthly changes as a measure of what a company should 
obtain as fair rate of return. To do so would inflict upon United and every 
other company all of the speculative elements of the market instead of the 
stability which would be reflected by taking an average over a substantial 
number of years. It would not be in United’s interest in the long run to permit 
rates of return to be established on such speculative bases and it would certainly 
not be in the interests of consumers and the public or the industry as a whole. 

In these circumstances it is found and concluded that a return of 614 percent 
on United Gas Pipe Line Company’s rate base is a fair return in Docket G—10592 
as well as G-9547. 

In summary the undersigned has found and concluded in this decision that 
(1) United is not entitled to include in its rate base any part of the amounts 
lodged in its Account 100.5; (2) the method of allocating cost of service pro- 
posed by the Staff herein should be employed for Dockets Nos. G—9547 and 
G-—10592, despite the fact that it is in part theoretically unsound. The respects 
in which the Staff’s method employed in Dockets G-9547 and G—10592 is unsound 
is described hereinabove. The undersigned further finds and concludes that the 
Staff's proposal to “roll in” gas costs on United’s system is sound and well- 
justified, but that the method of allocating transmission costs is unsound in 
theory for the reasons discussed hereinabove. However, since the end result of 
the use of the Staff’s method in Docket Nos. G-9547 and G—10592 percentagewise 
is not largely different than the method of allocating the transmission costs 
employed in Docket G—1142 et al., which was a sound method, its use here would 
not result in rate levels which are unduly high for the locked-in periods in the 
current dockets. It is further found and concluded that for any subsequent 
periods it would be necessary to develop figures for allocation of the cost of 
transmission on United’s system based on (a) the method employed by the 
Staff here, and (b) the method employed for allocation of transmission costs 
by the Staff in Docket No. G-1142, et al. After analysis and evaluation of the 
figures reached on these two bases, an informed judgment can be formulated 
as to the appropriate method of allocating transmission costs for the future for 
United. It is also found and concluded that the method of allocating costs 
proposed by United should be rejected as unreasonable, unsound in theory, and 
as leading to the establishment of unjust and unreasonable rates. (3) The fair 
rate of return for United Gas Pipe Line Company is 614 percent on its rate base 
in Dockets G-9547 and G—10592. 

SAMUEL BINDER, 
Presiding Examiner. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


KANSAS GAS AND ELECTRIC COMPANY, DOCKET NO. E-6971 
ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 


(Issued January 5, 1961) 


Kansas Gas and Electric Company (Applicant), incorporated under the laws 
of the State of West Virginia and qualified to do business as a foreign corpora- 
tion in the State of Kansas, with its principal place of business at Wichita, 
Kansas, filed an application on November 29, 1960, and additional information 
relating thereto on December 20, 1960, for an order, pursuant to Section 204 of 
the Federal Power Act, authorizing the issuance of $7,000,000, principal amount 
of First Mortgage Bonds, Series due 1991, to be sold at competitive bidding. 

Applicant proposes to issue the Bonds under a Mortgage and Deed of Trust 
between Applicant and Guaranty Trust Company of New York (now Morgan 
Guaranty Trust Company of New York) and Wesley L. Baker (successor indi- 
vidual Trustee), as Trustees, and dated April 1, 1940, as supplemented thereafter 
and as it will be further supplemented by a proposed Eighth Supplemental 
Indenture to be dated as of January 1, 1961. 

On or about January 6, 1961, Applicant proposes to publicly invite sealed, 
written bids for the purchase of the Bonds. Each bid shall specify the annual 
interest rate which shall be a multiple of th of 1%,. and shall specify the 
price (exclusive of accrued interest) which shall be not less than the principal 
amount thereof and not more than 102%% of such principal amount. 

Applicant states that approximately $25,730,000 will be required to meet the 
costs of its construction program for the years 1961-63. The proceeds from the 
proposed issuance of the $7,000,000 principal amount of First Mortgage Bonds 
will be used to finance the construction program and to retire bank loans esti- 
mated to reach $2,000,000 as of December 31, 1960. The principal item in this 
construction program is the completion of a 160,000 kw capability generating 
unit at the new Gordon Evans station located northwest of Wichita. The re- 
mainder of the cost of the construction program consists of additions to the 
transmission and distribution systems to provide capacity to meet the increasing 
system loads. 

Written notice of the application has been given to the State Corporation 
Commission of Kansas, and to the Governor of that State. Notice has also been 
given by publication in the Federal Register on December 10, 1960 (25 F.R. 
12721), stating that any person desiring to be heard or to make any protest with 
reference to the application should file a petition or protest on or before Decem- 
ber 30, 1960, with the Federal Power Commission, Washington 25, D.C. No pro- 
test, petition or request to be heard in opposition to the granting of the applica- 
tion has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued December 
31, 1959, In the Matter of Kansas Gas and Electric Company, Docket No. E-6914 
(22 FPC 1191). 

(2) The proposed issuance of Bonds, as described above, will constitute an 
issuance of securities within the purview of Section 204 of the Federal Power 
Act. 
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(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act; and the proposed issuance of securities, 
therefore, is not exempt by virtue of that Section from the requirements of Sec- 
tion 204 of the Act. 

(4) The proposed issuance of Bonds, as hereinafter authorized, will be for a 
lawful object, within the corporate purposes of Applicant and compatible with 
the public interest, which is appropriate for and consistent with the proper per- 
formance by Applicant of service as a public utility and which will not impair 
its ability to perform that service, and is reasonably appropriate for such 
purposes. 


The Commission orders: 


(A) The proposed issuance of Bonds, upon the terms and conditions and for 
purposes specified in the application, as described above, is authorized subject 
to the provisions of this order. 

(B) the proposed issuance and sale of Bonds at competitive bidding shall not 
be consummated until : 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k) (3) of the Commission’s Regulations under the Federal Power 
Act relating to compliance with competitive bidding requirements and Section 
34.2(k) (4) of those Regulations relating to affiliation, and shall have either 
filed such amendments or shall have mailed them and advised the Commission 
by telephone and telegram as contemplated by Section 34.9 of the Regulations. 

(ii) The Commission shall have approved the price to be received by Appli- 
cant for the Bonds and the interest rate thereof, by a further order. 

(C) The authorization contained herein to issue Bonds shall expire unless 
the transaction thus authorized is consummated within 90 days from the date 
of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of costs, or any matter whatsoever which 
is now pending or may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which this 
order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


COLORADO INTERSTATE GAS COMPANY, DOCKET NO. CP61-53 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND AUTHORIZING ABANDONMENT 


(Issued January 6, 1961) 


Colorado Interstate Gas Company, (Applicant), a Delaware corporation with 
a principal place of business in Colorado Springs, Colorado, filed an application 
on August 22, and a supplement thereto on October 3, 1960, pursuant to Section 
7 of the Natural Gas Act for a certificate of public convenience and necessity 
authorizing Applicant— 

(1) To construct and operate two new meter stations on its Portland, 
Colorado lateral in Fremont County, Colorado. 
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(2) To abandon and transfer by sale to Ideal Cement Company (Ideal) a 
segment of the Portland lateral consisting of 0.463 mile of 8inch pipeline and 
the Ideal Cement West Plant meter station. 

(3) To abandon and transfer by sale to Plateau Natural Gas Company 
(Plateau) a segment of lateral (Fibreboard Paper Products lateral) consist- 
ing of 1.98 miles of 4-inch pipeline, the Fibreboard Paper Products meter 
station and the Portland Village meter station. 

(4) To abandon and retire an existing meter station (Ideal Cement Plant 
East Meter Station) and three short segments of lateral, simultaneously with 
the transfer of facilities to Ideal and Plateau. 

Applicant now makes three sales of natural gas in the vicinity of Portland 
from its 8-inch Portland lateral, two direct interruptible sales to the Ideal 
Cement Company and Fibreboard Paper Products Corporation, and a third 
to Plateau Natural Gas Company for resale in Portland. 

Applicant operates meter stations at the end of two branch lines off the 
8-inch lateral for deliveries to Ideal Cement at two points and operates a 
separate meter station on one of those branch lines for service to Fibreboard 
and another meter station on the same line for service to Plateau. 

Applicant proposes to simplify its operations in this area by transferring 
segments of the branch lines to Ideal and Plateau, letting Plateau serve Fibre- 
board and consolidate its metering to Ideal and Plateau in one location at the 
eastern terminus of the lines to be transferred. In connection with the proposal, 
Plateau will build a new 4inch branch line about 0.275 mile long from Appli- 
cant’s new meter station so that it will be able to handle its gas for distribution 
in Portland and for sale to its new customer, Fibreboard, without commingling 
with Ideal’s gas. Ideal will operate the two existing branch lines which would 
extend to the two existing Ideal meter stations, one of which will also be trans- 
ferred to Ideal and the other retired. That portion of the branch line now 
serving Fibreboard will be disconnected and attached to Plateau’s new 4-inch line. 

Applicant states facilities to be sold to Plateau have an original cost of 
$35,406, an accrued depreciation of $29,755 and a net book value of $5,651, 
which Plateau proposes to pay to Applicant. Those to be transferred to Ideal 
Cement have an original cost of $14,599, an estimated accrued depreciation of 
$5,973, and a net book value of $8,626. 

The facilities are to be transferred to Ideal at a nominal value of “one 
dollar ($1.00) and other good and valuable consideration,” with the estimated 
book loss of $8,626 to be charged to reserve for depreciation. The facilities 
to be retired have an original cost of $3,412, accrued depreciation of $3,174, 
and a net book value of $238. 

The two metering stations to be constructed by Applicant are estimated to 
cost $30,800 which will be financed from current funds on hand. 

Gas supply is not an issue in this proceeding. 

No one will be deprived of service by the abandonment and transfer of 
facilities. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 29, 1960, respecting the matters involved in and the issues presented 
by the application and supplement filed herein. No petition to intervene or 
protest to the granting of the application has been received. Staff counsel 
moved orally at the hearing that the intermediate decision procedure be omitted 
and that the Commission render a decision herein pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 
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The Commission finds: 


(1) Applicant, a Delaware corporation, having its principal place of business 
in Colorado Springs, Colorado, is a “natural-gas company” within the meaning 
of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities, proposed to be abandoned, as hereinbefore described and 
as more fully described in the application herein, are used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission and such abandonment is subject to the requirements of Subsection 
(b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by the 
public convenience and necessity and permission and approval therefor should 
be granted as hereinafter ordered and conditioned. 

(4) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application herein, will be used in 
the transportation and sale of natural gas in interstate commerce subject to the 
jurisdiction of the Commission, and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of Section 
7 of the Natural Gas Act. 

(5) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(1), (¢c)(3), (ce) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
should attach to the issuance of the certificate referred to in paragraph (5) 
above and to the exercise of the rights granted thereunder, and that the time 
within which installation of the facilities authorized by this order should be 
completed and the said facilities placed in actual operation should be fixed at 
8 months from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment of the facilities here- 
inbefore described, as more fully described in the application and exhibits in 
this proceeding, is hereby granted to Applicant. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities here- 
inbefore described, as more fully described in the application and exhibits in 
this proceeding, upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (¢) (3), (c) (4) and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (B) hereof and to the exercise of the rights thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
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157.20 of the Commission’s Regulations is hereby fixed at 8 months from the 
date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment within 
10 days from the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NATURAL GAS STORAGE COMPANY OF ILLINOIS, DOCKET NO. CP61-97 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIO CONVENIENCE AND NECESSITY 


(Issued January 6, 1961) 


On September 30, 1960, as supplemented on October 17, 1960, Natural Gas 
Storage Company of Illinois (Applicant), 122 South Michigan Avenue, Chicago 
3, Illinois, filed in Docket No. CP61-97 an application pursuant to Section 7(c) 
of the Natural Gas Act for a certificate of public convenience and necessity 
authorizing the construction and operation of certain additional storage field 
facilities at the Herscher Storage Field in Kankakee County, Illinois, all as 
more fully set forth in the application and supplement. 

The authorization which is sought herein covers the following: 

(1) Supercharging three existing 2,000 BHP engines to 2,800 BHP each, a 
total of 2,400 additional horsepower ; costing $325,000 ; 

(2) Drilling and completing two injection-withdrawal wells at the Gales- 
ville Reservoir, with appurtenances; costing $144,300; 

(3) Drilling and completing five injection-withdrawal wells at the Mt. Simon 
Reservoir, with appurtences ; costing $417,300 ; 

(4) Gathering facilities to tie in the new wells; costing $101,200; 

(5) Overhead and contingencies ; costing $91,300; and 

(6) 2,612,500 Mcf of cushion gas at Mt. Simon Reservoir; costing $771,471. 

The total estimated cost above is $1,850,571, which Applicant will finance, 
along with the cost of other certificated facilities, by the issuance and sale of 
$6,000,000 of bonds, plus internally generated cash. 

The proposed facilities will be used to increase the presently authorized 
maximum daily withdrawal from storage of 650,000 Mcf of natural gas to a 
total of 725,000 Mcf by using all three reservoirs: namely, the Galesville and 
Mt. Simon at Herscher Field, and the Cooks Mills Field, the increased deliveries 
to be made to present customers of Applicant commencing with the 1961-62 
winter season. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 29, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Natural Gas Storage Company of Illinois, an Illinois corpora- 
tion having its principal place of business in Chicago, Illinois, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its opinion and order issued September 11, 1952, in Docket 
No. G-1757 (11 FPC 366). 
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(2) The facilities hereinbefore described, as more fully described in the 
application and exhibits, as supplemented, in this proceeding, will be used in 
the transportation of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, and the construction and operation thereof, and the 
increased storage service by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do that acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities, and the pro- 
posed increased storage service by Applicant are required by the public con- 
venience and necessity and a certificate therefor should be issued, as hereinafter 
ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter granted to 
Applicant and to the exercise of the rights granted thereunder, and that the 
time within which construction of the facilities authorizetd by this order shall 
be completed and said facilities placed in actual operation should be fixed at 
eight months from the date on which this order issues. 

(6) The submission of reports required of Applicant by applicable orders of 
the Commission in dockets involving the Herscher Galesville, Herscher Mt. 
Simon and Cooks Mills gas storage projects should be continued. 

(7) The total combined reservoir withdrawals of natural gas from the Herscher 
and Cooks Mills Fields should be limited to a maximum of 725,000 Mcf per day. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 





The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Natural Gas Storage Company of Illinois to construct 
and operate the facilities hereinbefore described, and to render the additional 
storage service as proposed, as more fully described in the application and 
exhibits, as supplemented, in this proceeding, for the transportation of natural 
gas as therein set forth, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) 
(3), (c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificates granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be com- 
pleted and said facilities placed in actual operation as provided by paragraph 
(b) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at eight months from the date on which this order issues. 

(D) The submission of reports required of Applicant by applicable orders 
of the Commission in dockets involving the Herscher Galesville, Herscher Mt. 
Simon and Cooks Mills gas storage projects shall be continued. 

(E) The total combined reservoir withdrawals of natural gas from the 


Herscher and Cooks Mills Fields are hereby limited to a maximum of 725,000 
Mcf per day. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-109 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 6, 1961) 


On October 5, 1960, El Paso Natural Gas Company, P.O. Box 1492, El Paso, 
Texas (Applicant), filed in Docket No. CP61-109 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction and operation of routine field facilities 
to enable Applicant to take into its certificated pipeline system natural gas which 
will be purchased from producers thereof in the general area of Applicant’s 
existing transmission system from time to time during the calendar year 1961, 
at a total cost not to exceed $5,000,000, with no single project to exceed a cost of 
$500,000, all as more fully set forth in the application. 

The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its pipe- 
line system new supplies of natural gas in various producing areas generally 
coextensive with said system. 

Applicant will finance the cost of the facilities proposed hereunder from current 
working funds and/or short-term bank loans. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 29, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 

The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, a Delaware corporation having 
its principal place of business in El Paso, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of October 29, 1942, in Docket Nos. G—242 and G-257 
(3 FPC 851). 

(2) The facilities hereinbefore described, as more fully described in the 
application herein, are proposed to be used in the transportation and sale of 
natural gas in interstate commerce, subject to the jurisdiction of the Commission, 
and the construction and operation thereof by Applicant are subject to the re 
quirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1961, as proposed by Applicant, are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing, by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects that have been constructed pursuant to the authorization granted here 
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inafter, (d) the location of said project or projects, (e) the costs of the facilities 
so constructed, and (f) the names of the independent producers involved, to- 
gether with the respective dates of the gas sales contracts and the docket num- 
bers of the related producer certificate applications. 

(6) Publie convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
issuance of the certificate hereinafter granted to Applicant and to the exercise 
of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities to be 
constructed hereunder should be limited to a maximum of $5,000,000, with no 
single project to exceed a cost of $500,000. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 

The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing El Paso Natural Gas Company to construct and 
operate the proposed facilities to take natural gas from producers thereof 
during the calendar year 1961, all as more fully described in the application in 
this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects that have been 
constructed pursuant to the authorization granted in paragraph (A) above, 
(d) the location of said project or projects, (e) the costs of the facilities so 
constructed, and (f) the names of the independent producers involved, together 
with the respective dates of the gas sales contracts and the docket numbers of 
the related producer certificate applications. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited 
to construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed thereunder are hereby limited to a maximum of 
$5,000,000, with no single project to exceed a cost of $500,000. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


KANSAS-NEBRASKA NATURAL GAS COMPANY, INC., DOCKET NO. 
RP61-17 


ORDER TO SHOW CAUSE 
(Issued January 6, 1961) 


The question herein before the Commission relates to the propriety under the 
Commission’s Regulations under the Natural Gas Act, including the Uniform 
System of Accounts Prescribed for Natural Gas Companies Subject to the Pro- 
visions of the Natural Gas Act (Uniform System of Accounts), of the accounting 
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and reporting practices of Kansas-Nebraska Natural Gas Company, Ine. 
(Kansas-Nebraska) with respect to certain amounts claimed as Federal income 
taxes of that Company. 

Kansas-Nebraska, a Kansas corporation with its principal place of business at 
Hastings, Nebraska, is a “natural-gas company” within the meaning of Section 
2(6) of the Natural Gas Act, as heretofore determined and set forth in the 
Commission’s order of April 6, 1943, Kansas-Nebraska Natural Gas Company, 
Ine., Docket No. G—-259 (3 FPC 966), and as such is subject to the provisions 
of that Act, and the Regulations of this Commission promulgated thereunder. 

On November 3, 1939, this Commission issued an order, pursuant to authority 
granted by the Act, particularly Sections 8(a), 10(a), and 16 thereof, adopting 
the Uniform System of Accounts. One of the accounts prescribed by that 
System of Accounts is Account 507, Taxes. The specific account instructions 
of that Account provide inter alia—“This account shall include the amount of 
Federal, State, county, municipal, and other taxes, which are properly charge- 
able to gas operations.” 

Section 260.1 of the Commission’s Regulations under the Natural Gas Act 
provides for the filing of an Annual Report (F.P.C. Form No. 2) by natural gas 
companies, setting forth, inter alia, the taxes charged during the year and the 
taxes included in Account 507. 

Examination by the staff of this Commission of Kansas-Nebraska’s annual 
reports, correspondence and conferences with representatives of the Company 
reveal that Kansas-Nebraska filed, for the years 1957, 1958, and 1959, consoli- 
dated Federal income tax returns for itself and its subsidiary, Excelsior Oil 
Corporation (Excelsior). The staff's examination also reveals that Excelsior 
sustained operating losses, for tax purposes, during each of the years 1957, 1958, 
and 1959 by reason of inter alia allowances for statutory depletion and in- 
tangible well drilling costs. By offsetting such losses against taxable operating 
income which Kansas-Nebraska experienced during each of those years, there 
were reductions in the Federal income taxes payable for 1957, 1958, and 1959 
by Kansas-Nebraska and Hxcelsior, on the consolidated return basis rather than 
as separate taxable entities, in the amounts of $245,810, $232,533, and $197,140, 
respectively, or an aggregate reduction in Federal income taxes of $675,483. 

Apparently, proceeding on the assumption (contrary to fact), that Kansas- 
Nebraska and Excelsior filed separate tax returns during the years 1957, 1958, 
and 1959,, Kansas-Nebraska charged the afore-mentioned amounts to Account 
507, Taxes, and initially credited said amounts to Account 228, Taxes Accrued,’ 
the credited amounts subsequently being transferred to Account 242, Other 


1 Under an agreement between Excelsior and Kansas-Nebraska, the latter pays interest 
to Excelsior on the amount of tax saving resulting from the consolidated return until 
either Excelsior becomes a profit company for income tax purposes or the statutory 
limitations for the carry-over provision of the income tax law apply. 

2 The specific account instruction appearing as a part of Account 228 provides: A. This 
account shall be credited during each accounting period with the amount of taxes ac- 
crued during the period, corresponding debits being made to the appropriate accounts for 
tax charges. Such credits may be based upon estimates, but from time to time during 
the year as the facts become known the amount of the periodic credits shall be adjusted 
so as to include as nearly as can be determined in each year the taxes applicable thereto. 
Any amount representing a prepayment of taxes applicable to the period subsequent to the 
date of the balance sheet shall be shown under Account 132, Prepayments. 

B. The records supporting the entries to this account shall be so kept that the utility 
can furnish information as to the amount, by classes, of taxes accrued, the basis for each 
tax accrual and the accounts to which charged, and the amount, by classes, of taxes paid. 


693-489—_64——_11 
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Deferred Credits. Kansas-Nebraska’s actual Federal income taxes payable on 
the basis of its consolidated returns*—subject to audit were $1,601,369, 
$2,822,467, and $2,992,718 for the years 1957, 1958, and 1959, respectively, 
whereas Kansas-Nebraska’s Account 507 shows Federal income taxes payable 
in each of those years in the amounts of $1,847,179, $3,055,000, and $3,189,858, 
respectively. 

The Commission staff proposes that the amounts of $245,810, $232,533, and 
$197,140 as classified by Kansas-Nebraska in Account 507 for the years 1957, 
1958, and 1959, respectively, be cleared from that account through a charge, by 
a journal entry, of like amounts to Account 242 for the reason that such amounts 
do not represent past, present, or future tax liabilities of either Kansas- 
Nebraska or Excelsior. The charging of the aforesaid amounts to Account 507 
appears to constitute a write-up (or mark-up in excess of cost), and as such is 
prohibited by the Uniform System of Accounts which contemplates that the 
charges to each of the prescribed accounts shall represent actual costs estimated, 
if not definitively known; in this case the “write-ups” included in Account 507 
are offset by “write-downs” of losses on Excelsior’s oil operations, the effect of 
which entries is to reduce the operating loss on Excelsior’s oil operations by 
inflating the taxes on Kansas-Nebraska’s gas operations, 

In accordance with Section 158.1 of the Commission’s Regulations under the 
Natural Gas Act, Kansas-Nebraska was advised, by letter of the Commission 
dated February 15, 1960, of its apparent failure to observe the accounting and 
reporting requirements of this Commission as referred to above. Subsequent 
correspondence and conferences between Kansas-Nebraska’s representatives and 
this Commission’s staff have failed to show any justification for Kansas- 
Nebraska’s departure from the Commission accounting and reporting require- 
ments, as embodied in the Regulations under the Natural Gas Act, including 
Uniform System of Accounts; or that Kansas-Nebraska proposes to discontinue 
those practices. 

In view of the foregoing, it is necessary and appropriate for the purposes of 
the Natural Gas Act (particularly Sections 8, 10, 14, 15, and 16) and the Com- 
mission’s Regulations thereunder, including its Uniform System of Accounts, 
that Kansas-Nebraska show cause, if any there be, for its past and continuing 
departure from the provisions and requirements of the Commission’s Regula- 
tions, including the Uniform System of Accounts, by reason of its (Kansas- 
Nebraska’s) questioned accounting and reporting practices of including in 
Accounts 507, 228, and 242, the amounts of $245,810, $232,533, and $197,140 as set 
forth above; all as hereinafter provided. 


The Commission orders: 


Kansas-Nebraska shall show cause, if any there be, under oath and in writing, 
within 45 days from the issuance of this order, why the Commission should not 
find and determine: 

(A) That Kansas-Nebraska is accounting for and reporting financial data 
relative to taxes paid by it otherwise than in accordance with the Commission’s 
prescribed Account 507, and the provisions and requirements therefor, all as set 
forth above; and therefore, that as a result it has violated and is continuing to 


*The specific account instruction appearing as a part of Account 242 provides: This 
account shall include advanced billings and receipts and other deferred credit items, not 
provided for elsewhere; also amounts which cannot be entirely cleared or disposed of 
until additional information has been received or which should be credited to income or 
to surplus accounts in the future. 

«Prepared on an estimated return basis. 
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violate the accounting and reporting requirements prescribed by the Com- 
mission through its Regulations under the Natural Gas Act, including its Uni- 
form System of Accounts; 

(B) That this action by Kansas-Nebraska constitutes a willful and knowing 
violation of the Natural Gas Act; 

(C) That Kansas-Nebraska be required to make, keep, preserve and report 
its accounts in the manner prescribed by this Commission through its Regula- 
tions under the Natural Gas Act, including its Uniform System of Accounts; and 

(D) That Kansas-Nebraska be ordered to file such substitute pages of its 
Annual Reports (F.P.C. Form No. 2) for the years 1957, 1958, and 1959, to make 
the accounting and reporting of Federal income taxes paid during such years 
consistent with and in compliance with the accounting and reporting require- 
ments therefor as prescribed by the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. CP61--106 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 6, 1961) 


On October 4, 1960, as supplemented on October 24, 1960, Tennessee Gas Trans- 
mission Company, P.O. Box 2511, Houston 1, Texas (Applicant), filed in Docket 
No. CP61-106 an application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the construction 
and operation of field facilities to enable Applicant to take into its certificated 
main transmission pipeline system natural gas which will be purchased from 
time to time during the calendar year 1961 in the general area of Applicant’s 
existing transmission system, at a total cost not to exceed $5,000,000, with no 
single project to exceed a cost of $500,000, all as more fully set forth in the 
application and supplement. 

The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its existing 
pipeline system new supplies of natural gas in various producing areas generally 
coextensive with said system. 

Applicant will finance the cost of the subject facilities from general funds or 
revolving credit. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 27, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Tennessee Gas Transmission Company, a Deleware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order issued July 15, 1947, in Docket No. G-910 (6 FPC 777). 

(2) The facilities hereinbefore described, as more fully described in the 
application herein, are proposed to be used in the transportation and sale of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
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sion, and the construction and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1961, as proposed by Applicant, are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach to 
the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(6) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities to be 
constructed hereunder should be limited to $5,000,000, with no single project to 
exceed a cost of $500,000. 

(7) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing, by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or proj- 
ects that have been constructed pursuant to the authorization granted herein- 
after, (d) the location of said project or projects, (e) the costs of the facilities 
so constructed, and (f) the names of the independent producers involved, 
together with the respective dates of the gas sales contracts and the docket 
numbers of the related producer certificate applications. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Tennessee Gas Transmission Company to construct and operate 
the proposed facilities to take natural gas from producers thereof during the 
calendar year 1961, all as more fully described in the application in this pro- 
ceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, and the total expenditures for facili- 
ties to be constructed thereunder are hereby limited to $5,000,000, with no single 
project to exceed a cost of $500,000. 

(D) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing, by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects that have been 
constructed pursuant to the authorization granted in paragraph (A) above, 
(d) the location of said project or projects, (e) the costs of the facilities so 
constructed, and (f) the names of the independent producers involved, together 
with the respective dates of the gas sales contracts and the docket numbers of 
the related producer certificate applications. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-108 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 9, 1961) 


On October 5, 1960, as supplemented on October 25, 1960, El Paso Natural Gas 
Company, P.O. Box 1492, El Paso, Texas (Applicant), filed in Docket No. 
CP61-108 an application pursuant to Section 7(c) of the Natural Gas Act for a 
certificate of public convenience and necessity authorizing the construction and 
operation of small scale routine budget-type facilities during the calendar year 
1961, all as more fully set forth in the application and supplement. 

The proposed facilities consist of : 

(1) Not more than 30 main line taps, together with the necessary standard 
appurtenances for the operation thereof, through which Applicant will sell and 
deliver from 50 to 500 Mcf of natural gas per day per installation to existing 
authorized resale customers in Colorado, Utah, Wyoming, Idaho, Oregon, Wash- 
ington, Texas, New Mexico and Arizona. The estimated cost is $350 per tap, or 
a maximum total of $10,500 for 30 taps; 

(2) Not more than 15 main line measuring and regulating stations, together 
with main line tap facilities and the necessity standard appurtenances, to sell 
and deliver from 50 to 5,000 Mcf of natural gas per day per installation to 
existing authorized resale customers as above. The estimated cost is $2,000 to 
$6,000 per installation, or a maximum total of $90,000 for the 15 proposed installa- 
tions ; and 

(3) Not more than two (2) lateral or branch pipelines of not less than 24-inch 
nor more than 65-inch outside diameter, together with related main line taps, 
measuring and regulating stations, and the necessary standard appurtenances, 
to sell and deliver from 50 to 5,000 Mcf of natural gas per day per line to existing 
authorized resale customers as above. The maximum estimated cost is $350,000 
per line, or a maximum total of $700,000 for the two. 

The total estimated cost of all facilities proposed under this application will 
not exceed $800,500, which Applicant proposes to finance from its working funds 
or by the making of short-term bank loans. 

The anticipated maximum deliveries through each type of facility during the 
calendar year 1961 are: 


Metf at 14.73 psia 


30 taps 15 meter | 2 laterals Total 
stations 


Peak requirements 2, 700 10, 800 5,000 18, 500 
Annual requirements. 339,000 | 1,665,000 900, 000 2, 904, 000 


All sales are to be made under Applicant’s existing filed rates or those sub- 
sequently made effective by the Commission. 

No increase in main line capacity is proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 27, 1960, respecting the matters involved in and the issues presented 
by the application has been received. No petition to intervene or protest to the 
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granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 

The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, a Delaware corporation hav- 
ing its principal place of business in El Paso, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of October 29, 1942, in Docket Nos. G-—242 and G—257 (3 
FPC 851). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, as supplemented, are proposed to be used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and the construction and operation thereof 
by Applicant are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities and the sale of natural 
gas by Applicant are required by the public convenience and necessity and a 
certificate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act and the Commission’s Regulations thereunder that Applicant 
should submit on or before March 1, 1962, a statement under oath showing, 
by projects: (a) the names and locations of customers served and the respec- 
tive projects, (b) a description of the project or projects constructed pursuant 
to the authorization granted hereunder, (c) the actual final costs of the facilities 
so constructed, and (d) the volumes of gas to be delivered annually and on peak 
days to each customer. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, the total expenditures for facilities to be con- 
structed should be limited to $800,500, and deliveries of natural gas to be made 
under this authorization should be limited to a maximum of 500 Mcf per day 
per tap, 5,000 Mcf per day per meter station and 5,000 Mcf per day for each of 
the two lateral pipelines, with total annual deliveries not to exceed 2,904,000 
Mcf, as proposed. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing El Paso Natural Gas Company to construct and 
operate the proposed facilities and to sell natural gas to authorized resale 
customers as hereinbefore described, all as more fully described in the appli- 
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cation, as supplemented, in this proceeding, upon the terms and conditions of 
this order. 

(B) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing, by projects: (a) the names and locations of customers and the 
respective projects, (b) a description of the project or projects constructed 
pursuant to the authorization granted in paragraph (A) above, (c) the actual 
final costs of the facilities so constructed, and (d) the volumes of gas to be 
delivered annually and on peak days to each customer. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, the total expenditures for facilities 
to be constructed are limited to $800,500, and deliveries of natural gas under 
this authorization are hereby limited to a maximum of 500 Mcf per day per tap, 
5,000 Mcf per day per meter station and 5,000 Mcf per day for each of the two 
lateral pipelines, with total annual deliveries limited to a maximum of 2,904,000 
Mcf, as proposed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ATLANTIC SEABOARD CORPORATION, DOCKET NOS. G-12196, G-16817, 
G-18422, G-19326 AND G-—20272 


ORDER FIXING DATE OF HEARING, PRESCRIBING PROCEDURES, AND ALLOWING REVISED 
TARIFF SHEETS TO BECOME EFFECTIVE 


(Issued January 10, 1961)* 


Atlantic Seaboard Corporation (Seaboard), an affiliate in the Columbia Gas 
System, Inc., on September 12, 1960, filed an offer of settlement in Docket Nos. 
G-12196, G—16817, G—18422 and G~—19326, together with a motion requesting 
approval of that settlement and termination of the proceedings. At the same 
time, Seaboard also tendered for filing in Docket No. G—20272, certain tariff 
sheets’ relating to adjustment of the demand charge for the Btu content of gas 
delivered, requesting that such tariff sheets be made effective as of April 5, 
1960, and if deemed necessary, subject to the orders issued in Docket No. G—20272 
to the same extent as if these sheets had been included in the original filing in 
that docket.” 

The aforementioned settlement was entered into following a field investigation 
by the Commission Staff of the books and records of Seaboard and several con- 
ferences between Seaboard, its wholesale customers, interveners, and members 
of the Commission Staff. The proposed settlement agreement has been exe- 


*Modification denied by order issued February 17, 1961, 25 FPC 292. 

2 The tariff sheets tendered for filing are: Second Revised Sheets Nos. 10, 15, 16F and 
17F, and Original Sheets Nos. 10A, 15A, 16G and 17G to Seaboard’s FPC Gas Tariff, 
Seventh Revised Volume No. 1. 

2 Washington Gas Light Company on September 19, 1960, filed an answer to Seaboard’s 
request that these revised tariff sheets be accepted for filing, stating that it had no objec- 
tion to acceptance of the filing as requested by Seaboard, provided such acceptance was 
without prejudice to Washington Gas Light’s position with respect to the provisions of 
the CDS-PR rate schedule proposed by Seaboard in Docket No. G-16401. Lynchburg 
Gas Company telegram dated September 19, 1960 stated that it objects to the acceptance 
of the revised tariff sheets. 
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cuted by all the customers of Seaboard (except Lynchburg Gas Company), the 
Pennsylvania Public Utility Commission, the Public Service Commission of 
West Virginia and the City of Pittsburgh, Pennsylvania. The Commission Staff 
concurs in the results reached. The customers agreeing to the settlement pur- 
chase approximately 99% of the natural gas sold by Seaboard. 

Docket No. G-12196 relates to Seaboard’s rates in effect subject to refund 
from July 14, 1957 through April 6, 1959; Docket No. G—-16817 pertains to Sea- 
board’s rates in effect subject to refund from April 7, 1959 through May 14, 1959; 
and Docket No. G—18422 relates to Seaboard’s rates in effect subject to refund 
from May 15, 1959 through April 4, 1960.° 

Docket No. G—19326 relates to the revised tariff sheets tendered for filing by 
Seaboard on August 3, 1959, proposing a change in the basis upon which the 
heating value adjustments to its demand billings are to be made. The revised 
tariff sheets in this docket, which do not involve any change in rate level from 
that proposed by Seaboard in Docket No. G-18422, became effective subject to 
refund on September 4, 1959. 

The agreement of the parties on the heating value adjustments to demand 
billings is reflected in the refunds provided for in the proposed settlement and 
with respect to rates and charges from April 5, 1960, is reflected in the proposed 
tariff sheets listed in footnote one, above. 

The proposed settlement agreement provides that for the period from July 14, 
1957 through April 4, 1960, Seaboard will refund to its wholesale customers an 
aggregate principal amount of $5,752,000, plus interest at the rate of 6 percent 
per annum computed and payable as provided in paragraph 3 of the agreement. 
In addition, Seaboard will distribute to its customers any sums received from its 
affiliate United Fuel Gas Company in settlement of the claims advanced by 
Seaboard’s customers that the costs relating to the operations of the latter’s 
Boldman Compressor Station during the period July 14, 1957 through April 4, 
1960, should be borne by United Fuel and not by Seaboard’s customers. By our 
order issued September 15, 1960, 24 FPC 467, in United Fuel Gas Company, 
Docket No. G—12195, et al., we approved a payment by United Fuel on these 
claims in the total amount of $500,000, which will, in turn, be distributed by 
Seaboard to its customers on a volumetric basis, without interest thereon. 

The agreement further provides that Seaboard will pass on to its customers the 
proportionate share of any refunds it receives from its suppliers applicable to 
the period from July 14, 1957 through April 4, 1960. Such refunds, without 
payment of any additional interest thereon by Seaboard, will be passed on to 
its customers on the basis of the percentages set forth in paragraph 2 of the 
agreement, provided, however, that Seaboard will not be required to pass on 
such refunds until the accumulated refunds and interest it has received ag- 
gregate at least $100,000. 

The agreement sets forth that Seaboard will file revised tariff sheets to be 
effective as of May 15, 1959, reflecting the rates and charges set out in para- 
graph 9 of the agreement. Such rates would be the underlying rates to those 
in effect since April 5, 1960, subject to refund, in Docket No. G—20272. 

The agreement also contains a reservation relating to the normalized tax 
treatment of liberalized depreciation taken under Section 167 of the Internal 
Revenue Code. That reservation states that if on ultimate judicial determination 
in Uity of Lexington, et al. v. F.P.C., No. 8101, October Term, 1960, U.S.C.A., 4th 
Circuit, the Commission’s order with respect to liberalized depreciation is held 


8 The proposed increased rates which were suspended in Docket No. G—20272 and became 
effective subject to refund on April 5, 1960 are not proposed to be settled by the afore- 
mentioned agreement and motion. 
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to be erroneous, further proceedings may be had in these dockets, upon motion 
of any party. Such proceedings would determine the ultimate disposition of 
the amount of $1,732,740 included in Seaboard’s cost of service for the period 
July 14, 1957 through April 4, 1960 for effect of Seaboard’s deferred taxes, or 
ultimate disposition of the Reserve for Deferred Taxes created from such sums 
and set upon Seaboard’s books applicable to the aforementioned period. Any 
refunds ordered in such proceedings shall be charged to Seaboard’s Reserve for 
Deferred Federal Income Taxes to the extent of the related credits to that re- 
serve during the period involved. 

As heretofore noted, Lynchburg has not executed the proposed settlement 
agreement. In addition, Lynchburg on September 20, 1960, filed an answer to 
Seaboard’s motion for approval of the offer of settlement, which in effect is a 
complaint that the rates and charges and proposed refunds contained in the 
settlement between Seaboard and its customers have not been found to be just 
and reasonable. 

In its answer, Lynchburg admits that its opposition does not relate to the 
merits of the settlement but is directed against any effort at the limitation of 
issues, or settlement of issues, except by formal evidentiary hearings, It is 
Lynchburg’s contention that “the circumstances demand formal hearings in 
these matters so that the Commission can come to grips with the issues in- 
volved.” Those issues, Lynchburg alleges, are “proper rate of return, the pro- 
vision for depreciation, the rate level and the functional relationship between 
Seaboard and its affiliate, United Fuel Gas Company.” lMLynchburg also alleges 
“that Seaboard proposes a pattern of refund which is on its face discriminatory 
and in conflict with the Commission’s Opinion No. 225.” 

It is unnecessary to discuss Lynchburg’s contentions at length at this time. 
We should note, however, that its opposition, admittedly directed against any 
effort at limitation of issues rather than at the merits of the proposed settle- 
ment, is not well taken. In effect, this opposition to settlement per se was also 
advanced by Lynchburg in proceedings relating to United Fuel Gas Company. 
(See, orders issued September 15, 1960, and November 10, 1960, United Fuel Gas 
Co., Docket No. G—12195, et al., 24 FPC 467 and 945.) 

Conferences between parties to a proceeding seeking limitation of issues or 
settlement of the proceeding are contemplated by our Rules and Regulations 
and in our view are in the public interest. Further, it is clear that equitable 
settlements resulting from such conferences, based on Commission Staff investi- 
gations and cost of service studies, serve the best interests of the consumer, 
the parties involved and the Commission, and also tend to effect considerable 
savings in time and money for all concerned. In fact, Lynchburg also admits 
that the courts of the United States look with favor upon and have prescribed 
similar methods or procedures for limiting issues, settling cases and terminating 
litigation. 

Based on the facts set forth in the settlement agreement, the appendices 
thereto, and in the motion filed by Seaboard, the proposed settlement appears 
to be equitable and a reasonable basis for terminating these proceedings. 

However, as noted above, Lynchburg, somewhat in contradiction to its own 
admission of opposition to the settlement per se, also claims that certain issues 
have been “eliminated” or “buried.” These claimed issues are rate of return, 
proper provision for depreciation, the rate level and the functional relationship 
between Seaboard and United Fuel. 

At no point in its answer does Lynchburg contend that the rate of return 
reflected in the costs of service agreed upon as the basis for settlement was 
unreasonable. Nor does it assert that the provision for depreciation was not 
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proper. Indeed, we should here note that the proposed settlement makes no 
change in the method of computing depreciation which Seaboard has been book- 
ing since January 1, 1956 (See order issued January 11, 1957, Atlantic Seaboard 
Corporation, Docket Nos. G—2452 and G-5457, 17 FPC 15.). Finally, the claimed 
issues of “rate level and functional relationship between Seaboard and United 
Fuel,” which are, to say the least, ambiguous, are never explained by Lynchburg. 

Lynchburg is a proper party to these proceedings. In its answer filed Septem- 
ber 20, 1960, Lynchburg requests that a public hearing be held in these matters 
affording all interested and affected parties the opportunity of establishing 
a record on which the Commission can properly decide the “issues” herein. It 
further requests that Seaboard’s motion to approve the offer of settlement be 
denied and the offer of settlement be rejected. 

Lynchburg also asserts that regardless of the time spent by the parties in reach- 
ing a settlement and regardless of the sincerity of the parties participating, 
such agreement “cannot be excused on the premise of expediency and settle- 
ment” when it is reached, as Lynchburg claims “without reference to the 
requirements of the Act.” 

We believe Lynchburg should be required to support its allegations at a 
public hearing, pursuant to the procedure provided hereinafter. 

Based on the foregoing, we find Lynchburg’s request that Seaboard’s motion 
be denied and the offer of settlement be rejected to be without merit. We will, 
however, set these proceedings for hearing and direct that the following pro- 
cedure be followed: 

1. The Settlement Agreement will be received in evidence by stipulation of 
counsel for the parties who joined therein and Staff Counsel. : 

2. Seaboard will present its evidence on the rate of return utilized in com- 
puting the costs of service appended to the Settlement Agreement. 

8. Lynchburg will present its evidence relating to the issues it claims have 
been “eliminated” and “buried” in support of its complaint that the Settlement 
Agreement and the rates and refunds prescribed therein are unjust, unreason- 
able, unduly discriminatory or otherwise unlawful. 

4. Lynchburg will cross-examine Seaboard’s evidence on rate of return, if 
it so desires. 

5. At the conclusion of Lynchburg’s presentation and after cross-examina- 
tion of its witnesses, Seaboard will be afforded an opportunity to present 
rebuttal evidence. Other parties and the Commission Staff may then present 
evidence in support of the settlement, if they so desire. 

6. Thereafter, the record will be certified to the Commission for a decision 
whether the Settlement Agreement should be approved. If the Settlement 
Agreement is not approved, hearing shall be set in these dockets, as if no agree- 
ment had ever been proposed therein, and no party shall be prejudiced by the 
position taken in support of such proposed settlement. 


The Commission orders: 


(A) Pursuant to the authority of the Natural Gas Act, particularly Sections 
4 and 15 thereof, the Commission’s Rules of Practice and Procedure and the 
Regulations under the Natural Gas Act [18 CFR, Chapter I], a public hearing 
shall be held commencing January 31, 1961, at 10:00 a.m. (EST), in a Hear- 
ing Room of the Federal Power Commission, 441 G Street NW., Washington, 
D.C., concerning the matters involved in and the issues presented by the 
Settlement Agreement filed by Seaboard on September 12, 1960, and the answer 
thereto filed by Lynchburg on September 20, 1960. 

(B) The procedure to be followed at such hearing shall be as listed above, 
provided, however, that the receipt of the Settlement Agreement in evidence, Sea- 
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board’s presentation of its evidence on rate of return, and Lynchburg’s presenta- 
tion of evidence on the issues raised in its answer, shall be made on the record 
prior to cross-examination of any witness presented. The Presiding Examiner, 
in his discretion, and subject to the Commission’s Rules of Practice and Pro- 
cedure, shall allow such recess as he deems necessary in the circumstances for 
preparation for cross-examination and presentation of rebuttal evidence. 

(C) Upon conclusion of the hearing provided herein, the Presiding Examiner 
shall fix the dates for filing of briefs, if desired by the parties, provided, however, 
that initial briefs shall be filed not more than 30 days after the date of con- 
clusion of the hearing, and reply briefs shall be filed not more than 10 days after 
the due date of the initial briefs. The Presiding Examiner, at the same time, 
shall also certify the record in these proceedings to the Commission. 

(D) Second Revised Sheets Nos. 10, 15, 16F and 17F and Original Sheets Nos. 
10A, 15A, 16G and 17G to Seaboard’s FPO Gas Tariff, Seventh Revised Volume 
No. 1, hereby are made effective as of April 5, 1960, subject to the provisions of all 
orders issued or to be issued in Docket No. G—20272 to the same extent as if these 
tariff sheets had been included in the original filing in Docket No. G—20272. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SACRAMENTO MUNICIPAL UTILITY DISTRICT, PROJECT NO. 2101 


ORDER FURTHER AMENDING LICENSE (MAJOR) 


(Issued January 10, 1961) 
Pursuant to application filed April 4, 1960, and later supplemented by Sacra- 


mento Municipal Utility District, licensee for major Project No. 2101—to be 
located on the Rubicon River and tributaries, Silver Creek and tributaries, and 
South Fork of the American River in El Dorado County, California, and affect- 
ing lands of the United States within the Eldorado National Forest—the Com- 
mission by order issued June 17, 1960, 23 FPC 815, amended the license for the 
project to provide, among other things, for the inclusion in the license of the 
Gerle and Robbs Peak diversion dams and reservoirs, located respectively on 
Gerle Creek and South Fork of Rubicon River, and a canal leading from Gerle 
reservoir to Robbs Creek Peak reservoir, and by Article 49 of the license, added 
by said order, reserved the right to determine at a later date revised minimum 
releases for fish conservation and other purposes below the Gerle and Robbs 
Peak diversion dams. 

An Assistant Secretary of Agriculture, in reporting on the application as sup- 
plemented, recommended inclusion in the license of a provision to protect the 
scenic and recreational values of Gerle Creek and South Fork of Rubicon River 
which would require maintenance of minimum stream flows of 6 cfs and 3 cfs 
respectively below Gerle and Robbs Peak diversion dams during the period 
from May 1 through October 31 of each year, such stream flows not to be in 
addition to releases for fishery maintenance required by other agencies. 

The State of California Department of Fish and Game and an Assistant Sec- 
retary of the Interior have requested (1) insertion in the license of a stipulation 
to require deer protective measures and (2) revision of the minimum stream 
flows in South Fork of Rubicon River for the protection of fish and wildlife 
resources. 

The licensee has informed the Commission that the suggestions of the Depart- 
ment of the Interior and of the California Department of Fish and Game repre- 
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sent agreements reached as a result of negotiations with those agencies and that 
amendment of the license as hereinafter provided is satisfactory. 
The Commission finds: 


The license, further amended as hereinafter ordered, will not interfere or be 
inconsistent with the purpose for which the Eldorado National Forest was created 
or acquired and is in the public interest. 


The Commission orders: 


(A) The license for Project No. 210i—which was issued to Sacramento 
Municipal Utility District on August 28, 1957, effective as of August 1, 1957, 
and was subsequently amended—is further amended, effective as of June 1, 1960, 
said amendment being: 

Paragraph I. Article 29 of the license is amended by— 

(i) Changing Paragraph (d) thereof to read as follows: 

(d) In South Fork Rubicon River downstream from Robbs Peak Dam and 
in Gerle Creek downstream from Gerle Dam combined, 10 cubic feet per second, 
May 1 through October 31, and 5 cubic feet per second, November 1 through 
April 30, distributed, as nearly as possible, as follows: 

Release from reservoir 
(cubic feet per second) 


Robbs Peak Gerle 
Period Reservoir Reservoir 
May 1-October 31 7 


November 1—April 30 4 


Provided, that the combined releases be measured on South Fork Rubicon River 
below the mouth of Gerle Creek, and that such releases shall be over and above 
any intervening accretions. 

(ii) Changing the first and second provisos of Paragraph (g) thereof to read 
as follows: 

Provided, that all stream flows specified above shall be measured at a point 
approximately 14%, mile below the project structure indicated except for those 
structures specified in Paragraph (d) above where the point of measurement 
shall be approximately 144 mile below the confluence of Gerle Creek and Little 
South Fork Rubicon: 

Provided further, that when the stream flow forecast for the American River 
at Fair Oaks, as given by the April 1 bulletin of the California Division of Water 
Resources, indicates a runoff for the water year of 1,500,000 acre-feet or less, 
the releases at the points referred to in (d) and (e) above may be continued at 
the rate of 5 cubic feet per second throughout the succeeding 12-month period 
beginning May 1: 

Paragraph II. The license for the project, as amended, is further amended to 
include therein the following additional special condition, designated Article 50: 

Article 50. The Licensee shall install and maintain deer protective devices 
and take such other appropriate measures for the protection of deer as may 
hereafter be prescribed by the Commission upon the recommendation of the 
California Department of Fish and Game, the United States Forest Service, and 
the Secretary of the Interior. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(C) This order shall become final 30 days from the date of its issuance un- 
less application for rehearing shall be filed as provided in Section 313(a) of 
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the Federal Power Act and failure to file such an application shall constitute 
acceptance of this amendment of license. In acknowledgment of the accept- 
ance of this amendment of license, it shall be signed for the Licensee and re- 
turned to the Commission within 60 days from the date of issuance of this 
order. 





Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


IOWA POWER AND LIGHT COMPANY, DOCKET NO. E-6965 


SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 


(Issued January 11, 1961) 






By order issued November 23, 1960, 24 FPO 1002, in the above-entitled matter, 
the Commission authorized Iowa Power and Light Company (Applicant) to 
issue and sell at competitive bidding $10,000,000, principal amount of First 
Mortgage Bonds, Series due 1991,* subject to the provisions among others, set 
forth in Paragraph (B) of that order, as follows: 

(B) The proposed issuances and sales of Stock and Bonds at competitive 
bidding shall not be consummated until : 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Rules relating to compliance 
with competitive bidding requirements and Section 34.2(k) (4) of the Rules 
relating to affiliation, and shall have either filed such amendments or shall 
have mailed them and advised the Commission by telephone and telegram as 
contemplated by Section 34.9 of the Rules ; 

(ii) The Commission, by further orders, shall have (1) approved the price 
per share to be received by Applicant for the proposed issuance of Stock, and 
(2) approved the price to be received by Applicant for the proposed issuance of 
Bonds and the interest rate thereof. 

Applicant, on January 11, 1961, filed an amendment, pursuant te the require- 
ments of the afore-mentioned Commission order, in which it states, among 
other things, that it proposes to accept, as representing the lowest annual cost 
of money to it, the bid of The First Boston Corporation to purchase the proposed 
issuance of Bonds at the price of 99.72% of principal amount, with an interest 
rate of 4%% per annum. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements concerning 
the issuance of Bonds contained in Paragraph (B) of the Commission’s order 
issued November 23, 1960, in the above docket; and under the bid it proposes 
to accept for the Bonds, the price to be received by Applicant therefor and the 
interest rate thereof are approved as reasonable. 

(2) The proposed issuance and sale of Bonds, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility and 





*That order also authorized Applicant to issue and sell through competitive bidding 
100,000 shares of Common Stock, par value $10 per share. By supplemental order issued 
December 6, 1960, in the above-entitled matter, the Commission approved the price to be 
received by Applicant for the proposed issue of Common Stock. 
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which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as 
supplemented by the amendment referred to above, hereby are authorized, 
subject only to the provisions of Paragraph (A) insofar as they relate to the 
issuance and sale of Bonds, and of Paragraphs (C), (D) and (E) of the Com- 
mission’s order issued November 23, 1960, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


OTTER TAIL POWER COMPANY, DOCKET NO. E-6972 
ORDER AUTHORIZING ISSUANCE OF FIRST MORTGAGE BONDS 


(Issued January 12, 1961) 


Otter Tail Power Company (Applicant), incorporated under the laws of the 
State of Minnesota, and doing business as a qualified foreign corporation in the 
States of North Dakota and South Dakota, with its principal place of business 
at Fergus Falls, Minnesota, filed an application on December 5, 1960 for author- 
ization pursuant to Section 204 of the Federal Power Act to issue and sell at 
competitive bidding $7,000,000, principal amount of First Mortgage Bonds, 
Series due 1991. 

The proposed Bonds will be issued under Applicant’s Indenture of Mortgage 
dated July 1, 1936 to First Trust Company of Saint Paul and Louis S. Headley, 
Trustees (Russell M. Collins, successor Individual Trustee), heretofore supple- 
mented and to be further supplemented by a proposed Twenty-Fourth Supple- 
mental Indenture to be dated as of January 16, 1961. The New Bonds will be 
redeemable through: a cash sinking fund of one percent per annum, moneys 
received by Applicant for mortgaged assets sold and conveyed by Applicant to 
any municipality, governmental agency or public authority, and upon the pay- 
ment of specified redemption premiums. 

Applicant proposes, on or about January 13, 1961, to invite, by newspaper 
publication and through distribution of a form of bid together with a statement 
of terms and conditions relating thereto, sealed written bids for the purchase 
of the proposed issuance of Bonds. 

All bids, whether from a single bidder or group of bidders, must be for the 
purchase of all of the proposed issuance of Bonds. Each bid must specify: the 
price to be received by Applicant for the Bonds exclusive of accrued interest, 
which price shall be not less than 99% of principal amount if a public offering 
of the Bonds is to be made, and not less than 100% of principal amount if no 
public offering is to be made by the purchaser; the interest rate to be borne by 
the proposed Bonds, which rate shall be expressed as a multiple of % of 1%; 
and that the accrued interest on the Bonds from February 1, 1961 to the date 
payment therefor and delivery thereof shall be paid to Applicant. In addition, 
each bid must be accompanied by a certified or bank cashier’s check or checks 
in the aggregate amount of $175,000. 
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All bids must be presented to Applicant at 11 South LaSalle Street, Chicago, 
Illinois, at or before 10 a.m., CST, on January 24, 1961, unless postponed. 
Unless Applicant shall reject all bids, which it reserves the privilege to do, or 
shall exclude a bid or bids for reasons specified in the statement of terms and 
conditions relating to the form of bid for the proposed Bonds, it will accept the 
bid for the Bonds which provides the lowest annual cost of money to it. 

The Applicant will apply the net proceeds from the sale of the New Bonds to 
payment of short-term bank loans in the amount of $4,134,000 incurred by the 
Applicant in 1959 and 1960 as temporary financing for its construction program 
and to the future cost of the construction program. The Applicant spent ap- 
proximately $11,500,000 in 1959 and 1960 for additions to its public utility 
properties, including $3,285,000 for completion of the 53,500 KW addition to its 
Hoot Lake Plant and $1,100,000 for additions to its 115 KV transmission line 
system. The Applicant estimates that it will spend for construction approxi- 
mately $4,500,000 during each of the calendar years 1961-1964. Among the 
major items included in this aggregate amount is a total of approximately 
$3,800,000 for further additions to the Company’s 115 KV transmission line 
system. 

Written notice of the application has been given to the Railroad and Ware- 
house Commission of Minnesota, the Public Service Commission of North 
Dakota, the Public Utilities Commission of South Dakota, and to the Governor 
of each of those States. Notice of the application has also been given by publi- 
cation in the Federal Register on December 21, 1960 (25 F.R. 13,800), stating 
that any person desiring to be heard or to make any protest with reference to 
the application should on or before December 30, 1969 file a petition or protest 
with the Federal Power Commission, Washington 25, D.C. No petition or pro- 
test or request to be heard in opposition to the granting of the application has 
been received. 


The Commission finds: 

(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act subject to the jurisdiction of the Commission as 
heretofore described and set forth in the Commission’s order issued October 25, 
1957, In the Matter of Otter Tail Power Company, Docket No. E-6776 (18 FPC 
538). 

(2) The proposed issuance and sale of Bonds, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act, and the proposed issuance of securi- 
ties is, therefore, not exempt by virtue of that Section from the requirements of 
Section 204 of the Act. 

(4) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance of service by Applicant as a public utility and which will 
not impair its ability to perform that servce, and is reasonably appropriate for 
such purposes. ‘ 

(5) The period of public notice given the aforesaid application is reasonable. 


1 By order issued January 22, 1960, In the Matter of Otter Tail Power Company, Docket 
No. E-6916 (23 FPC 125), Applicant was authorized to issue up to a maximum of 
$7,000,000, principal amount of short-term, unsecured promissory notes outstanding at 
any one time; the notes to be issued in varying principal amounts from time to time prior 
to December 31, 1963, as interim financing for Applicant’s construction program. 
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The Commission orders: 


(A) The proposed issuance and sale of Bonds, upon the terms and conditions 
and for the purposes specified in the application, as described above, are author- 
ized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding shall not 
be consummated until: 

(i) Applicant shall have amended its application pursuant to the require 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements, and 
Section 34.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegraph, as contemplated in Section 34.9 of the 
Regulations. 

(ii) The Commission, by further order, shall have approved the price to be 
received by Applicant for the proposed issuance of Bonds and the interest rate 
thereof. 

(C) This authorization shall expire unless the transaction hereby authorized 
is consummated within 90 days from the issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States with respect to any securities to 
which this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


RALPH R. GILSTER, ET AL., DOCKET NO. G-20078 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued January 138, 1961) 


On October 12, 1959, Ralph R. Gilster, e¢ al. (Gilster) tendered for filing Sup- 
plement No. 5 to its FPC Gas Rate Schedule No. 1 containing proposed increased 
rates to 14.4248¢ per Mcf for sales of jurisdictional gas to Tennessee Gas Trans- 
mission Company (Tennessee) from the South Hallsville Field, Harrison County, 
Texas. By order issued November 10, 1959, the Commission suspended and 
deferred the use of said Supplement No. 5 until April 12, 1960, and thereafter 
until such further time as it is made effective in the manner prescribed by the 
Natural Gas Act. Gilster has not moved to make its said proposed increased 
rate effective subject to refund. 

On December 13, 1960, Gilster submitted an Offer of Settlement pursuant to 
Section 1.18(e) of the Commission’s Rules of Practice and Procedure with respect 
to this proceeding and its FPC Gas Rate Schedule No. 1 as supplemented. 

Gilster, in its Offer of Settlement, proposed termination of this proceeding and 
acceptance of the suspended rate of 14.4248¢ per Mcf in consideration of which 
Gilster will execute an agreement with Tennessee eliminating the favored-nation 
and price redetermination clauses from the subject contract and file the same 
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with the Commission. In addition, Gilster proposes to include therein a periodic 
price increase of 1.0¢ per Mcf commencing on November 1, 1964, and increasing 
1.0¢ per Mcf on November 1, 1969, and November 1, 1974, in substitution for the 
present rate schedule of periodic increases. Further, Gilster proposes to amend 
the present tax reimbursement provision to provide for partial reimbursement 
of any increase after November 1, 1959, rather than November 23, 1954. 

Tennessee has concurred in the Offer of Settlement and stated that it will make 
the proposed contract changes and amendments, if the Commission accepts the 
Offer. Public Service Electric and Gas Company has filed a petition to intervene 
in this proceeding, which it has subsequently withdrawn. However, neither 
Public Service Gas and Electric Company nor any of Tennessee’s other cus- 
tomers has expressed opposition to the Offer of Settlement. 

In support of the Offer, Gilster states that the contract was negotiated at arm’s 
length ; that the proposed rate is a reasonable and fair current price for the gas 
involved and is far below the level of prices in contracts recently negotiated in 
the same area; that the redetermination and favored nation clauses were im- 
portant elements of consideration required for the long-term commitment of the 
gas reserves; and that the latter two clauses provided Gilster with a means of 
protecting itself against inflation and increased valuations of the gas during the 
term of the contract. 

In the judgment of the Commission, settlement in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act. The proposed Offer of Settlement would be 
beneficial to the public and advantageous to all concerned by relieving the Com- 
mission, the producers, and Tennessee, as well as customer companies of the 
time and expenses which might be necessary to the conduct of formal hearings 
in such rate cases as might otherwise arise under the favored nation and redeter- 
mination clauses. The resulting stability in gas costs would be welcome to all 
segments of the natural-gas industry. Furthermore, freeing the Commission 
from the need of considering such proposed increases would enable it to con- 
centrate its efforts on other rate cases and other matters having possibly more 
serious consequences for the public and the consumer. Additionally, the accept- 
ance of the Offer is consistent with the policy enunciated in the Statement of 
General Policy No. 61-1, issued September 28, 1960. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Gilster under the periodic escalation provision or otherwise. 


The Commission finds: 

The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Gilster with the Com- 
mission on December 13, 1960, and in the Appendix to this order, is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act and 
should be accepted by the Commission and made effective as hereinafter ordered. 
The Commission orders: 

(A) The Offer of Settlement filed with the Commission by Gilster on Decem- 


ber 13, 1960, is hereby approved in accordance with the provisions of this 
order. 


(B) Gilster shall execute with Tennessee an amendment to the gas purchase 
contract, as amended, filed with the Commission as Gilster’s FPC Gas Rate 
Schedule No. 1 in accordance with the Appendix* attached hereto. 


*Omitted in printing. 


693—489—64——_12 
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(C) Gilster shall, within 30 days from the date of issuance of this order, file 
with the Commission the executed agreement with Tennessee required by para- 
graph (B) above. 

(D) Upon satisfactory compliance with paragraph (C) above, the rates con- 
tained in Supplement No. 5 to Gilster’s FPC Gas Rate Schedule No. 1 are hereby 
permitted to become effective on the date of issuance of this order and the 
proceeding in Docket No. G-20078 is hereby terminated. 

(E) The acceptance of this Offer of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereinafter instituted by or against Gilster. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


JONES-O’BRIEN, INC. (OPERATOR), ET AL., DOCKET NO. G-19871 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued January 13, 1961) 


On October 1, 1959, Jones-O’Brien, Inc. (Operator), et al. (Jones-O’Brien) 
tendered for filing Supplement No. 4 to its FPC Gas Rate Schedule No. 3 
containing proposed increased rates to 14.4248¢ per Mcf for sales of jurisdic- 
tional gas to Tennessee Gas Transmission Company (Tennessee) from the 
Bethany Field, Panola County, Texas (R.R. Dist. No. 6). By order issued 
October 23, 1959, the Commission suspended and deferred the use of said Sup- 
plement No. 4 until April 1, 1960, and thereafter until such further time as it is 
made effective in the manner prescribed by the Natural Gas Act. Jones-O’Brien 
has not moved to make its said proposed increased rate effective subject to 
refund. 

On December 13, 1960, Jones-O’Brien submitted an Offer of Settlement pur- 
suant to Section 1.18(e) of the Commission’s Rules of Practice and Procedure 
with respect to this proceeding and its FPC Gas Rate Schedule No. 3 as 
supplemented. 

Jones-O’Brien, in its Offer of Settlement, proposed termination of this pro- 
ceeding and acceptance of the suspended rate of 14.4248¢ per Mcf in considera- 
tion of which Jones-O’Brien will execute an agreement with Tennessee 
eliminating the favored-nation and price redetermination clauses from the sub- 
ject contract and file the same with the Commission. In addition, Jones-O’Brien 
proposes to include therein a periodic price increase of 1.0¢ per Mcf com- 
mencing on November 1, 1964, and increasing 1.0¢ per Mcf on November 1, 1969, 
and November 1, 1974 in substitution for the present rate schedule of periodic 
increases. Further, Jones-O’Brien propose to amend the present tax reimburse- 
ment provision to provide for partial reimbursement of any increase after 
November 1959 rather than December 1954. 

Tennessee has concurred in the Offer of Settlement and stated that it will 
make the proposed contract changes and amendments, if the Commission accepts 
the Offer. None of its customers has intervened in this proceeding or expressed 
opposition to the Offer of Settlement. 
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In support of the Offer, Jones-O’Brien states that the contract was negotiated 
at arm’s length; that the proposed rate is a reasonable and fair current price 
for the gas involved and is far below the level of prices in contracts recently 
negotiated in the same area; that the redetermination and favored nation 
clauses were important elements of consideration required for the long-term 
commitment of the gas reserves; and that the latter two clauses provided 
Jones-O’Brien with a means of protecting itself against inflation and increased 
valuations of the gas during the term of the contract. 

In the judgment of the Commission, settlement in accordance with the Offer 
of Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act. The proposed Offer of Settlement would be 
beneficial to the public and advantageous to all concerned by relieving the 
Commission, the producers, and Tennessee, as well as customer companies of 
the time and expense which might be necessary to the conduct of formal hear- 
ings in such rate cases as might otherwise arise under the favored nation and 
redetermination clauses. The resulting stability in gas costs would be welcome 
to all segments of the natural-gas industry. Furthermore, freeing the Com- 
mission from the need of considering such proposed increases would enable it to 
concentrate its efforts on other rate cases and other matters having possibly 
more serious consequences for the public and the consumer. Additionally, the 
acceptance of the Offer is in conformity with the Statement of General Policy 
No. 61-1 and the policy enunciated therein. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Jones-O’Brien under the periodic escalation provision or otherwise. 


The Commission finds: 


The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Jones-O’Brien with 
the Commission on December 13, 1960, and in the Appendix* to this order, is 
in the public interest and appropriate to carry out the provisions of the Natural 
Gas Act and should be accepted by the Commission and made effective as 
hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Jones-O’Brien on 
December 13, 1960, is hereby approved in accordance with the provisions of this 
order. 

(B) Jones-O’Brien shall execute with Tennessee an amendment to the gas 
purchase contract, as amended, filed with the Commission as Jones-O’Brien’s 
FPC Gas Rate Schedule No. 3 in accordance with the Appendix attached hereto. 

(C) Jones-O’Brien shall, within 30 days from the date of issuance of this 
order, file with the Commission the executed agreements with Tennessee 
required by paragraph (B) above. 

(D) Upon satisfactory compliance with paragraph (C) above, the rates con- 
tained in Supplement No. 4 to Jones-O’Brien’s FPC Gas Rate Schedule No. 3 is 
hereby permitted to become effective on the date of issuance of this order and 
the proceeding in Docket No. G—19871 is hereby terminated. 

(E) The acceptance of this Offer of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereinafter instituted by or against Jones-O’Brien. 


*Omitted in printing. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


CENTRAL VERMONT PUBLIC SERVICE CORPORATION, VERMONT 
ELECTRIC POWER COMPANY, INC.; DOCKET NO. E-6940 


ORDER AUTHORIZING DISPOSITION, MERGER OR CONSOLIDATION, AND LEASE OF 
FACILITIES 


(Issued January 16, 1961) 


Central Vermont Public Service Corporation (Central Vermont)’ and Ver- 
mont Hlectric Power Company, Inc. (Velco),? each incorporated under the laws 
of the State of Vermont and the former company, in addition, qualified to do 
business as a foreign corporation in the States of New Hampshire and New 
York, and each having its principal place of business in Rutland, Vermont, filed 
a point application on May 19, 1960, as amended May 23, 1960, for an order, 
pursuant to Section 203 of the Federal Power Act, authorizing (1) Central 
Vermont to sell or otherwise dispose of certain of its transmission facilities to 
Velco; and (2) Velco to lease the use of a portion of the capacity of these and 
certain other facilities to Central Vermont. 

The transmission facilities proposed to be sold by Central Vermont consist 
of an approximately 33.8 mile, 115 kv transmission line between Essex and 
Middlebury, Vermont, and approximately 12.3 miles of 115 kv transmission 
line between Essex and Milton, Vermont. The facilities which Velco contem- 
plates leasing to Central Vermont under a joint-use arrangement to be ex- 
ecuted simultaneously with the trfansfer of ownership of the Milton-Middlebury 
transmission line consist of the above-described Milton-Middlebury facilities 
and Velco’s approximately 13.7 mile, 115 kv transmission line between Milton 
and St. Albans, Vermont, together with the substations at Middlebury and St. 
Albans. 

Central Vermont is the largest public utility in the State of Vermont and 
is engaged in the generation, purchase, transmission, distribution and sale 
of electric energy’ It operates about 560 pole miles of transmission line and 
four separate utility systems in Vermont, namely, the so-called Central, Ben- 
nington, St. Johnsbury and Brattleboro Systems. The northern and southern 
divisions of its Central System are joined by the Milton-Middlebury 115 kv 
line, which is the subject of the application herein. The areas served by Cen- 
tral Vermont have a population of about 219,000 and include 168 communities 
and adjacent rural areas in Vermont. 

Veleo was organized primarily to construct and operate transmission and 
associated facilities to receive and transmit 100,000 kw of power from the 
St. Lawrence River Development either directly or through the facilities of 
other utilities to various allottees of the State of Vermont, pursuant to its 
Power Transmission Contract dated June 13, 1957, with the State of Vermont. 
It operates a grid system, composed of about 185 miles of 115 kv transmission 
line and eight substations, which extends principally east and west across the 
central portion of Vermont. Velco began receiving St. Lawrence power on 
September 1, 1958, and has been utilizing the Milton-Middlebury line since 
that date without compensation to Central Vermont. 


2A holding company and an operating company. 
2A subsidiary company of Central Vermont, which owns 8644% of its stock. 
8 It also manufactures and sells gas in Rutland, Vermont. 
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According to the application, Central Vermont proposes to sell its Milton- 
Middlebury transmission facilities pursuant to the terms of a contract dated 
December 10, 1959, with Velco for a consideration equivalent to the original 
cost of the line less the amounts accrued for depreciation as of the date on 
which the conveyance is made. On that basis the purchase price would have 
been $700,741 as of April 30, 1960. 

Under the provisions of the aforesaid contract of sale Velco has covenanted 
to enter into an agreement with Central Vermont pursuant to the terms of 
which the latter company will be allowed to use jointly the Milton-Middlebury 
line and, in addition, certain facilities of Velco previously described above for 
the purpose of transmitting up to 10,000 kva of power. The exercise of this 
right by Central Vermont is subject to the condition that such must not reduce 
the “proportion required by Velco in order to transmit over said facilities the 
amount of St. Lawrence firm power required to be transmitted by the Power 
Transmission Contract between the State of Vermont and Velco dated June 13, 
1957 below sixty (60) percent of the effective capacity of the existing trans- 
mission facilities between Essex and St. Albans, or fifty (50) percent of the 
effective capacity of the existing transmission facilities between Essex and 
Middlebury.” 

Pursuant to the proposed joint-use agreement between Applicants herein, 
Velco would charge Central Vermont for its joint-use of the Middlebury-Milton- 
St. Albans transmission line and the substations at Middlebury and St. Albans 
a rental based upon a payment by Central Vermont of 40% of the annual costs 
(computed at 12%) associated with the jointly used transmission facilities 
north of Essex, and 50% of the annual costs associated with that portion of 
the facilities south of Essex. Assuming that the transfer of the Milton-Middle- 
bury line had been completed on April 30, 1960, that rental payment by Central 
Vermont would amount to $6,129 per month, or $73,548 per year. 

Under the aforesaid contract of sale dated December 10, 1959, Velco has 
agreed to pay Central Vermont for its use of the Milton-Middlebury line from 
September 1, 1958, to the date of transfer thereof a rental equivalent to the 
sum of 1% per month of 60% of the original cost less accrued depreciation as 
of September 1, 1958, of the Milton-Essex portion of the line and 1% per month 
of 50% of the original cost less such accrued depreciation of the Essex-Mid- 
dlebury segment. Central Vermont in turn will pay Velco for its use of the 
transmission line from Milton to St. Albans, together with the substations at 
Middlebury and St. Albans, during the same period an amount equal to the 
sum of 1% per month of 40% of the original cost to Velco of the Milton-St. 
Albans line and St. Albans substation, and 1% per month of 50% of the orig- 
inal cost to Velco of the Middlebury substation. For the period September 1, 
1958, to April 30, 1960, on the above-described basis the interim rental payable 
by Velco would have amounted to $3,754 per month and that payable by Central 
Vermont, to $2,811 per month. The net amount payable by Velco to Central 
Vermont thus would have been $943 per month, or $18,860 for the entire period. 

The joint application states that the facilities to be transferred are a part of 
the transmission system approved by the State of Vermont by letter dated 
August 20, 1957, pursuant to Section 1.3 of the Power Transmission Contract 
dated June 13, 1957, between Velco and the State of Vermont, and that there- 
fore these facilities are required by Velco to fulfill its obligations under the 
contract to transmit St. Lawrence power to the State of Vermont’s allottees 
of such power. The application further states that the proposed transfer of 
facilities would be advantageous to residents of the State of Vermont and to 
Central Vermont and its customers who will receive the advantages of the 
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power, and that the terms of the transfer and proposed joint-use agreement are 
consistent with the Commission’s Opinion No. 329, Central Vermont Public Serv- 
ice Corporation et al., issued October 12, 1959, in Docket No. E-6839 (22 FPC 
672). 

Written notice of the application has been given to the Vermont Public Service 
Commission and the New York Public Service Commission, and to the Governor 
of each of those States. Notice of the application was also published in the 
Federal Register on June 4, 1960 (25 F.R. 4964), stating that any person desiring 
to be heard or to make any protest with reference to said application should, on 
or before June 20, 1960, file with the Federal Power Commission, Washington 
25, D.C., petitions or protests. 

On June 20, 1960, three electric cooperatives, Halifax Electric Cooperative, 
Ine., Vermont Electric Cooperative, Inc., and Washington Electric Cooperative, 
Inc., filed a joint petition to intervene and formal protest to the application. 
However, on November 23, 1960, the three cooperatives withdrew their petition 
and protest. 


The Commission finds: 


(1) Central Vermont, a Vermont corporation, owns and operates (a) facili- 
ties, among others, for the transmission and sale at wholesale for resale of 
electric energy which is transmitted between the States of New Hampshire and 
Vermont, and is consumed outside the State in which it is generated, and (b) 
facilities for the transmission and sale at wholesale for resale of electric energy 
which is transmitted between the States of New York and Vermont, and is 
consumed outside the State in which it is generated. All of these facilities are 
in addition to and do not include facilities used for the generation of electric 
energy or facilities used in local distribution or only for the transmission of 
electric energy in intrastate commerce, or facilities for the transmission of 
electric energy consumed wholly by the transmitter. Central Vermont is, there- 
fore, a public utility within the meaning of that term as used in Section 201 of 
the Federal Power Act. 

(2) Velco, a Vermont corporation, owns and operates (a) facilities for the 
transmission and sale at wholesale for resale of electric energy which is trans- 
mitted between the States of New York and Vermont, and is consumed outside 
the State in which it is generated, and (b) facilities for the transmission of 
electric energy which is transmitted between the States of New Hampshire and 
Vermont, and is consumed outside the State in which it is generated. All of 
these facilities are in addition to and do not include facilities used for the gener- 
ation of electric energy or facilities used in local distribution or only for the 
transmission of electric energy in intrastate commerce, or facilities for the 
transmission of electric energy consumed wholly by the transmitter. Velco is, 
therefore, a public utility within the meaning of that term as used in Section 201 
of the Federal Power Act. 

(3) By its proposed sale to Veleo of the Milton-Middlebury transmission line, 
Central Vermont would dispose of a part of its facilities subject to the juris- 
diction of the Commission, having a value in excess of $50,000; and Velco would 
merge or consolidate its facilities subject to the jurisdiction of the Commission 
with a portion of those of Central Vermont, another person within the meaning 
and subject to the requirements of Section 203 of the Act. 

(4) By the proposed lease from Velco to Central Vermont of the right to use 
jointly the Middlebury-Milton-St. Albans transmission line, together with the 
substations at Middlebury and St. Albans, Velco, pursuant to the terms of the 
proposed joint-use agreement, would by lease dispose of a part of its facilities 
subject to the jurisdiction of the Commission, having a value in excess of $50,000; 
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and Central Vermont would, directly or indirectly, merge or consolidate its 
facilities subject to the jurisdiction of the Commission with a portion of the 
facilities of Velco, another person within the meaning and subject to the require 
ments of Section 208 of the Act. 

(5) The terms of the proposed sale by Central Vermont of the Milton-Middle- 
bury transmission line to Velco and of the proposed leasing by Velco to Central 
Vermont of the right to use jointly the Middlebury-Milton-St. Albans trans- 
mission line, along with the substations at Middlebury and St. Albans, are con- 
sistent with the Commission’s Opinion No. 329 and accompanying order, Central 
Vermont Public Service Corporation et al., issued October 12, 1959, in Docket 
No. E-6839 (22 FPC 672). 

(6) The proposed disposition, merger or consolidation, and lease of facilities 
for joint-use will be consistent with the public interest for the reasons set forth 
in the recital above. 

(7) Neither Central Vermont nor Velco is subject to a requirement of the 
Public Utility Holding Company Act of 1935, or of a rule, regulation, or order 
thereunder, which would exempt either of them, pursuant to Section 318 of 
the Federal Power Act, from the requirements of Section 203 thereof, with 
respect to any matter with which this order is concerned. 

The Commission orders: 


(A) The proposed disposition and sale by Central Vermont to Velco of the 
Milton-Middlebury line and the proposed lease by Velco to Central Vermont of 
the right to use jointly the Middlebury-Milton-St. Albans transmission line, 
together with the substations at Middlebury and St. Albans, all as described 
above, are hereby authorized and approved upon the terms and conditions and 
for the purposes as set forth in the joint application, subject to the provisions of 


this order. 

(B) This authorization shall expire unless the transaction herein authorized 
is consummated within 90 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuations, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission or any other regulatory 
body. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G-1657 


ORDER AMENDING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued January 16, 1961) 


On November 6, 1951, the Commission issued a certificate of public convenience 
and necessity to Texas Gas Transmission Corporation (Texas Gas) authorizing 
the construction and operation of certain facilities for and the sale of up to 
6,000 Mcf of interruptible natural gas to the Mathieson Hydrocarbon Chemical 
Corp., for the latter’s Doe Run Chemical Plant, located near Brandenburg, 
Kentucky, as requested in the application of Texas Gas in the above-entitled 
docket (10 FPC 420). 

On August 23, 1960, Texas Gas filed an application to amend the aforesaid 
certificate to permit Texas Gas to sell up to 11,000 Mcf per day, on an inter- 
ruptible basis, to Olin Mathieson Chemical Corporation, the successor corpora- 
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tion of Mathieson Hydrochemical Corporation, for use in the said Doe Run 
Plant pursuant to a letter agreement between the parties dated May 2, 1960. 

Texas Gas is informed that the additional volume of interruptible gas is 
required because of the expansion of the said Doe Run Plant and that such 
additional gas will be used for the same purposes as the presently authorized 
supply. 

No additional facilities are required by Texas Gas in order to render the pro- 
posed additional service. 


The Commission finds: 


Public convenience and necessity require and it is reasonable in the public 
interest and necessary in carrying out the provisions of the Natural Gas Act 
that the Commission’s order issued November 6, 1951 in the above-entitled 
Docket No. G-1657 be amended as hereinafter ordered. 


The Commission orders: 


(A) The order of the Commission issued November 6, 1951, be and the same 
hereby is amended to authorize Texas Gas Transmission Corporation to deliver 
up to 11,000 Mcf of natural gas per day on an interruptible basis, to Olin 
Mathieson Chemical Corporation. 

(B) In all other respects, the aforesaid order, and the terms and conditions 
thereof, shall remain in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


GULF STATES UTILITIES COMPANY, DOCKET NO. E-6967 
SUPPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK 
(Issued January 17, 1961) 


By order issued December 20, 1960 24 FPC 1103 in the above-entitled matter, 
the Commission authorized Gulf States Utilities Company (Applicant) to issue 
and sell at competitive bidding 350,000 shares of Common Stock, no par value, 
subject to the provisions, among others, set forth in Paragraph (B) of that 
order, as follows: 

(B) The proposed issuance and sale of Common Stock at competitive bidding 
shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Fed- 
eral Power Act relating to compliance with competitive bidding requirements, 
and Section 34.2(k) (4) of those Regulations relating to affiliation, and shall 
have either filed such amendments or shall have mailed them and advised the 
Commission by telephone and telegraph, as contemplated in Section 34.9 of the 
Regulations. 

(ii) The Commission, by a further order, shall have approved the price per 
share to be received by Applicant for the proposed issuance of Common Stock. 

Applicant, on January 17, 1961, filed an amendment, pursuant to the require- 
ments of the aforementioned Commission order, in which it states that it 
proposes to accept the joint bid of Merrill Lynch, Pierce, Fenner & Smith, 
Incorporated and Lehman Bros. to purchase the proposed issue of Common 
Stock for the price of $36.161 per share, as resulting in the highest price per 
share therefor. 
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The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Paragraph 
(B) of the Commission’s order issued December 20, 1961, in the above docket 
and under the bid it proposes to accept for the purchase of the 350,000 shares 
of Common Stock, the price to be received by Applicant therefor is reasonable. 

(2) The proposed issuance and sale of Common Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and con- 
sistent with the proper performance of service by Applicant as a public utility 
and which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed issue of Common 
Stock under the bid referred to above is approved as reasonable. 

(B) The proposed issuance and sale of Common Stock referred to above, 
upon the terms and conditions, and for the purposes specified in the applica- 
tion, are hereby authorized, subject only to the provisions of Paragraphs (A), 
(C), (D), and (E) of the Commission’s order issued December 20, 1960 in 
the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


KANSAS GAS AND ELECTRIC COMPANY, DOCKET NO. F-6971 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued January 17, 1961) 


By order issued January 5, 1961, p. 119, ante, in the above-entitled matter, 
the Commission authorized Kansas Gas and Electric Company (Applicant) to 
issue and sell at competitive bidding $7,000,000, principal amount of First Mort- 
gage Bonds, Series due 1991, subject to the provisions, among others, set forth 
in Paragraph (B) of that order, as follows: 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k)(3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements and 
Section 34.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegram as contemplated by Section 34.9 of the 
Regulations. 

(ii) The Commission shall have approved the price to be received by Appli- 
cant for the Bonds and the interest rate thereof, by a further order. 

Applicant, on January 17, 1961, filed an amendment, pursuant to the require- 
ments of the aforementioned Commission order, in which it states, among 
other things, that it proposes to accept, as representing the lowest annual 
cost of money to it, the bid of Halsey, Stuart & Co., Inc., to purchase the pro- 
posed issue of Bonds at the price of 100.53% of principal amount, with an 
interest rate of 454% per annum. 
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The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements concerning 
the issuance of Bonds contained in Paragraph (B) of the Commission’s order 
issued January 5, 1961, in the above docket; and under the bid it proposes to 
accept for the Bonds, the price to be received by Applicant therefor and the 
interest rate thereof are approved as reasonable. 

(2) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with the 
proper performance of service by Applicant as a public utility and which will 
not impair its ability to perform that service, and is reasonably appropriate for 
such purposes. 

The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as sup- 
plemented by the amendment referred to above, hereby are authorized, subject 
only to the provisions of Paragraph (A) insofar as they relate to the issuance 
and sale of Bonds, and of Paragraphs (C), (D) and (E) of the Commission’s 
order issued January 5, 1961, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NEW YORK STATE NATURAL GAS CORPORATION, DOCKET NO. G-1506 


ORDER AMENDING ORDER, AS AMENDED, ISSUING A CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued January 18, 1961) 


On December 5, 1960, New York State Natural Gas Corporation (Applicant) 
filed a petition to amend the Commission’s order issued January 17, 1951, 10 
FPC 681, as amended by orders issued December 8, 1953, 12 FPC 1425, and July 
22, 1954, 13 FPC 1218, In the Matter of New York State Natural Gas Corpora- 
tion, Docket No. G—1506. 

The order issued January 17, 1951, authorized Applicant to reconstruct and 
enlarge certain regulating and measuring facilities at its Gardner Connection 
in the Town of Horseheads, Chemung County, New York, and to make delivery 
and sales of natural gas by means thereof, to Crystal City Gas Company (the 
predecessor of Corning Natural Gas Corporation) for resale to the New York 
State Electric and Gas Corporation (State Electric) for distribution in the 
City of Elmira, New York. 

The order issued December 8, 1953, amended the order issued January 17, 
1951, so as to authorize Applicant to make delivery and to sell natural gas to 
Corning Natural Gas Corporation (Corning) during the winter months of 
December, 1953, and January, February and March, 1954, only, of up to 2,000 
Mcef per day in addition to the volumes theretofore authorized. 

The amending order issued July 22, 1954, authorized Applicant to sell and 
deliver natural gas in volumes up to 5,450 Mcf per day with an option to take 
up to 130 percent of 5,540 Mcf, or 7,085 Mcf per day, during December, January, 
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February and March; up to 1,750 Mcf per day during April, May, October and 
November; and up to 1,000 Mcf per day during June, July, August and 
September. 

Applicant, in the subject petition, requests that the above-mentioned volume 
limitation be lifted because Applicant has entered into a new agreement, dated 
December 1, 1960, with Corning, at Corning’s request, for purchase of natural 
gas of up to 9,100 Mcf per day during December through March; up to 2,000 
Mef per day during April, May, October and November; and up to 1,000 Mcf per 
day during June, July, August and September. Applicant further states that 
it will be able to deliver the additional volumes of gas requested by Corning 
without any additional facilities and without adversely affecting service to 
other existing customers. 


The Commission finds: 


It is necessary and appropriate to carry out the provisions of the Natural 
Gas Act, and the public convenience and necessity require that the Commis- 
sion’s order issued January 17, 1951, as amended by the orders issued December 8, 
1953 and July 22, 1954, In the Matter of New York State Natural Gas Corporation, 
Docket No. G—1506, be further amended as hereinafter ordered. 


The Commission orders: 


The Commission’s order issued January 17, 1951, as amended by the orders 
issued December 8, 1953 and July 22, 1954, In the Matter of New York State 
Natural Gas Corporation, Docket No. G—1506, is hereby amended so as to 
eliminate the volumetric limitation placed upon the sale of natural gas by New 
York State Natural Gas Corporation to Corning Natural Gas Corporation. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HUMBLE OIL & REFINING COMPANY, DOCKET NOS, RI61-132, RI61-340; 
PHILLIPS PETROLEUM COMPANY (OPERATOR), ET AL., DOCKET 
NO. RI61-134; PAN AMERICAN PETROLEUM CORPORATION (OPERA- 
TOR), ET AL., DOCKET NOS. RI61-137, RI61-341; TIDEWATER OIL COM- 
PANY, DOCKET NO. RI61-158 


ORDER SEVERING PROCEEDINGS, CONSOLIDATING PROCEEDINGS, AND GRANTING MOTION 
FOR HEARING 


(Issued January 19, 1961) 


On December 2, 1960, the United Gas Improvement Company (UGI) filed 
a motion requesting an immediate hearing concerning the proposed increased 
rates of 24.659 cents per Mcf contained in Supplement No. 11 to Humble Oil 
& Refining Company (Humble) FPC Gas Rate Schedule No. 23, Supplement 
No. 12 to Phillips Petroleum Company (Operator), et al. (Phillips) FPC Gas 
Rate Schedule No. 273, Supplement No. 4 to Pan American Petroleum Corpora- 
tion (Operator), et al. (Pan American) FPC Gas Rate Schedule No. 219, and 
Supplement No. 13 to Tidewater Oil Company (Tidewater) FPC Gas Rate 
Schedule No. 26. These supplements concern jurisdictional sales of gas from 
the Erath Fields, Vermilion Parish, Southern Louisiana to United Fuel Gas 
Company (United). 
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In support of its motion UGI alleges that 24.659 cents per Mcf is, with one 
exception,’ the highest rate ever filed for jurisdictional sales from Southern 
Louisiana. UGI further states that, because of redetermination and favored- 
nation price provisions in gas purchase contracts in the area, the rate increases 
will increase the price level of “old” gas and will increase the pressure for 
higher initial prices for new gas supplies. UGI requests separate hearings on 
the proposed increases. On December 8 and 14, 1960, Humble and Tidewater 
filed answers to UGI’s motion stating that a hearing could not be concluded 
soon enough to prevent the effectiveness and impact of the increased rates and 
that no particular impact has been shown by UGI. Humble also states that it 
cannot quickly complete its preparation for a hearing. 

According to our files it appears that at current volumes of production, the 
proposed increases over rates in effect subject to refund would cost United about 
$273,000 annually. It also appears that the consequent activation of favored- 
nation clauses may result in an annual increase in charges to United totalling 
over $4,000,000 at current volumes of production. There should further be 
considered the potential impact of the proposed prices on price redetermina- 
tions throughout Southern Louisiana and, consequently, on favored-nation 
clauses affecting several pipelines there. 

The above-designated proceedings commenced when, by orders issued Oc- 
tober 17 and 19, 1960, the Commission found that it was necessary and proper 
in the public interest to hold hearings concerning the lawfulness of these 
proposed changes in rates and charges, ordered hearings to be held, suspended 
the filings involved, and deferred the use thereof until April 1, 1961. 

Section 4(e) of the Natural Gas Act requires that the question of the 
justness and reasonableness of the increased rate or charge should be decided 
as speedily as possible. This section further provides that the proposed 
changes shall go into effect on motion of the natural gas company, if the 
proceeding has not been concluded and an order made at the expiration of the 
suspension period. 

Because of this prescription of the Natural Gas Act, it appears that if the 
lewfulness of the increased rates in question herein is to be decided, before 
the increased rates could become effective subject to refund (April 1, 1961), 
that a hearing must be held forthwith.2 We regret that this action is neces- 
sary as it will inevitably delay, to some extent, our completing a hearing 
concerning all jurisdictional prices in this area in accordance with our State- 
ment of General Policy No. 61-1. In this respect the action we are here taking 
is a step backward. However, we are of the opinion that UGI’s motions for 
an immediate hearing of the increased rates in question herein should be 
granted. It is appropriate for this purpose to sever the part of the proceeding 
in Docket No. RI61-132 concerning Humble’s FPC Gas Rate Schedule No. 23 
and designate it as a separate proceeding and to sever the part of the pro- 
ceeding in Docket No. RI61-137 concerning Pan American’s FPC Gas Rate 
Schedule No. 219 and designate it as a separate proceeding. It further appears 


expeditious that a consolidated hearing be held concerning all four proposed 
increased rates. 


1See Union Producing Company, Docket No. RI60-435, issued October 7, 1960, 24 
FPC 841, where a higher rate proposal was disallowed. 

2 See Union Producing Company, Docket No. RI60-435 (Orders issued June 24, August 
4, and October 7, 1960) where we ordered a prompt hearing on a high increased rate, 
providing for the early submission of prepared testimony by the rate proponent. 
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The Commission finds: 


(1) The parts of the proceedings in Docket Nos. RI61-132 and RI61-137 
concerning proposals for rates of 24.659 cents should be severed from the rest 
of those proceedings and should be redesignated as separate proceedings. 

(2) It is necessary and proper in the public interest and to aid in the en- 
forcement of the provisions of the Natural Gas Act that the Commission grant 
United Gas Improvement’s motion for an immediate hearing concerning the said 
proposed increased rates, that the proceedings involved be consolidated for 
purposes of the hearing, and that appropriate hearing procedures be prescribed. 
The Commission orders: 


(A) The part of the proceeding in Docket No. RI61-—132 concerning Humble’s 
FPC Gas Rate Schedule No. 23 is severed from the rest of that proceeding and 
is hereby redesignated as Humble Oil and Refining Company, Docket No. RI61- 
340; the part of the proceeding in Docket No. RI61-137 concerning Pan 
American’s FPC Gas Rate Schedule No. 219 is severed from the rest of that 
proceeding and is redesignated as Pan American Petroleum Corporation 
(Operator), et al., Docket No. RI61-341. 

(B) Pursuant to the authority of the Natural Gas Act, particularly Sections 
4 and 15 thereof, the Commission’s Rules of Practice and Procedure and the 
Regulations under the Natural Gas Act [18 CFR, Chapter I], a public con- 
solidated hearing shall be held involving the proceedings in Docket Nos. RI61- 
134, RI6G1-158, R1I61-340, and RI61-341; the consolidated hearing shall be held 
on February 20, 1961, at 10:00 a.m. (EST), in a Hearing Room of the Federal 
Power Commission, 441 G Street NW., Washington, D.C. 

(C) Previous to the hearing, on or before February 8, 1961, the Respondents 
shall serve upon all parties to the respective proceedings their direct evidence 


in support of their proposed increased rates and charges of 24.659 cents per 
Mcf of gas for the subject sales; at the beginning of the hearing the witnesses 
for the Respondents shall adopt their testimony and shall be cross-examined ; 
the Presiding Examiner shall prescribe other fair and expeditious procedures. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-2217 AND G-—2505 
ORDER GRANTING MOTIONS TO DISCHARGE FROM REFUND OBLIGATIONS 
(Issued January 19, 1961) 


On November 29, 1960, Northern Natural Gas Company (Northern) filed with 
the Commission two motions to discharge it from certain of its remaining refund 
obligations under three rate settlement orders heretofore issued by the Com- 
mission in the above-listed dockets. The orders were issued January 28, 1954, 
in Docket No. G-2217 (13 FPC 773), and July 26, 1956, and May 31, 1957, in 
Docket No. G-2505 (16 FPC, 803 and 17 FPC 770 respectively), and were subse- 
quently modified by an order issued December 28, 1960, in the said dockets. 
The three orders in question were predicated, in part, on certain gas purchase 
costs of Northern, calculated in part on the basis of producer minimum prices 
fixed by the State Corporation Commission of Kansas and the Corporation Com- 
mission of Oklahoma. In approving these earlier settlements, however, our 
orders provided in effect that in the event subsequent action by this Commission 
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or the courts resulted in refunds to Northern of any portion of the money paid 
by Northern to its suppliers under existing contracts, or because of orders of 
the State Corporation Commission of Kansas and the Corporation Commission 
of Oklahoma, such refunds accruing to Northern should be distributed among 
Northern’s utility customers. 

Early in 1959 the Supreme Court of the United States declared invalid the 
Kansas and Oklahoma minimum price orders in question* and Northern has 
attempted to procure from Wallace Gilroy, H. M. Gillespie, John R. LeBosquet, 
Courtney P. Davis and Marcelette Davis, William S. Milliner and Robert B. 
Dockum, several of producer suppliers, payments for gas made by Northern in 
reliance on the Kansas minimum price orders. Northern states in the motions 
filed herein on November 29, 1960, that from January 1, 1954, to February 1, 
1958, Northern’s cost of gas purchased from the above-mentioned producers, 
based on the Kansas minimum price orders, exceeded the cost of such gas as 
calculated under the prices set out in Northern’s contracts with such suppliers. 
Northern states that it has instituted litigation against Wallace Gilroy in the 
District Court of the United States for the Southern District of Florida and that 
it has made demands on each of the other producers named herein for the 
recovery of the excess amounts paid to such suppliers as a result of the invalida- 
tion of the Kansas minimum price order. 

Northern states that each of the suppliers in order to dispose of the claims 
of Northern have offered proposed settlement agreements to cover overpayments 
made by Northern for gas purchases as a result of the invalidation of the 
Kansas minimum price order. Each of the hereinabove named suppliers have 
agreed to refund to Northern 70% of Northern’s claims for the period January 
1, 1954 to August 27, 1957, (covered by Docket Nos. G-2217 and G—2505) and 
100% of Northern’s claims for the period August 27, 1957, to February 1, 1958 
(covered by Docket No. G—12153). Set-forth hereinbelow is a schedule which 
shows: the amount of overpayment during the periods January 1, 1954 to 
February 1, 1958, the settlement agreement refunds for the periods January 1, 
1954 to August 27, 1957; August 27, 1957 to February 1, 1958; the total refunds 
for the period January 1, 1954, to February 1, 1958, and the percentage that the 
total agreed-upon refund is of the overpayment. 

In its motions Northern requests that on distribution by it of the proper amount 
of refund to its utility customers in the proportions and to the parties as here- 
tofore provided by the Commission in its orders in these dockets, the company 
be discharged from its remaining obligations under the settlement orders re- 
ferred to hereinabove, insofar as those obligations are predicated on an adjust- 
ment in Northern’s gas purchase costs from the hereinabove suppliers during 
the period January 1, 1954, to August 27, 1957. 

In support of its motions, Northern takes the position that the offers of 
settlement are reasonable and that it is in the public interest and in the interest 
of the parties involved in the certain settlements, namely, the suppliers concerned 
herein, Northern and Northern’s utility customers, that the controversies be- 
tween Northern and such suppliers be disposed of without the time and expense 
required by extensive litigation of the issues involved; and that such proposed 
settlements are satisfactory to all parties affected thereby. 

Although the Commission’s prior settlement orders referred to above con- 
templates that money collected from Northern by its suppliers because of state 


1 Cities Service Gas Company v. State Corporation Commission of Kansas, 355 U.S. 391; 


Michigan-Wisconsin Pipeline Company v. Corporation Commission of Oklahoma, 355 U.S. 
425. 
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minimum price orders and refunded to Northern should in turn be refunded by 
Northern to its utility customers, those orders did not require Northern to 
institute suit for recovery of such amounts or submit for our approval any 
settlement negotiated with respect to such claims. However, it is appropriate 
and proper that in passing on Northern’s motions to discharge it from the 
refund obligations of those orders, we consider the terms of the proposed settle- 
ments between Northern and Wallace Gilroy, H. M. Gillespie, John R. LeBosquet, 
Courtney B. Davis and Marcelette G. Davis, William S. Milliner and Robert 
B. Dockum, which would determine how much money is to be refunded. 


Northern Natural Gas Company Overpayments and Settlement Agreement Refunds 


Refund agreed to in settlement 
Overpay- agreement Percent 
ment Jan. total agreed 
Supplier 1, 1954, to upon refund 
Feb. ’1, |Jan. 1, 1954|Ang.27,1957| Total | is of over- 
1958 to Aug. 27,| to Feb. 1, both payment! 
1957 1958 periods 


Wallace Gilroy : 5 $12, 417 $15, 644 
H. M. Gillespie; John R. LeBosquet: 

Courtney B. Davis and Marcelette G. 

Davis; William 8. Milliner; Robert B. 

Dockum 2 185, 275 114, 736 136, 102 





206, 241 +127, 183 | 424,593 | 251,746 


ee percentages are those stated in the settlement agreements. Actual percentages are slightly 
different. 


2 Northern did not itemize the amount of overpayment or the settlement amount agreed to by these 
suppliers. 


3 To be refunded to Northern’s customers in Docket Nos. G-2217 and G-2505. 
4 To be disposed of in Docket No. G-12153, a current rate proceeding. 


In our judgment, in view of all the circumstances of this case, the grant of 
Northern’s motions herein to be discharged from its refund obligations is 
reasonable, proper, and in the public interest. The terms of the certain settle- 
ments are favorable to Northern and its utility customers and the amounts 
involved are relatively small. There is substantial unanimity in favor of the 
settlement by the parties affected thereby, including Northern's utility customers. 
However, Northern’s discharge from its refund obligations should not be effective 
until the certain settlements are concluded and the money distributed in accord- 
ance with our orders in the above dockets. 


The Commission orders: 


Northern is hereby discharged from its remaining obligations under the 
orders issued by the Commission on January 28, 1954, in Docket No. G—2217 
(13 FPC 773), and on July 26, 1956, and May 31, 1957, in Docket No. G—2505 
(16 FPC 803 and 17 FPC 770 respectively), as modified by order issued Decem- 
ber 28, 1960, insofar as those obligations are predicated on an adjustment in 
Northern’s gas purchase costs from Wallace Gilroy, H. M. Gillespie, John R. 
LeBosquet, Courtney B. Davis and Marcelette G. Davis, William 8S. Milliner 
and Robert B. Dockum, and during the period January 1, 1954 to August 27, 
1957, such discharge to be efiective upon the distribution by Northern of the 
proper amount of refund in the proportions and to the parties as heretofore 


provided in Commission orders in these dockets and satisfactory to the 
Commission. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TRUNKLINE GAS COMPANY, DOCKET NO. CP60-22; TRUNKLINE GAS 
COMPANY, DOCKET NO. CP60-61; MISSISSIPPI RIVER TRANSMISSION 
CORPORATION, DOCKET NO. CP60-95; RICHARDSON & BASS (OPERA- 
TOR), DOCKET NO. CI60-209; THE CALIFORNIA COMPANY, DOCKET 
NO. CI60-215; HUMBLE OIL & REFINING COMPANY, DOCKET NO. 
C1I60-259; RICHARDSON & BASS (OPERATOR), DOCKET NO. CI60—-291 


ORDER DENYING MOTION TO MODIFY CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued January 19, 1961) 


On December 9, 1960, Mississippi River Transmission Corporation (Trans- 
mission) filed a motion requesting, among other things, that we modify sub- 
paragraph (i) of paragraph (E) of the order accompanying Opinion No. 339, 
issued herein on November 29, 1960, 24 FPC 1020, relating to the pipeline portion 
of the company’s project as initially proposed, to provide that the new tariff 
and service agreements thereby required to be filed shall reflect estimates for 
Transmission’s first-year operations, rather than third-year operations as 
presently provided. 

Because of the desirability of prompt action to save substantial construction 
costs, we have by separate order issued herein on December 14, 1960, acted on 
one of the requests in Transmission’s motion, that it be permitted to accept 
only in part the certificate issued in Opinion No. 339 and accompanying order. 
We deferred decision on the company’s other request, which is now before us 
for decision. 

In support of its present request for modification of Opinion No. 339 as set 
forth above, Transmission contends that heretofore, in cases where the Com- 
mission has required that initial rates be based upon estimates of third-year 
operations, we have been dealing with projects where sales were subject to 
growth within the limits of the facilities certificated and without the necessity 
of further certification by the Commission to permit an increase in such sales. 
In this case, says Transmission, its certificate authority limits it to a maximum 
of 50.000 Mcf per day and no increase in sales can be made without further 
Commission authority. Furthermore, says Transmission, any estimates for 
third-year operations could not differ in any material respects from those now 
in the record pertaining to first-year operations, absent further Commission 
authorization for additional operations and sales.’ And in the event of such 
further authorization, the company argues, the Commission could review its 
rates on the basis of experience under then-existing rates. 

In our view, the reasons set forth by Transmission to justify its request should 
not be adopted by the Commission, and accordingly the company’s request 
should be denied. It appears that, contrary to the company’s arguments, in 
view of the non-utilized capacity the pipeline will possess and the size of the 
markets it will serve, there is in fact a strong likelihood of increased sales in 
the third year of operations. In any event, if the company’s argument that 
first and third-year operations will not differ materially is correct, it makes 
no difference whether first or third-year data are relied on, so that we can 
perceive no justification for changing to first-year. As a general practice we 


1 Estimated annual sales are 13,687,000 Mcf for each of the first three years of 
operation. 
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have required a showing of third-year operations and rates to justify the 
certification of a pipeline project. And as a matter of sound policy, it is desira- 
ble in the interest of consistency, equality of treatment, and effective regulation, 
to adhere to the practices and principles which have been tested by experience 
and consistently followed, unless strong reasons exist which justify departing 
from them. No such reasons appear in this case. 


The Commission orders: 


Mississippi River Transmission Corporation’s request for modification of 
Opinion No. 339 and accompanying order, contained in its motion filed herein 
on December 9, 1960, is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ARKANSAS LOUISIANA GAS COMPANY, DOCKET NO. CP61-78 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 23, 1961) 


On September 20, 1960, as supplemented on November 4, 1960, Arkansas 
Louisiana Gas Company (Applicant), Slattery Building, Shreveport, Louisiana, 
filed in Docket No. CP61-78 an application pursuant to Section 7(c) of the 
Natural Gas Act for a certificate of public convenience and necessity author- 
izing the construction and operation of field facilities to enable Applicant to take 
into its certificated transmission pipeline system natural gas which will be 
purchased from producers thereof from time to time during the calendar year 
1961 in the general area of Applicant’s existing transmission system at a total 
cost not to exceed $6,918,500, with no single project to exceed a cost of $500,000, 
all as more fully set forth in the application and supplement. 

The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its existing 
pipeline system new supplies of natural gas in various producing areas generally 
coextensive with said system. 

Applicant proposes to finance the cost of the subject facilities from funds on 
hand, from cash generated by operations and from internal sources. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 12, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Arkansas Louisiana Gas Company, a Delaware corporation 
having its principal place of business in Shreveport, Louisiana, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of January 26, 1943, in Docket No. G—252 (3 FPC 
910). 

(2) The facilities hereinbefore described, as mora fully described in the 
application and supplement herein, are proposed to be used in the transportation 
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of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, as integral parts of Applicant’s existing pipeline system, and the con- 
struction and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is-able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1961 as proposed by Applicant are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects that have been constructed pursuant to the authorization granted here- 
under, (d) the location of said project or projects, (e) the costs of the facilities 
so constructed, and (f) the names of the independent producers involved, to- 
gether with the respective dates of the gas sales contracts and the docket 
numbers of the related producer certificate applications. 

(6) The authorization granted herein should be limited to construction dur- 
ing the calendar year 1961, and the total expenditures for facilities to be 
constructed hereunder should be limited to $6,918,500, with no single project 
to exceed a cost of $500,000. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Arkansas Louisinia Gas Company to construct and 
operate the proposed facilities to take natural gas from producers thereof dur- 
ing the calendar year 1961, all as more fully described in the application and 
supplement in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate issued in paragraph (A) above and to the exercise 
of the rights granted thereunder. 

(C) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects that have been 
constructed pursuant to the authorization granted in paragraph (A) above, 
(d) the location of said project or projects, (e) the costs of the facilities so 
constructed, and (f) the names of the independent producers involved, together 
with the respective dates of the gas sales contracts and the docket numbers of 
the related producer certificate applications. 

(D) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed hereunder are hereby limited to $6,918,500 with no 
single project to exceed a cost of $500,000. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-127 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued January 23, 1961) 


On October 27, 1960, El Paso Natural Gas Company, P.O. Box 1492, El Paso, 
Texas, Applicant, filed in Docket No. CP61-127 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction, during the calendar year 1961, and 
operation of small scale routine budget-type facilities to enable Applicant to 
sell and deliver natural gas to existing jurisdictional customers on a short-term 
project basis for resale for use in drilling oil or gas wells, all as more fully set 
forth in the application. 

The proposed facilities consist of : 

(1) Main line or field system tap facilities, together with the standard ap- 
purtenances necessary for the operation of same, to be installed at not to exceed 
25 separate locations, at an estimated cost of $350.00 per tap, or a total maxi- 
mum of not to exceed $8,750 for 25 taps; and 

(2) Portable measuring and regulating facilities, together with the standard 
appurtenances necessary for the operation of same, to be installed at not to 
exceed a total of 25 main line or field system tap locations, at an estimated cost 
of $1,200 per station, or a total maximum of not to exceed $30,000 for 25 stations. 

Applicant proposes to render resale drilling gas service for not to exceed 25 
drilling projects which would require from 200 Mcf per day to 3,000 Mcf per day 
per well for a period ranging from 30 to 90 days which is stated to be the normal 
duration of drilling operations per well. 

No increase in main line capacity is proposed by Applicant, and all sales and 
deliveries would be made under rates on file with the Commission. 

The purpose of this budget-type application is to avoid the time required for 
the filing, processing and authorizing cf separate specific projects as each might 
come up, and to eliminate the need for abandonment applications at the end of 
each such proposed sale. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 11, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, a Delaware corporation having 
its principal place of business in El Paso, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of October 29, 1942, in Docket Nos. G—242 and G-—257 (3 FPC 
851). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Applicant are sub- 
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ject to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services and to conform to the provisions of the Natural Gas Act and the re- 
quirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities and the sale of natural 
gas as proposed by Applicant are required by the public convenience and neces- 
sity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(5) It is appropriate and necessary in carrying out the provisions of the 
Natural Gas Act and the Commission’s Regulations thereunder that Applicant 
should submit, on or before March 1, 1962, a report under oath giving all perti- 
nent details of the construction performed under the certificate hereinafter 
granted to Applicant, including, by customers, a description of the respective 
projects, the facilities installed, the actual final cost of each project, the volumes 
of gas delivered to each customer, the revenues received from each customer 
and the dates of commencement and termination of service to each customer. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate hereinafter granted to Applicant and 
to the exercise of the rights granted thereunder. 

(7) The authorization hereinafter granted to Applicant should be limited to 
construction during the calendar year 1961, with said construction limited to 
a maximum of 25 taps not to exceed a total cost of $8,750 and a maximum of 
25 meter stations not to exceed a cost of $30,000, or a total maximum aggregate 
cost of $38,750 for the 25 drilling projects, as proposed by Applicant. Deliveries 
of natural gas hereunder should be limited to a maximum of 3,000 Mcf per day 
for each delivery, as proposed, to customers whom Applicant has been authorized 
in other proceedings to serve. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing El Paso Natural Gas Company to construct and 
operate the proposed facilities and to sell natural gas, as hereinbefore described 
and as more fully described in the application in this proceeding, upon the terms 
and conditions of this order. 

(B) Applicant shall submit, on or before March 1, 1962, a report under oath 
giving all pertinent details of the construction performed pursuant to the au- 
thorization granted in paragraph (A) above, including, by customers, a descrip- 
tion of the respective projects, the facilities installed, the actual final cost of 
each project, the volumes of gas delivered to each customer, the revenues re- 
ceived from each customer, and the dates of commencement and termination of 
Service to each customer. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) aljove is hereby limited 
to construction during the calendar year 1961, and said construction is hereby 
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limited to a maximum of 25 taps not to exceed a total cost of $8,750 and a maxi- 
mum of 25 meter stations not to exceed a total cost of $30,000, or a total maxi- 
mum aggregate cost of $38,750 for the 25 drilling projects, as proposed by 
Applicant. Deliveries of natural gas hereunder are hereby limited to a maximum 
of 3,000 Mcf per day for each delivery, as proposed, to customers whom Applicant 
has been authorized in other proceedings to serve. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP61-116 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued January 23, 1961) 


United Gas Pipe Line Company (Applicant), a Delaware corporation with a 
principal office in Shreveport, Louisiana, filed an application pursuant to Section 
7 of the Natural Gas Act in Docket No. CP61-116 on October 13, 1960, for a 
certificate of public convenience and necessity authorizing Applicant to sell 
natural gas to Mississippi Gas Corporation (Mississippi) for resale in the com- 
munities of Bogue Chitto and Norfield, Lincoln County, Mississippi, and environs, 
and also to construct and operate 0.0076 miles of 2-inch pipeline lateral, a tap 
and meter station and the related appurtenances to render the proposed service. 

The lateral will take off from a point near Milepost 63 on Applicant’s 6-inch 
Jackson-Magnolia transmission line and extend westward to connect with the 
proposed facilities of Mississippi Gas Corporation. 

The latter would be a new customer of United. 

Mississippi proposes to construct and operate the necessary connection with 
United’s proposed facilities and the distribution facilities in the area to be 
served. Such facilities will consist of 1.6 miles of transmission main, connecting 
United’s lateral with the proposed distribution systems to be constructed by 
Mississippi in the area. 

The Board of Supervisors of Lincoln County, Mississippi, on March 11, 1960, 
and the Public Service Commission of the State of Mississippi on September 6, 
1960, respectively, granted Mississippi Gas Corporation a franchise, and certifi- 
cate authorization to serve and distribute natural gas in the towns of Bogue 
Chitto and Norfield, and environs. The area has no gas service at present. 

The estimated peak day and annual requirements in Mcf at 14.73 psia are as 
follows: 

Peak day Annual 
12, 285 
13, 478 
14, 270 


The total cost of Mississippi’s project, including contingencies, is estimated at 
$55,000, which it proposes to finance by a 6 percent mortgage loan, payable from 
excess revenues of the system over the cost of its operation. 

Applicant’s proposed facilities are estimated to cost $5,813 which cost is to be 
defrayed from its current working funds. 

The volume of gas required for this new service will not have any appreciable 
effect on Applicant’s overall gas supply or the service rendered to its existing 
customers. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 12, 1961, respecting the matters involved in, and the issues presented by, 
the application filed herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, a Delaware corporation, having its principal place of business 
in Shreveport, Louisiana, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated as hereinbefore 
described are to be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission, and the construc- 
tion and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules, and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(1), (ce) (3), (ce) (4), and (e) of 
Section 157.20 of the Commission’s General Rules and Regulations, including the 
Rules of Practice and Procedure, should attach to the issuance of the certificate 
referred to in paragraph (3) above, and to the exercise of the rights granted 
thereunder, and that the time within which construction of facilities authorized 
by this order should be completed and said facilities should be placed in actual 
operation should be fixed at 12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record, and, not having 
been denied by the Commission, is granted pursuant to Section 1.30(c) (1) of said 
Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Applicant to construct and operate the natural gas facilities 
as hereinbefore described, all as more fully described in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (ce) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s General 
Rules and Regulations, including Rules of Practice and Procedure, shall attach 
to the issuance of the certificate granted in paragraph (A) hereof, and to the 
exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at 12 months from the 
date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


COLORADO-WYOMING GAS COMPANY, DOCKET NO. CP61-42 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 24, 1961) 


Colorado-Wyoming Gas Company (Applicant), a Delaware corporation with 
a principal office in Denver, Colorado, filed an application in Docket No. CP61—42 
on August 12, 1960, and a supplement thereto on October 14, 1960, pursuant to 
Section 7 of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the Applicant to sell natural gas to Public Service Company 
of Colorado (Public Service), an existing customer, for distribution in the Town 
of Niwot, Colorado, and also to construct and operate 10,560 feet of 4-inch trans- 
mission lateral and one meter station at the terminal of the lateral (the city 
gate) at the estimated total cost of $31,500, to render the proposed service. The 
lateral would extend from Applicant’s main line between Boulder and Longmont 
to Niwot and service would be rendered to the distributor at the city gate. 

The record shows that Public Service proposes to construct and operate the 
necessary connection with Colorado-Wyoming’s proposed meter station and 
the distribution facilities in the Town of Niwot. Such facilities will consist of 
a regulator station, distribution mains, service lines and meter installation cost- 
ing about $94,600 in 1961 and increasing gradually to $227,200 in 1965. 

Applicant states the estimated maximum day and annual requirements of 
Public Service in Mcf at 14.73 psia are as follows: 


Mazimum day Annual 
FN cchninncncngignigmahaiaiiniegbbiinbnda dis tegbbasamibas 127 12, 750 
sie caaiciatiincbb ih tami cet ahaa ake 255 58, 600 
Ea aca as 523 135, 900 
i iit it ci i te ia i a 993 187, 100 
ae rac La 1, 260 389, 400 


The volume of gas required for this new service will not have any appreciable 
effect on Applicant’s over-all gas supply or the service rendered to its existing 
customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 10, 1961, respecting the matters involved in, and the issues presented 
by the application filed herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and the Com- 
mission render a decision herein pursuant to Section 1.30(c)(1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, a Delaware corporation, having its principal place of business 
in Denver, Colorado, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated as hereinbefore 
described are to be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission and the con- 
struction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 
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(3) The construction and operation of the facilities and the service proposed 
by Applicant are required by the public convenience and necessity, and a certifi- 
cate therefor should be issued. 

(4) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act, 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (¢c)(1), (c) (3), (ce) (4) and (e) 
of Section 157.20 of the Commission’s General Rules and Regulations, including 
the Rules of Practice and Procedure, should attach to the issuance of the 
certificate referred to in paragraph (3) above, and to the exercise of the rights 
granted thereunder, and that the time within which construction of facilities 
authorized by this order should be completed and said facilities be placed in 
actual operation should be fixed at 12 months from the date on which this 
order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record and, not 
having been denied by the Commission, is granted pursuant to Section 1.30(c) (1) 
of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Applicant to construct and operate the natural gas facil- 
ities as hereinbefore described, all as more fully described in the application 
in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (1), (e) (8), (ec) (4) and (e) of Section 157.20 of the Comission’s General 
Rules and Regulations, including Rules of Practice and Procedure, shall attach 
to the issuance of the certificate granted in paragraph (A) hereof, and to the 
exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at 12 months from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. CP61-55 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 24, 1961) 


Natural Gas Pipeline Company of America (Applicant), a Delaware corpora- 
tion with a principal office at 122 South Michigan Avenue, Chicago, Illinois, 
filed an application on August 23, 1960, and a supplement thereto on Septem- 
ber 30, 1960, pursuant to Section 7 of the Natural Gas Act, for a certificate of 
public convenience and necessity authorizing Applicant to construct and operate: 

(1) A tap on its existing 24-inch transmission pipeline, and approximately 
100 feet of 2-inch lateral from this tap to the facilities of the city of Nebraska 
City, Nebraska (Nebraska City). 
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(2) A meter and regulator station at the terminus of Applicant’s proposed 
lateral. 

Applicant proposes to sell and deliver natural gas to the city of Nebraska 
City for resale and distribution in the village of Unadilla, Nebraska. Appli- 
cant states Nebraska City has secured the necessary franchise and will con- 
struct and operate the necessary distribution system in the town and about 
2,300 feet of pipeline connecting to Natural’s pipeline. Nebraska City is an 
existing customer of Applicant in this area. 

Nebraska City estimates Unadilla’s gas requirements to be as follows: 


| Volumes in Mef 


| Ist year 2d year 3d year 


Pe PORE icin cUdddndcnasabndnncitenbdddanttbucesned 9, 120 10, 640 11, 400 
Peak day requirements | 90 105 107.5 


The proposed delivery and sale of the gas will be made as part of the existing 
contract quantity of Nebraska City. 

The estimated cost of Nebraska City’s proposed project is $25,202, inclusive 
of a proposed $5,000 contribution to Applicant, all of which is proposed to be 
defrayed from bond surplus funds presently on hand. 

Applicant estimates the cost of its proposed facilties at $8,630 which will be 
paid out of funds on hand. Natural proposed to have Nebraska City reimburse 
it for $5,000 of this cost. 

Temporary authority was issued to Natural on November 8, 1960, on the con- 
dition that Natural pay the entire cost of its proposed facilities with no contribu- 
tion by Nebraska City, pursuant to the terms of Natural’s FPC Gas Tariff. On 
November 14, 1960, Natural filed a notice accepting the temporary authority 
with this condition and stating it will accept a permanent certificate with the 
same condition. 

No question of gas supply is involved in this case. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 10, 1961, respecting the matters involved in and the issues presented by 
the application. No objection or protest to the granting of the application has 
been received. Staff counsel moved orally at the hearing that the intermediate 
decision procedure be omitted and the Commission render a decision herein 
pursuant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant, a Delaware corporation with a principal office in Chicago, Illi- 
nois, is engaged in the transportation of natural gas in interstate commerce and 
the sale of natural gas in interstate commerce for resale for ultimate public 
consumption subject to the jurisdiction of the Commission, and is, therefore, 
a “natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission. 

(2) The facilities as hereinbefore described and as more fully described 
in the application are to be used for the transportation and sale of natural 
gas in interstate commerce as an integral part of Applicant’s existing natural 
gas pipeline system, and are subject, therefore, to the jurisdiction of the Com- 
mission and the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 
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(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation by Applicant of the facilities 
hereinbefore described, as more fully described in the application, are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(1), (c) (3), (ce) (4), and (e) of 
Section 157.20 of the Commission’s Rules of Practice and Procedure should 
attach to the certificate hereinafter issued by paragraph (A) hereof, and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of facilities authorized by this order shall be completed and in 
actual operation should be fixed at six months from the date on which this 
order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record and, not having 
been denied by the Commission, is granted pursuant to Section 1.30(c) (1) of 
said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, and as more fully described in the application, for the 
transportation and sale of natural gas in interstate commerce as therein set 
forth, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (1), 
(c) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations shall attach to the issuance of the certificate granted in 
paragraph (A) hereof, and to the exercise of the rights thereunder. 

(C) The construction of the natural gas facilities herein authorized shall 
be completed and such facilities shall be placed in actual operation by Applicant 
within 6 months from the date of issuance of this order. 

(D) The certificate issued herein is conditioned on Natural paying the entire 
cost of its proposed facilities without any contribution by Nebraska City. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


OTTER TAIL POWER COMPANY, DOCKET NO. E-6972 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued January 24, 1961) 


By order issued January 12, 1961, p. 140, ante, in the above-entitled matter, 
the Commission authorized Otter Tail Power Company (Applicant) to issue 
and sell at competitive bidding $7,000,000, principal amount of First Mortgage 
Bonds, Series due 1991, subject to the provisions, among others, set forth in 
Paragraph (B) of that order, as follows: 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 
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(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k)(3) of the Commission’s Regulations under the Fed- 
eral Power Act relating to compliance with competitive bidding requirements 
and Section 34.2(k) (4) of those Regulations relating to affiliation, and shall 
have either filed such amendments or shall have mailed them and advised the 
Commission by telephone and telegram as contemplated by Section 34.9 of the 
Regulations. 

(ii) The Commission, by further order, shall have approved the price to be 
received by Applicant for the Bonds and the interest rate thereof. 

Applicant, on January 24, 1961, filed an amendment, pursuant to the require- 
ments of the afore-mentioned Commission order, in which it states, among 
other things, that it proposes to accept, as representing the lowest annual cost 
of money to it, the bid of Halsey, Stuart & Co., Inc., to purchase the proposed 
issue of Bonds at the price of 100.20% of principal amount, with an interest 
rate of 4%4% per annum. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements concerning 
the issuance of Bonds contained in Paragraph (B) of the Commission’s order 
issued January 12, 1961, in the above docket; and under the bid it proposes to 
accept for the Bonds, the price to be received by Applicant therefor and the 
interest rate thereof are approved as reasonable. 

(2) The proposed issuance and sale of Bonds, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as 
supplemented by the amendment referred to above, hereby are authorized, sub- 
ject only to the provisions of Paragraph (A) insofar as they relate to the 
issuance and sale of Bonds, and of Paragraphs (C), (D) and (E) of the 
Commission’s order issued January 12, 1961, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PLATEAU NATURAL GAS COMPANY, DOCKET NO. CP60-127 
ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE OF NATURAL GAS 
(Issued January 24, 1961) 


Plateau Natural Gas Company (Applicant), 1605 South Tejon Street, Colorado 
Springs, Colorado, filed an application on June 22, 1960, as supplemented on 
September 8, October 24, and November 23, 1960, pursuant to Section 7(a) of 
the Natural Gas Act, for an order directing Colorado Interstate Gas Company 
(Colorado) to connect its transportation facilities with facilities to be con- 
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structed by Applicant and to sell and deliver natural gas to Applicant for resale 
in an area embracing the town of Monument and Palmer Lake, Colorado, as 
hereinafter described and as more fully represented in the application as 
supplemented. 

Applicant’s proposed service area includes : 


Sections 1 through 30, Township 11 South, Range 65 West, Sections 1 through 
30, Township 11 South, Range 66 West, Sections 1 through 30, Township 
11 South, Range 67 West, all in El Paso County, Colorado, and Sections 
31 through 36, Township 10 South, Range 67 West, in Douglas County, 
Colorado. 


The proposed interconnection consisting of a measuring and regulating station 
to be constructed by Colorado will be located in the SW/4 of Section 21, Town- 
ship 11S, Range 65W of the 6PM, El Paso County, Colorado. 

Applicant states that it is a public utility operating company engaged in 
the distribution and sale at retail of natural gas in Colorado and areas adjacent 
thereto and it is subject to the jurisdiction of the Public Utilities Commission 
of the State of Colorado; that it proposes to construct distribution systems for 
the towns of Monument and Palmer Lake and areas adjacent thereto and a 
transmission system to carry natural gas from said point of interconnection 
at an estimated cost of $165,195; and that the estimated annual requirements 
of natural gas for Monument and Palmer Lake in the third year of operation 
will be 74,258 Mcf @ 14.65 psia with peak day requirements of 547 Mcf. Colorado 
received authority in Docket No. G-16904 which enables it to render the proposed 
service to Applicant. 

Due notice of the filing of the application and opportunity for hearing thereon 
have been given by publication in the Federal Register on November 29, 1960 
(25 F.R. 12214). No protest nor petition to intervene have been filed in this 
proceeding. 


The Commission finds: 


(1) Colorado Interstate Gas Company is engaged in the transportation and 
sale of natural gas in interstate commerce for resale for ultimate public con- 
sumption, subject to the jurisdiction of the Commission, and is, therefore, a 
“natural-gas company” within the meaning of the Natural Gas Act. 

(2) Applicant is a corporation organized and existing under the laws of the 
State of Colorado and is a public utility engaged in the distribution and sale 
at retail of natural gas for ultimate public consumption. 

(3) It is necessary and desirable in the public interest to direct Colorado 
to establish physical connection of its transmission system with the facilities 
proposed to be constructed and operated by the Applicant, and to sell and 
deliver to Applicant natural gas under Colorado’s appropriate rate schedule on 
file with the Commission, as hereinafter ordered. 

(4) The requirement that Colorado serve Applicant, as proposed, will not 
place an undue burden upon Colorado nor impair its ability to render adequate 
service to its existing customers. 


The Commission orders: 


(A) Colorado is hereby directed to establish physical connection of its trans- 
portation facilities with the proposed facilities of Applicant and to sell and 
deliver to Applicant up to a maximum volume of 547 Mcf of natural gas per day 
at 14.65 psia, pursuant to Colorado’s appropriate rate schedule: Provided, how- 
ever, that Applicant shall commence the purchase of gas from Colorado within 
one year from the date of this order. 

(B) Colorado shall report to the Commission in writing and under oath the 
date of commencement of service to Applicant. 





FEDERAL POWER COMMISSION 171 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP61-113 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 
(Issued January 24, 1961) 


United Gas Pipe Line Company (Applicant), a Delaware corporation with a 
principal office in Shreveport, Louisiana, filed an application in Docket No. CP61- 
113 on October 10, 1960, pursuant to Section 7(b) of the Natural Gas Act, for 
permission and approval to abandon and remove natural gas facilities subject 
to the jurisdiction of the Commission, all as more fully described in the 
application on file with the Commission. 

Applicant proposes to remove and abandon a sales meter station and appur- 
tenant facilities located on Applicant’s Sour Lake lateral pipeline in Hardin 
County, Texas, and formerly used to deliver natural gas to Gulf Oil Corporation 
(Gulf). 

The record shows that Applicant’s contract with Gulf covering the delivery 
of natural gas for use in a treater heater near Sour Lake, Texas, has terminated, 
and the deliveries of natural gas to such customer ceased on April 1, 1960. 

The application recites that the original cost of the subject facilities serving 
Gulf was $372.80. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 12, 1961, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(c)(1) of the Commission’’s Rules 
of Practice and Procedure. 

The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, is a “natural-gas company” 
within the meaning of Section 7 of the Natural Gas Act, as heretofore found 
by the Commission. 

(2) The proposed abandonment of the facilities as hereinbefore described is 
subject to the requirements of Subsection (b) of Section 7 of the Natural Gas 
Act. 

(3) Such abandonment, as hereinbefore described, is permitted by the public 
convenience and necessity and an order authorizing and approving the same 
should be issued as hereinafter ordered. 

(4) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record, and 
not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 

The Commission orders: 


(A) Permission for and approval of the abandonment by Applicant of the 
facilities as hereinbefore déscribed, all as more fully described in the applica- 
tion in this proceeding, be and the same is hereby granted. 

(B) Applicant shall advise the Commission of the date of such abandonment 
within ten days of the date thereof. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NOS. 
G-12706 AND G-18841 


ORDER CONDITIONALLY APPROVING RATE SETTLEMENT AGREEMENT, PRESCRIBING 
REFUNDS AND FIXING DATE OF HEARING 


(Issued January 25, 1961)* 


On May 10, 1957, pursuant to the provisions of Section 4 of the Natural Gas 
Act, Texas Eastern Transmission Corporation (Texas Eastern) tendered for 
filing proposed increased rates for sales of natural gas for resale in interstate 
commerce.” The rates sought reflect, among other things, higher costs of 
purchased gas, a rate of return of 634% and other cost adjustments. The filings 
were suspended by Commission order issued June 7, 1957, and pursuant to the 
submittals of appropriate motions by Texas Eastern, were made effective 
November 10, 1957, subject to refund in Docket No. G—12706. 

On May 28, 1959, Texas Eastern filed new tariff sheets proposing additional 
increased rates.” 

These filings were suspended by order issued June 26, 1959, in Docket No. 
G-18841, and concurrently therewith Second Revised Sheets Nos. 232 and 235 to 
Texas Eastern’s FPC Gas Tariff, Original Volume No. 2 were allowed to take 
effect as of July 1, 1959. Pursuant to appropriate motion by Texas Eastern 
these filings were made effective as of December 1, 1959, subject to refund 
obligations. 

The filings in Docket No. G—12706 represent an annual increase of $11,258,054, 
based on sales volumes for the year ended February 27, 1957, and the filings 
in Docket No. G—18841 reflect an increase of $16,548,848 annually over the pro- 
posed G—12706 rates, based on sales for the year ended February 28, 1959, as 
adjusted. No date for hearing has been set in either proceeding. 

A field investigation was undertaken by Commission staff and conducted for 
a period of several months, after which time Texas Eastern proposed a conference 
to which all interested parties and the staff were invited. At the conference, 
held August 18, 1959, and attended by staff and major customers, Texas Eastern 
submitted a proposed settlement agreement relating to the proceedings in Docket 
Nos. G-12706 and G-18841. Pursuant to Texas Eastern’s request, further con- 
ferences were held November 4, 5, 6, 17, 18, 19 and December 2-6, 1959, among 
Texas Eastern, customer companies, other interested parties and the Commis- 


*Appendices referred to herein have been omitted in printing. Rehearing denied by 
érder issued March 28, 1961. 

1 The tariff sheets proposed therein are designated as First Revised Sheets Nos. 6, 7, 
8, 9, 10, 11, 12, 14, 15, 16, 17, 19, 21, 22, 23, 25, 26, 28, 30, 31, 32, 33, 35, 37, 38, 39, 41, 44, 
46, 47, 48, 49, 51, 58, 54, 55, 57, 60, 64 65B and 65C to Texas Eastern’s FPC Gas 
Tariff, Second Revised Volume No. 1; Second Revised Sheets Nos. 13, 18, 20, 27, 40, 43, 56 
and 59 to its FPC Gas Tariff, Second Revised Volume No. 1; Third Revised Sheets Nos. 
24 and 63 to its FPC Gas Tariff, Second Revised Volume No. 1; Fifth Revised Sheet No. 
61 to its FPC Gas Tariff, Second Revised Volume No. 1 and First Revised Sheets Nos. 232 
and 235 to its FPC Gas Tariff, Original Volume No. 2. 

2 The tendered tariff sheets are designated as Second Revised Sheets Nos. 7, 8, 9, 10, 11, 
14, 15, 16, 17, 19, 21, 22, 23, 25, 30, 31, 32, 33, 35, 37, 38, 39, 41, 44, 46, 47, 48, 49, 51, 53, 
54, 55, 57 and 65B to its FPC Gas Tariff, Second Revised Volume No. 1; Third Revised 
Sheets Nos. 27, 56 and 59, Fourth Revised Sheet No. 24, and Sixth Revised Sheet No. 61 
to its FPC Gas Tariff, Second Revised Volume No. 1, and Second Revised Sheets Nos. 232 
and 235 to its FPC Gas Tariff, Original Volume No. 2. 
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sion staff, the purpose being to explore bases upon which a settlement of the 
proceedings might be reached. 

On December 8, 1960, Texas Eastern filed a Motion for Approval of Rate 
Settlement Agreement and appended thereto, as Exhibit “A”, a Rate Settlement 
Agreement. That Agreement has been executed by 77 of Texas Eastern’s 
customers (out of a total of 79 customers) who purchase approximately 99.44 
percent of the annual volumes of gas sold by Texas Eastern. Brooklyn Union 
Gas Company has not executed the Agreement, but has indicated no objections 
to its approval. Ohio Valley Gas Corporation has not signed the Agreement and 
on December 19, 1960, filed an answer and cross-motion in opposition to the 
proposed settlement.* 

We believe further study is required to determine whether the Federal 
Income Tax allowances included in the cost of service supporting this proposed 
settlement is appropriate. 

Accordingly, upon investigation by the Commission, in the event the allowances 
for Federal Income Tax in Texas Eastern’s cost of service supporting this 
settlement shall be found to be excessive, then Texas Eastern shall refund 
such amounts as may be ordered, together with interest thereon at the rate of 
6 percent per annum and shall file revised rates, satisfactory to the Commission, 
to reflect the reduction in the cost of service resulting from such tax adjustments. 

The proposed Rate Settlement Agreement (Agreement), which is attached 
hereto as Appendix “I”, provides, inter alia, as follows: 


Upon issuance of Commission order approving the Agreement, Texas 
Eastern shall forthwith file revised sheets to its FPC Gas Tariff, Second 
Revised Volume No. 1, containing the schedule of rates hereinafter set 
forth : * 

The above-described filings shall be made effective as of September 1, 


1960, thereby superseding the filings presently in effect subject to refund 
obligation in Docket No. G—18841. Any amounts collected after September 


% Algonquin Gas Transmission Company, Consolidated Edison Company of New York, 
Inc., New Jersey Natural Gas Company, Philadelphia Electric Company, Public Service 
Electric and Gas Company and United Gas Improvement Company, as a condition to 
signing the Agreement have added that they disclaim any adoption or approval of the 
agreement of Texas Eastern, The Ohio Fuel Gas Company and The Manufacturers Light 
and Heat Company regarding a differential between Zones C and D of 3.41 cents per Mcf 
at 100% load factor. The condition is set forth in Appendix II hereto. 


4 The pressure base is 15.025 psia. 


ACQ 


Zone A: 


Commodity 
Commodity for winter storage 


Commodity 
Commodity for winter storage 


Demand 
Commodity 
Commodity for 














1 The minimum bill provisions will be eliminated from the SGS Rate Schedule. 
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1, 1960, in excess of those amounts which would have been collected under 
the above-described filings shall be refunded within thirty (30) days from 
such date as the Commission’s acceptance of the Agreement becomes final. 

Within thirty (30) days of the aforementioned date of Commission ac- 
ceptance, Texas Eastern shall refund in Docket No. G—12706, to the 
customers indicated in Appendix “B” to the Agreement attached herewith 
the amounts set forth therein, together with simple interest on such amounts 
at the rate of 6 percent per annum, computed from the date of actual 
payment of such amounts to Texas Eastern until the date refund checks 
are placed in the mail. 

Further, any part of any increase, together with interest thereon, re- 
funded in the pending proceedings involving Texas Eastern’s gas suppliers 
as enumerated in Appendix “C” to the Agreement, and attributable to gas 
purchased by Texas Eastern from the aforementioned suppliers between 
November 10, 1957, and December 1, 1959, shall, in turn, be refunded by 
Texas Eastern to the customers entitled to such refunds in the manner 
described in Article III of the Agreement. 

Within thirty (30) days from the date that Commission acceptance of 
the Agreement becomes final, Texas Eastern shall refund to the customers 
that paid increased rates collected subject to refund obligation in Docket 
No. G-18841 from December 1, 1959, to August 31, 1960, the amounts shown 
in Appendix “E” to the Agreement, together with simple interest on such 
refunds at the rate of 6 percent per annum, computed from the date of 
actual payment of such amounts to Texas Eastern until the date refund 
checks are placed in the mail. 

Any part of any increase, together with interest thereon, refunded in 
the pending proceedings involving Texas Eastern’s gas suppliers as enumer- 
ated in Appendix “C” to the Agreement, and attributable to gas purchased 
by Texas Eastern from the aforementioned suppliers between December 1, 
1959, and the effective date of the next rate increase filed by Texas Eastern 
shall be refunded to its jurisdictional customers in the manner described 
in Article V of the Agreement. 

If Texas Eastern’s suppliers in the pending proceedings enumerated in 
Appendix “C” to the Agreement should, during the period from Septem- 
ber 1, 1960, to the effective date of Texas Eastern’s next increase, reduce 
their prices for the future below the prices set forth in Appendix “C”, then 
Texas Eastern shall file with the Commission changes in the commodity 
charges of its rates to reflect such reduction in prices paid to its suppliers 
in the manner described in Article VI of the Agreement. 

In the event that during the period from September 1, 1960, to the effec- 
tive date of its next rate increase, Texas Eastern is required by order or 
orders of the Commission or the Courts in the proceedings in Docket Nos. 
G-18968, et al., to increase its rates for Winter Service above those 
approved by Commission order issued September 1, 1960, Texas Eastern 
shall file with the Commission reductions in the commodity charge in the 
rates in Zones “B”, “C” and “D”, other than the Winter Service rate, 
such reductions to reflect the increased revenues resulting from the in- 
crease in the Winter Service rate. The filing, which shall be made within 
thirty (30) days from the date such above-described order or orders becomes 
final, shall be comprised of revised tariff sheets to its FPC Gas Tariff, 
Second Revised Volume No. 1, and shall be effective as of the effective date 
of its increased rates for Winter Service. 
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Furthermore, Texas Eastern agrees that it will not, prior to six (6) 
nionths from the date of issuance of this order, file any increase in the rates 
set forth in Appendix “A” to the Agreement, unless, prior to such date, 
United Gas Pipe Line Company files an increase in its rates to Texas 
Eastern, in which event Texas Eastern may file increased rates prior to the 
end of the six-months’ period ; Provided that such increase by Texas Eastern 
shall be limited to an amount approximately equal to Texas Eastern’s 
increased gas purchase costs resulting from such increase by United Gas 
Pipe Line Company. 


As heretofore noted, the only answer in opposition to the proposed settlement 
was filed by Ohio Valley Gas Corporation (Ohio Valley). In that answer Ohio 
Valley alleges that Texas Eastern’s Zone “C” rates as proposed by the Agree- 
ment are unreasonable and unduly discriminatory. That allegation is based 
on Ohio Valley’s claim that Zone “C” is unreasonably large and that the size 
and extent of that zone should be reduced. Ohio Valley requests that Texas 
Eastern’s motion for approval of the Agreement be denied and that the Com- 
mission order a hearing on the issue of zone allocation and rates to give Ohio 
Valley the opportunity to be heard and to present evidence on such issue. 

Our review of the terms of the Rate Settlement Agreement, and the cost 
of service studies appended thereto as Appendix “D” indicates that such 
Agreement is in the public interest and should be approved. However, we Will 
afford Ohio Valley an opportunity to be heard on its claim respecting the 
Zone “C” rates referred to above. 


The Commission finds: 


(1) The settlement of the proceedings in Docket Nos. G—12706, G—18841 on 
the basis of the Rate Settlement Agreement as submitted by Texas Eastern 
is reasonable, proper, and in the public interest in carrying out the provisions 
of the Natural Gas Act, and such Agreement should be approved and made 
effective subject to the terms and conditions hereinafter provided and ordered. 

(2) The rates and charges as contained in Texas Eastern’s revised tariff 
sheets tendered for filing on May 10, 1957, and May 28, 1959, in Docket Nos. 
G-12706 and G-—18841, respectively, are not just, reasonable or lawful under 
the terms and provisions of the Natural Gas Act and should be disallowed and 
denied as hereinafter provided and ordered, except as to the rates and charges 
presently effective as to Ohio Valley pending hearing and decision with respect 
only to the Zone “C” rate issue urged by Ohio Valley. 

(3) Good cause exists for terminating the proceedings in Docket Nos. G-— 
12706 and G-18841, subject only to the conditions hereinafter specified. 


The Commission orders: 


(A) The increased rates and charges filed by Texas Eastern on May 10, 1957, 
and May 28, 1959, in Docket Nos. G—12706 and G—18841, respectively, are hereby 
disallowed and denied except insofar as such rates and charges are applicable 
to sales and services to Ohio Valley. 

(B) The settlement of the proceedings in Docket Nos. G—12706 and G—18841 
as proposed in the Rate Settlement Agreement discussed above, is approved 
and made effective, as of the date of issuance of this order, subject to the 
terms and conditions hereinafter specified. 

(C) Within thirty (30) days from the date of issuance of this order Texas 
Eastern shall revise its FPC Gas Tariff, Second Revised Volume No. 1, as to 
all sales and services rendered by it to its wholesale customers, except Ohio 
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Valley, by filing in a form satisfactory to the Commission, the schedules of 
rates and charges provided for by Article I of the Agreement and containing 
the rates set forth in Appendix “A” to that Agreement. Upon acceptance by 
the Commission, such revised tariff sheets shall be effective as of September 1, 
1960. 

(D) Within thirty (30) days from the date of this order, Texas Eastern 
shall refund to its customers, except Ohio Valley, the amounts referred to in 
Article II and shown in Appendix “B” of the Rate Settlement Agreement, 
applicable to Docket No. G—12706, the amounts referred to in Article IV and 
shown in Appendix “E” of that Agreement applicable to Docket No. G—18841, 
and the amounts collected after September 1, 1960, in excess of the rates 
provided in Paragraph (C) above, as referred to in Article I of the Agreement, 
all plus interest at the rate of 6 percent per annum, computed from the date 
of actual payment of such amounts to Texas Eastern until the date refund 
checks are placed in the mail. 

(E) Texas Eastern shall refund to its customers, except Ohio Valley in 
accordance with the provisions of Article III of the Agreement, all refunds 
plus interest it may receive from its suppliers, applicable to the period covered 
by Docket No. G—12706, and in accordance with Article V of that Agreement, 
all refunds plus interest it may receive from its suppliers applicable to the 
period from December 1, 1959, to the effective date of the next rate increase 
tiled by Texas Eastern. No additional interest shall be paid by Texas Dastern 
on these amounts. 

(F) Texas Eastern shall tender for filing revised tariff sheets to its FPC 
Gas Tariff, Second Revised Volume No. 1, reducing the rates and charges pre- 
scribed by paragraph (C) above, to reflect, in accordance with Article VI of 
the Agreement, the reductions in rates from its suppliers below the rates of 
those suppliers set forth in Appendix “C”’ to the Agreement. 

(G) In the event that Texas Eastern is required in Docket Nos. G—18968, 
et al., to increase its rates for Winter Service above the rates approved by 
the Commission in its order issued September 1, 1960, in Docket Nos. G—18968, 
et al., and accepts a certificate to render such service at the increased rates, 
then Texas Eastern, within thirty (30) days after such requirement is made 
final, shall file revised tariff sheets to its FPC Gas Tariff, Second Revised 
Volume No. 1, satisfactory to the Commission, to reflect reductions in the com- 
modity charge in its rates, other than the Winter Service rate, in Zones “B”, 
“Cc”, and “D”. Such reductions shall be computed in the manner set forth 
in Article VII to the Rate Settlement Agreement. 

(H) The provisions of the orders of the Commission issued in Docket No. 
G-12706 on June 7, 1957 and February 3, 1958, and in Docket No. G—18841 on 
June 26, 1959, and April 6, 1960, insofar as applicable to sales of natural gas 
to Ohio Valley shall continue in full force and effect until further order of the 
Commission. 

(I) In view of Ohio Valley’s request for opportunity to be heard and present 
evidence in opposition to the rates proposed in the Agreement for Zone “C”, 
a public hearing in these dockets shall be held on February 28, 1961, at 10:00 
a.m. (EST), in a Hearing Room of the Federal Power Commission, 441 G 
Street N.W., Washington, D.C., concerning the issue raised by Ohio Valley 
respecting the size and extent of Zone “C” and the allocation and rates ap- 
plicable to that zone. At such hearing Ohio Valley shall first present its 
evidence on the issue it has raised. Following cross-examination of Ohio 
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Valley’s witnesses, other parties to the proceeding may offer such evidence 
as they deem necessary, which evidence, if any, Ohio Valley may rebut if it 
so desires, after cross-examination by any party to the proceeding on such 
evidence offered by other parties. 

(J) The settlement herein approved shall not be deemed to dispose of the 
normalized tax treatment accorded liberalized depreciation under Section 167 
of the Internal Revenue Code. If ultimate judicial determination should hold 
such income tax normalization to be erroneous, further proceedings in these 
dockets may be had upon motion of any party hereto to determine the dis- 
position of any amounts included by Texas Eastern in its cost of service for 
effect of liberalized depreciation and deferred taxes. 

(K) The rates set forth in Article I and Appendix “A” of the Rate Settle- 
ment Agreement and the rate schedules to be filed in accordance therewith (See 
paragraph (C) above) will reflect the inclusion of $572,131 in Texas Eastern’s 
total cost of service relating to the Texas Severance Beneficiary Tax which 
became effective September 1, 1959. The constitutionality of this tax is now 
the subject of judicial review. If the Texas Severance Beneficiary Tax is finally 
determined to be unconstitutional, then Texas Eastern will file with the Com- 
mission appropriate changes in the rates set forth in Article I of the Rate 
Settlement Agreement to reflect the reduction in tax liability and shall make 
refunds of the applicable portion of any refunds received by Texas Eastern 
from the State of Texas. The changes in rates and refunds shall be made in 
a manner satisfactory to the Commission. 

(L) Texas Eastern shall furnish the Commission staff such data, books, 
records and tax returns as the latter may require to prepare the studies neces- 
sary for a determination whether the Federal Income Tax allowances included 
in the cost of service supporting the settlement are appropriate. Upon sub- 
mittal of the staff’s report, the Commission may order further proceedings to 
resolve the issue and if it is found that the income taxes included in the cost 
of service supporting the settlement herein are excessive, shall order appro- 
priate refunds and revised rates as indicated on page 3 hereof. 

(M) Within 45 days from the date of issuance of this order, Texas Eastern 
shall report to the Commission, in writing and under oath, the details of its 
calculations resulting in the refunds to be made pursuant to paragraph (D), 
together with copies of releases from its customers with respect to such refund. 
Texas Eastern shall file similar reports and releases, as applicable, on the 
refunds made pursuant to paragraph (E) within 15 days after making refunds 
thereunder to its customers. 

(N) Upon full compliance by Texas Eastern with all the terms and provisions 
of this order, the proceedings in Docket No. G—12706 and G—18841 shall be con- 
sidered terminated, subject only to the conditions specifically set forth in para- 
graphs (H), (1), (J), (K) and (L) of this order. 

(QO) Texas Eastern shall, over the signature of a responsible officer, file 
with the Commission, within thirty (30) days from the date of issuance of 
this order, in writing and under oath, an original and one conformed copy 
of its acceptance of the terms and conditions of this order. 

(P) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission, and is without prejudice 
to any claims or contentions which may be made by the Commission, Texas 
Eastern, or any affected party herein, in any proceeding now pending or here- 
after instituted by or against Texas Eastern or any other company or person. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G—20296 
ORDER VACATING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 26, 1961) 


On June 29, 1960, American Louisiana Pipe Line Company (Movant) filed a 
motion for cancellation of the certificate of public convenience and necessity 
granted to it by the Commission’s order issued February 23, 1960, in Docket No. 
G-20296, 23 FPC 368. 

The Commission’s order of February 23, 1960, granted Movant authority to 
construct and operate a meter and regulation station on its 30-inch transmission 
pipeline near Latty, Paulding County, Ohio, in order to sell natural gas on an 
interruptible basis to Tri-State Grain Terminal, Inc. (Tri-State). The order 
gave Movant four months from the date of issuance of the order to construct and 
place in operation the proposed facilities. 

Movant states that it received no reply to three of its letter requests for 
information from Tri-State with respect to Tri-State’s plans for constructing and 
financing its plant; and, further, that an inspection by Movant of Tri-State’s 
plant site revealed that no construction work has been done in several months. 
Since no response was made by Tri-State to Movant’s request for information and 
since the four month time period, imposed by the Commission’s order of February 
23, 1960, for construction and the operation of Movant’s facilities, has expired, 
Movant requests cancellation of the certificate. Movant has not constructed 
the authorized facilities. 

The Commission finds: 

It is in the public interest and appropriate in carrying out the provisions of 
the Natural Gas Act, and the public convenience and necessity require, that the 
certificate of public convenience and necessity granted to American Louisiana 
Pipe Line Company by the Commission’s order issued February 23, 1960, in 
Docket No. G—20296 be vacated as hereinafter ordered. 

The Commission orders: 

The certificate of public convenience and necessity heretofore granted to 
American Louisiana Pipe Line Company by the Commission’s order issued 
February 23, 1960, in Docket No. G-20296 is hereby vacated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
Arthur Kline and Paul A. Sweeney. 


PORTLAND GENERAL ELECTRIC COMPANY, CROWN ZELLERBACH 
CORPORATION, AND PUBLISHERS’ PAPER C©O., PROJECT NO. 2233 


ORDER RESCINDING ORDER DENYING MODIFICATION OF ORDER ISSUING 
LICENSE (MAJOR) 


(Issued January 26, 1961) 


On June 21, 1960, 23 FPC 831, the Commission issued jointly to Portland 
General Blectric Company, Crown Zellerbach Corporation and Publishers’ 
Paper Co. (joint applicants) a license for the continued operation and mainte- 
nance of hydroelectric Project No. 2233 located at Willamette Falls on the 
Willamette River, a navigable water of the United States in Clackamas County, 
about 13 miles south of Portland, Oregon. Applications for rehearing were 
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timely filed by the joint applicants seeking modification of the Commission’s 
order of June 21, 1960, by the deletion therefrom of Articles 9 and 10 reading 
as follows: 

Article 9. Whenever the United States shall desire to construct, complete, or 
improve navigation facilities in connection with the project, the Licensee shall 
convey to the United States, free of cost, such of its lands and its rights-of-way 
and such right of passage through its dams or other structures, and permit such 
control of pools as may be required to complete and maintain such navigation 
facilities. 

Article 10. The Licensee shall furnish free of cost to the United States 
power for the operation and maintenance of navigation facilities at the 
voltage and frequency required by such facilities and at a point adjacent 
thereto whether said facilities are constructed by the Licensee or by the United 
States. 

Rehearing was granted by Commission order issued August 18, 1960, and 
the questions presented on rehearing were referred to the Department of 
the Army which submitted its comments by letter dated August 19, 1960, 
supplementing its letter of November 13, 1957. On December 2, 1960, the 
Commission issued its order denying modification of its June 21, 1960 order 
issuing license. 

By motion filed January 9, 1961, Portland General Electric Company re- 
quests a stay of the effective date of the order of December 2, 1960 denying 
modification of the order issuing license. In support of its motion Portland 
General Electric Company points out that it has not had an opportunity to 
comment on communications from the Department of the Army in respect 
to the application for license other than the letter of August 19, 1960. It 
appears that through inadvertence the report from the Department of the Army 
under date of November 13, 1957 has not been referred to the joint applicants 
for their consideration. In these circumstances it is appropriate that the 
order issued December 2, 1960 denying modification of order issuing license 
be rescinded. 


The Commission orders: 

(A) The Commission order issued December 2, 1960 denying modification of 
order issuing license is rescinded. 

(B) The joint applicants shall have 60 days from date of issuance of this 
order within which they may submit their comments on the letter from the 
Department of the Army dated November 13, 1957 for consideration by the 
Commission on rehearing granted by Commission order issued August 18, 1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


BURCH SPEARS, INC., DOCKET NO. G—15072 


ORDER ACCEPTING OFFER OF SETTLEMENT, AS REVISED AND CONDITIONED, AND 
* TERMINATING PROCEEDING 


(Issued January 27, 1961) 


On December 27, 1960, Burch Spears, Inc. (Spears), filed a revised offer of 
settlement’ of the suspension proceeding in the above-captioned docket. This 


1 Spears submitted a document entitled “Motion for New Hearing to Order Denying 
Offer of Settlement” which has been considered as a revised offer of settlement in this 
proceeding. 
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proceeding involves a proposed favored-nation increased rate of 15.0¢ per Mcf 
at 14.65 psia contained in Supplement No. 5 to Spears’ FPC Gas Rate Sched- 
ule No. 1, applicable to jurisdictional sales of natural gas to Trunkline Gas 
Company (Trunkline) produced from the Medio Creek Field, Bee County, Texas 
(Railroad District No. 2). By order issued herein on May 16, 1958, the said 
supplement was made subject to hearing and was suspended until October 18, 
1958, and thereafter until made effective in the manner prescribed by the 
Natural Gas Act. Pursuant to appropriate motion of Spears and order of the 
Commission, the increased rate was made effective subject to refund as of 
October 18, 1958. 

On November 4, 1960, Spears filed an offer of settlement wherein it proposed 
that the favored-nation increased rate of 15.0¢ per Mcf at 14.65 psia now in 
effect subject to refund in the above-captioned docket be replaced by a settle- 
ment rate of 14.0¢ per Mcf at 14.65 psia effective as of the date of acceptance of 
the offer. The amounts which have been collected above the settlement rate of 
14.0¢ per Mcf were to be retained by Spears and in addition Spears reserved all 
rights under the subject favored-nation provision. The terms and conditions 
of such offer of settlement were found not to be in the public interest and the 
Commission, by its order issued on December 15, 1960, denied Spears’ afore- 
mentioned offer of settlement. 

Under the terms of Spears’ revised offer of settlement filed on December 27, 
1960, the amounts collected subject to refund would be returned and the 
settlement rate of 14.0¢ per Mcf would be considered to be effective from Octo- 
ber 18, 1958, the date the suspended rate of 15.0¢ per Mcf was placed in effect 
subject to refund. In all other respects the original offer remains unchanged. 

In support of the offer of settlement, Spears states that although the 15.0¢ 
per Mcf rate was the current price in the area at the time of filing and con- 
sequently fair and reasonable; that it recognizes the regulatory problems 
confronting the Commission and is willing to cooperate by accepting the price 
level determined by the Commission for the area involved. 

No petitions to intervene in this proceeding have been filed and no comments 
or protest have been received with respect to Spears’ offer of settlement. 

Since the proposed settlement rate of 14.0¢ per Mcf at 14.65 psia is equal 
to the area price level for Texas Railroad Commission District No. 2 as an- 
nounced in the Commission’s Statement of General Policy No. 61-1, issued 
September 28, 1960, it is believed that the public interest will best be served by 
accepting Spears’ proposed settlement, as revised, and conditioned as hereinafter 
set forth. 

As a condition to this order, Spears will be required to file a notice of change 
in rate for the 14.0¢ per Mcf settlement rate (which includes all charges for 
dehydration, taxes, etc.) and copies of an executed contract amendment pro- 
viding for such rate. Such amendment should also provide that Spears will 
not invoke the favored-nation provision for increased rates under its rate sched- 
ule before February 5, 1963, unless the area price level is increased before such 
time. 

Finally, Spears will be required to refund with interest to Trunkline any sums 
paid to Spears by Trunkline in excess of the 14.0¢ per Mcf rate subsequent to 
October 18, 1958. Upon compliance with the terms and conditions of this order, 
the proceeding in Docket No. G—15072 will be terminated. 

The Commission finds: 


The offer of Settlement submitted by Spears on November 4, 1960, and revised 
by its filing of December 27, 1960, in Docket No. G—15072, is, upon adoption of 
the terms and conditions hereinafter ordered, reasonable, proper, and in the 
public interest in carrying out the provisions of the Natural Gas Act, and such 
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proposal, as modified, should be approved and made effective as hereinafter 
provided. 


The Commission orders: 


(A) The offer of settlement filed herein on November 4, 1960, and December 27, 
1960, as modified by this order, is hereby accepted upon the terms and conditions 
of this order. 

(B) Spears shall execute with Trunkline, and shall file within 30 days from 
the date of issuance of this order, an amendment to its contract with Trunk- 
line on file with the Commission as Spears’ FPC Gas Rate Schedule No. 1, which 
filing shall conform to Spears’ offer of settlement, as modified, in all respects, 
and shall provide that Spears will not invoke the favored-nation provision for 
increased rates under its rate schedule before February 5, 1963, unless the area 
price level is increased before such time. This amendment shall be filed as a 
supplement to Spears’ FPC Gas Rate Schedule No. 1, in the form required for 
a notice of change in rate under Part 154 of the Commission’s Regulations under 
the Natural Gas Act. 

(C) Spears shall refund to Trunkline any sums in excess of 14.0¢ per Mcf 
paid to Spears by Trunkline since October 18, 1958, under its FPC Gas Rate 
Schedule No. 1, and shall file with the Commission, within 60 days from the 
date of issuance of this order, a report of such refund and evidence of release 
by Trunkline. 

(D) Upon full compliance by Spears with the terms and conditions of this 
order, the supplement filed in accordance with Paragraph (B) hereof, the rate 
of 14.0¢ per Mcf specified in the proposed settlement, as modified, shall become 
effective as of October 18, 1958; the proceeding in Docket No. G—15072 shall be 
terminated; and Spears shall be discharged from liability for refunds ordered in 
said docket. 

(E) The acceptance of this settlement is without prejudice to any findings or 
determinations that may be made in any other proceeding now pending or 
hereinafter instituted by or against Spears. 


UNITED CARBON COMPANY, DOCKET NO. G-9572 AND COLUMBIAN 
FUEL CORPORATION DOCKET NO. G-9573 


OPINION AND ORDER ALLOWING RaTEs TO REMAIN IN EFFECT 
(Issued January 27, 1961)* 


Syllabus 


1. Producer rate case decided on Phillips cost of service principles, where evi- 
dence presented on individual company basis, and area not covered by 
policy Statement No. 61-1. P. 184. 

2. Adjustment of reserve for depreciation of United Carbon justified, since its 
book methods were highly irregular and haphazard. P. 185. 

3. No adjustment of book amounts for depreciation reserves allowed Columbian 
Fuel, since its reserves were admittedly satisfactory for accounting pur- 
poses. P. 186. 

4. Since return at rate allowed here exceeds amount of tax incentives, no spe- 
cific allowance for tax incentives is made. P. 186. 

5. Exploration costs of United Carbon based on 3-year average, rather than 
5-year average, since regulation of natural gas producers must look to 


*Designated Opinion No. 340. Initial Decision appears on p. 194. 





182 FEDERAL POWER COMMISSION 


future and it is reasonable to base exploration costs on later period. 
P. 187. 

. Exploration costs of Columbian Fuel in 1957 used, since its exploration costs 
have trended up each year, rather than varying. P. 187. 

-. In determining allowance for investment in undeveloped leasehold and 
exploration expenses, company-wide investment in undeveloped leaseholds 
and exploration expenses is allocated on revenue basis. P. 187. 

. Since Columbian Fuel is a wholly-owned subsidiary of Columbian Corp., and 
is dependent upon it for capital, cost of money for parent company is 
considered in determining rate of return. P. 188. 

. Use of earnings-price ratios in determining allowance for common equity and 
rate of return discussed. P.188. 

. Allowance on common equity of 11.5% for United Carbon and 11% for 
Columbian Carbon is proper. P. 189. 

11. Fair rate of return for United Carbon is 11% and for Columbian Carbon’s 
subsidiary, Columbian Fuel 10%. P. 189. 
12. Commission terminates proceeding under Section 4(e) of Natural Gas Act, 
allowing producers rates to remain in effect. P.191. 
Commissioner Kline concurring in part and dissenting in part. 


Harry 8. Littman, Harold L. Talisman, A. G. Stone, and H. L. Hester for 
United Carbon Company. 

Frederick H. Stokes, Frederic A. Collins, Donald L. Wallace, Chapman Rever- 
comb, and Harry J. Gerrity for Columbian Fuel Corporation. 

Tilford A. Jones, Herbert W. Bryan, and C. E. Goodwin for United Fuel Gas 
Company. 

William L. Johncoz, for the Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


This is a rate proceeding under Section 4(e) of the Natural Gas Act and 
is before the Commission for the second time after remand to the presiding 
examiner. Both United Carbon and Columbian Fuel seek an increase in 
rates from 2214 cents to 26 cents per Mcf under the provisions of their contract 
with United Fuel Gas Company.’ The examiner, who issued his decision on 
June 26, 1959, determined that United Carbon’s cost of service was 16.60 cents 
per Mcf, but did not reduce United Carbon’s rate below the former 22% cent 
rate in accordance with his interpretation of the Commission’s remand order. 
He determined that Columbian Fuel’s cost of service was 23.29 cents per Mcf 
and required it to file rates on this basis. Exceptions were filed by United 
Carbon, United Fuel, Columbian Fuel, and the staff. Both United Carbon and 
Columbian Fuel included motions for oral argument. 

On October 16, 1959, United Carbon offered to settle by agreeing that if it 
were allowed the 26-cent rate, it would forego further adjustment until 1965, 
but withdrew its offer of settlement by letter filed September 21, 1960. 


FACTUAL AND PROCEDURAL BACKGROUND 


United Carbon manufactures and sells carbon black and synthetic rubber 
and produces and sells oil and natural gas. Its properties are located prin- 
cipally in the south, southwest, and in the Appalachian area. The properties 
involved in this proceeding used for the sale of gas to United Fuel are located 
in eastern Kentucky, and do not produce oil. 


1 Supplements Nos. 16 and 17 to United Carbon’s FPC Rate Schedule No. 12 and Sup- 
plement Nos. 11 and 12 to Columbian Fuel’s Rate Schedule No. 10. The prices are ex- 
pressed at the pressure base of 15.325 psia. 
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Columbian Fuel, which is a wholly-owned subsidiary of Columbian Carbon 
Company, is engaged in Kentucky and the southwest in the production and 
sale of natural gas and a small amount of oil. Columbian Carbon in addition 
to producing oil and gas, manufacturers carbon black, ink, gasoline, and other 
products. 

On September 30, 1955, United Carbon and Columbian Fuel filed increases 
from 2214 cents per Mcf to 26 cents per Mcf by agreement with United Fuel, 
pursuant to the price redetermination clauses of their contracts. The in- 
creased rates were suspended by the Commission and became effective subject 
to refund on April 1, 1956. Following a hearing, the examiner issued an ini- 
tial decision on August 5, 1957, dismissing the procedings on the motion of the 
staff on the ground that applicants had not presented cost of service evidence 
under the rate base method and therefore had not sustained the burden of 
proving that the rate increase was just and reasonable, citing Union Oil Co., 
16 FPC 100. In its order issued February 19, 1958, 19 FPC 242, after oral 
argument the Commission reversed the examiner, stating specifically that it 
did not find that the examiner was in error but concluding that it ought to 
exercise its discretion and reopen the proceedings to give all parties opportunity 
to present any additional evidence deemed desirable, to demonstrate why a 
rate base approach is not appropriate, or to present such additional evidence of 
costs as applicants at the oral argument indicated they would be willing to 
present. A further hearing was had which concluded on December 5, 1958, and 
the examiner issued his second decision on June 26, 1959. 

In that decision the examiner found that the applicants had adduced no 
convincing evidence to show why the rate base method was not necessary, prac- 
tical or appropriate in this case, and he therefore adopted the cost rate base 
method. With respect to accrued depreciation and depletion reserves, he used 
the book amounts over the objection of the applicants who said they were 
excessive. He refused to allow the applicants the benefits of the intangible well 
drilling and percentage depletion tax deductions. He differed with the method 
advocated by United Carbon for the computation of exploration and develop- 
ment costs and with Columbian Fuel on the allocation of investment in unde 
veloped leases. He determined that a fair and reasonable rate of return should 
be 9 percent, while United Carbon sought at least 10 percent and Columbian 
Fuel sought a higher rate. The examiner concluded that on the basis of the 
test year 1957, United Carbon’s cost of service amounted to 16.60 cents per 
Mcf and Columbian Fuel’s cost of service amounted to 23.29 cents. On the 
basis of these findings he disallowed United Carbon’s rate increase but allowed 
its prior 22144 cent rate to remain in effect, and he required that Columbian 
Fuel file a new schedule continuing a charge of 23.29 cents per Mef for its 
sales of natural gas to United Fuel. 


METHOD OF REGULATION 


This proceeding was carried on; the examiner’s decision was issued; and 
the exceptions were filed before the issuance of our Phillips opinion’? and State- 
ment of General Policy No. 61-1, on September 28, 1960. The evidence in the 
case includes cost of service. data, field price data, and data with respect to the 
cost of drilling new wells. The evidence and the examiner’s decision is directed 
towards a determination of rates for United Carbon and Columbian Fuel on an 
individual company basis. No attempt was made, of course, to determine rates 
for the area involved in eastern Kentucky, which, in any case, is not covered 


2 Phillips Petroleum Company, 24 FPC 537, Opinion No. 338, Docket No. G—1148, issued 
September 28, 1960. 
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by the Policy Statement. To do so would require the reopening of the proceed- 
ings, the introduction of other evidence and perhaps the intervention of other 
parties. Therefore it is appropriate to decide these cases on an individual 
company basis employing the cost of service principles of the Phillips case 
where applicable. As will be seen below, the cost of service determined by us 
including an allowance for exploration and development, supports the 26-cent 
rates proposed by United Carbon and Columbian Fuel. Therefore it is not neces- 
sary to determine the weight of the other evidence introduced whose purpose 
is to show that even higher rates would be allowable in order to encourage 
exploration for and development of gas reserves. See City of Detroit v. F.P.C., 
230 F. 2d 810 (CADC), certiorari denied, 352 U.S. 829. 

The examiner and the two applicants differ substantially in their results. 
Employing a 9 percent rate of return the examiner found that United Carbon’s 
cost of service for the test year 1957 was $1,029,646 or 16.60 cents per Mcf, while 
United Carbon claimed a cost of service of $2,111,681, or 35.26 cents per Mcf, 
including an allowance for exploration and development expense and the cost 
of maintaining present levels of production. With respect to Columbian Fuel, 
the examiner found a cost of service of $1,321,773 or 23.29 cents per Mef for 
the year 1957, based on a 9 percent return, while Columbian Fuel claimed that 
even employing the proposed 26-cent rate it would earn only a return of 4.49 
percent in that year although the company was of the opinion that it should 
earn a return in excess of 9 percent. 


ANNUAL AND ACCRUED DEPRECIATION AND DEPLETION 


One of the principal differences between the examiner and the applicants 
relates to the treatment of annual and accrued depreciation and depletion. 
The examiner used the figures recorded on the books of the two companies who 
contended that the recorded reserves were excessive and should be adjusted 
downward. The positions of the examiner and both United Carbon and 
Columbian Fuel is shown by the following tabulation: 


UNITED CARBON 

Company claim}; Examiner 
RIE CPE i catinircireteasnsirecncnmienscdmesséhnpyplnngll $6, 751. 633 $7, 292, 872 

Average reserve for depreciation and depletion..........................- 2, 490, 639 , 983, 
I nn nntitincinnmidind bine iinimmiadintingmmdteiaiedl 4, 260, 994 2, 309, 051 
Less allocation to sales other than United Fuel_.........----.-----------} 28, 986 J. ---2 2. 
TINT ict a eset ais naiicint attire naniaeasmapeeGaereaekanaliarenam adalat 4, 237, 008 2, 309, 051 
Apwamks ter Werks CG. icc dic cske oe hhsdgewsucne Bhp ntiahodenetnchinttenskecsoqyes 350, 382 
SO has cnsin dsc is crn ccip seston etaaccaaaai nsipndipemnbebiacadinapaa nea 4, 237, 008 2, 659, 433 








Company claim Examiner 


I I. oc ccincntstinneinneummnnmeeninne $6, 252, 673 $5, 879, 420 
Average reserve for depreciation and depletion..................-........ 3, 608, 923 3, 951, 229 
ee nn SII 0s cnn anhmhacundnunaicimenudtiudinetnians 2, 643, 750 1, 928, 191 
Less 2.54% pertaining to sales other than United Fuel Gas Co..........-. 67, 151 48, 976 
NN a cae ipsicainteremca adele bedneieeieaendaieatiniaats 2, 576, 599 1, 879, 215 
ee a aan 623, 678 349, 729 
NN th cairns encase iia ia sadesieaaiaeipaaaidl 3, 200, 277 2, 228, 044 
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It is clear enough that the adjustment of the reserve for depreciation accounts 
principally for the increase in the rate base claimed by United Carbon over that 
employed by the examiner. It is also a large factor in the rate base claims of 
Columbian Fuel. Based upon the record in these proceedings, the adjustment 
claimed by United Carbon appears justified, but not that claimed by Columbian 
Fuel. United Carbon’s book methods were highly irregular and haphazard. 
During the 8-year period 1928-36, United Carbon booked accrued depreciation on 
the basis of 2714 percent of the sales volume of the gas produced, and during the 
remaining years on the basis of annual rates which varied from 1% cents to 5 
cents per Mcf. United Carbon’s witness testified that the book accruals of de- 
preciation did not reflect the expired service life of the property, and that reserve 
balances had accumulated which, in many instances, were equal to or in excess 
of the cost of the property. 

The witness for the staff attempted to show that the book reserves for deprecia- 
tion and depletion were reasonable, by the following method. Taking total 
reserves acquired and developed, 1928 through 1957, and gas production for the 
same years, he found that total reserves depleted amounted to 69.3 percent. He 
also took the company’s average gross investment for the year 1957, and also the 
average depreciation, depletion, and amortization reserves for those years and 
computed the ratio of reserve to investment amounting to 68.3 percent. The 
correspondence between these figures the staff and the examiner deemed indica- 
tive of the correctness of United Carbon’s accrual of reserves for depreciation 
and depletion. However, the record shows that this comparison is subject to 
certain infirmities in that the gross investment used includes not only gas wells 
but also investment in automobiles, trucks, buildings, fixtures, machinery and 
gathering lines. Furthermore, the staff’s method does not take into account the 
time of investment in the properties and past retirements of property. 

The only comprehensive attempt to make a reserve requirement study with re- 
spect to United Carbon in the record was presented by the company’s witness. 
This was based on an average overall service life of the wells and gathering 
lines of 40 years and involved using the straight line method and a 2% percent 
annual rate. From this method the results may be summarized as follows: 






Average 1957 
Annual reserve 

requirement 

I OE I ns thi icin «distant edna bidmmniaiaiteaiaiinnitbieiatial $16, 609 $246, 343 
Depreciation of gas wells hos 131,011 1, 907, 843 
Gathering lines__....... ‘ 19, 001 274, 263 
Ee GIN IIITIID TD <s aistsisccstnertertnietetstsmnntindncetenchecegatinndmendiieseeaeinemendantabiaiadd: 19, 637 62, 190 
186, 248 2, 490, 639 


Ordinarily, of course, we would prefer to record the depreciation of gas wells 
on the basis of unit of production rather than straight line over a term of years, 
but the record does not provide a basis for a better treatment of depreciation. 
However, the amounts above appear reasonable, and we shall adopt them for 
the purposes of this proceeding upon the basis of this record. Such an adjustment 
of the reserves and annual charges is entirely proper, and we have done it in the 


past, where we have reduced the reserves to make them correspond with re- 
quirements.’ 


3 City of Cleveland v. Hope Natural Gas Company, 3 FPC 150, 167-173, 176-177, affirmed 
as F.P.C. v. Hope Natural Gas Co., 320 U.S. 591 reversing 134 F. 2d 287 (CA4) ; Canadian 
River Gas Company, et al., 3 FPC 32, 46—48, affirmed Colorado Interstate Gas Co. v. F.P.C., 
142 F. 2d 943 (CA10), affirmed 324 U.S. 581; Interstate Natural Gas Oo., 3 FPC 416, 424, 
affirmed Interstate Natural Gas Co. v. F.P.C., 156 F. 2d 949 (CA5), affirmed 331 U.S. 682. 
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Columbian Fuel’s accounting witness likewise adjusted its annual and accrued 
depreciation to give effect to current information as to existing reserves. How- 
ever, the company’s witness admitted that its reserves were perfectly satisfactory 
for accounting purposes, and he would not advise the company to go back and 
rework its reserves. In this situation we can see no justification for Columbian 
Fuel’s recomputing its reserves for depreciation and depletion for this rate case, 
and we shall use the book amounts as shown in Appendix B. 


INCOME TAXES 


In his decision the examiner devotes some space to the discussion of federal 
and state income taxes, particularly the benefits to be derived from the deductions 
relating to percentage depletion and intangible drilling and development costs. 
The percentage depletion incentive arises from Section 613 of the Internal 
Revenue Code as an alternate to the “reasonable allowance” standard of Section 
611, which in practice means depletion on a cost basis. Under Section 613, the 
allowance for depletion on oil and gas wells is the lesser of either 27144 percent of 
the “gross income” or 50 percent of net income. An option to deduct as expense 
the intangible drilling and development costs under prescribed regulations is 
continued by Section 263(c) of the Internal Revenue Code of 1954. Instead of 
capitalizing the intangibles and depleting them over the life of the well, the 
producer may deduct them in the year incurred. See proposed Regulation 
§ 1.6124 (a), (d), 603 C.C.H. 3552 and the corresponding regulations under the 
1939 Code, Regulation 118 § 39.23(m)-16 (a), (d). In our El Paso and United 
Fuel decisions * we concluded that when the percentage depletion and intangibles 
provisions are considered together in relation to the taxpayer’s property as a 
whole, they result in a tax saving rather than a tax deferral. We further con- 
cluded in those two proceedings that it was the intention of Congress that the 
taxpayers should receive the benefit of these provisions. However, since the 
result was that the taxpayer would receive revenues without a corresponding 
expense, we said the tax savings should be considered in determining a fair rate 
of return. 

By opinion dated August 2, 1960, the Court of Appeals for the Fifth Circuit 
remanded the El Paso proceedings.” The Court concluded that there was no 
statutory authority for the Commission to treat actual savings in taxes any 
differently than any other savings that must be passed on to the consuming public. 
Therefore no amount representing tax benefits or tax savings could be included 
in the cost of services as a tax liability. 

In the present proceedings the examiner refused to allow any taxes which 
did not give effect to the full amount of the statutory tax deductions. Using 
his rate base and rate of return he found that it was improper to include any 
amounts for income taxes in the cost of service of either United Carbon or 
Columbian Fuel. In their exceptions United Carbon and Columbian Fuel 
contend that the producers should be permitted to retain the tax benefits of 
percentage depletion and intangibles by not employing these tax deductions 
in computing the allowance for income taxes. United Carbon argues, contrary 
to our findings in El Paso and United Fuel that the intangibles deduction 
resulted in a tax deferral. The two companies assume that they should 
receive the benefits of the tax deductions in addition to the usual rate of 
return, again contrary to our conclusions in El Paso and United Fuel. 

It turns out in this record that the additional deductions from the two statu- 
tory incentives as allocated to the east Kentucky operations, amount to $322,092 


4 El Paso Natural Gas Co., 22 FPC 260, 268-269; United Fuel Gas Co., 23 FPC 127, 
130-133 ; 512, 514-516. 

5 El Paso Natural Gas Co. v. F.P.C., 281 F. 24 567 (CA 5, 1960, 1), cert. denied sub. 
nom. People of the State of California v. F.P.C., 366 U.S. 912. 
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for United Carbon, resulting in a tax saving of $167,918, and for Columbian 
Carbon amount to $213,024, resulting in a tax saving of $110,772. Since the 
return at the rate of 11 percent used by us on United Carbon’s well mouth rate 
base amounts to $483,610 and at 10 percent on Columbian Fuel’s well mouth 
rate base amounts to $267,768, under our previous decisions we do not make a 
specific allowance for the tax incentives in the cost of service.* 


EXPLORATION AND DEVELOPMENT EXPENSES AND INVESTMENT IN 
UNDEVELOPED LEASEHOLDS 


Issues have arisen with respect to exploration and development expenses and 
investment in undeveloped leaseholds. With respect to United Carbon, the 
examiner computed exploration expenses on the basis of average costs during 
the 5-year period 1953 through 1957. This average turned out to be $1,755,100 of 
which he allocated 10 percent or $175,510 to the eastern Kentucky operations on 
the basis of revenues. 

In its exceptions, United Carbon contends that the examiner should have 
adopted its figure of $221,128 for exploration costs which was based on the 3-year 
period, 1956 to 1958. It pointed out that while the 1958 figure of $2,770,000 was 
an estimate, the company had actually incurred costs of $2,079,568 in the first 
9 months of 1958 so that the 3-year period was more representative than the 
examiner’s 5 year period. We are of the opinion that United Carbon is correct 
in these contentions. As we made clear in our Phillips opinion, supra, the 
regulation of the natural gas producers must look to the future. Therefore, 
it is reasonable to base exploration costs on the later period. 

With respect to Columbian Fuel, the examiner allowed exploration expenses 
of $222,597, by taking the average annual company-wide exploration and 
development expense over the period 1955 to 1957 and applying to it the ratio 
of the company’s sales under the United Fuel contract to the company-wide 
sales. We think it is more reasonable in the case of Columbian Fuel to use 
the 1957 exploration and development costs of $263,932, because Columbian 
Fuel’s expenses under this heading have trended up each year whereas United 
Carbon’s expenses have varied, so that it was more reasonable to use a 
three-year average. 

The examiner allowed Columbian Fuel only $2,227 for investment in unde- 
veloped leaseholds. This latter amount out of a total investment of $1,774,527 
in undeveloped leases represents leases in the eastern Kentucky district here 
involved. Columbia Fuel argues that the examiner should have taken the 
company-wide investment in undeveloped leases and allocated it to the 
eastern Kentucky district on the basis of the ratio of production in that 
district to company-wide production of gas (20.62 percent) to arrive an allo- 
cated figure of $365,907. We think that, to be consistent, investment in 
undeveloped leaseholds should be allocated with exploration expenses on a 
company-wide basis. Furthermore, a producer’s needs for gas are ordinarily 
on a broader basis than the particular locality where one sale is made. There- 
fore we shall employ the company-wide figure of $1,774,527, but to be consistent 
with our treatment of United Carbon we shall allocate it on the basis of 
revenues using a percentage of 28.03 to arrive at $488,991 in Columbian Fuel’s 
rate base. 


® See Phillips Petroleum Company, 24 FPC 537, at 568, Docket No. G—1148, et al., issued 
Septemeber 28, 1960. 
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REGULATORY EXPENSE 


On regulatory expense the examiner allowed Columbian Fuel $41,667 repre- 
senting the amortization over three years of the estimated expenses of $125,000 
for this proceeding. United Carbon, which was allowed only $22,738, argues 
that it should be treated alike, and we are of the same opinion. 


Rate oF RETURN 


As set forth by the examiner, United Carbon seeks a rate of return of at 
least 10 percent, while Columbian Fuel seeks a “reasonable” rate of return 
and considers the 9 percent rate of return used in the staff study for illustra- 
tive purposes as unreasonable and confiscatory. The examiner, however, found 
that 9 percent was a fair and reasonable return on the rate base of each of the 
companies pertaining to its sales to United Fuel. 

The shares of United Carbon are held by the public. The record shows that 
on December 31, 1957, its capital structure consisted of 7 percent debt and 93 
percent common equity and the cost of the debt capital was approximately 
3.17 percent. Columbian Fuel, on the other hand, is a wholly-owned subsidiary 
of Columbian Carbon Company and is dependent upon Columbian Carbon for 
capital, so that we agree with the examiner that we should consider the cost 
of money for the parent company. The record shows that the capital structure 
of Columbian Carbon on December 31, 1957, consisted of debt 14.8 percent and 
capital stock and surplus 85.2 percent while the cost of the debt capital was 
3.5 percent. 

In past proceedings dealing with the rates of both electric utilities and natural 
gas pipeline companies, as stated in our Phillips opinion, we have always con- 
sidered a number of factors in arriving at a proper allowance for common equity 
and finally a rate of return and in doing so we have given some weight with 
judgment to the earnings-price ratio of the company involved and other com- 
panies similarly situated. The advantage of the earnings-price ratio is that it 
shows what investors will pay for the securities of the company in relation to 
contemporary earnings. However, investors are frequently moved by other con- 
siderations than contemporary earnings; they may be interested in future earn- 
ings, possibly discovery of large reserves, tax advantages, a hedge against 
inflation, so that the relationship between earnings and price is not always a 
complete criterion. This is true of the producers, for the record shows that 
between 1950 and 1957 producer earnings on the book value of their shares 
remained constant or trended downward while market prices increased sub- 
stantially. While, as we said in the Southern Natural case," the study of 
earnings-price ratios over a period of years may properly be used with judgment, 
together with other factors, in determining a reasonable allowance for equity, 
such other factors must be given considerable weight in determining the rates 
of return of independent producers. 

The record shows that the five-year 1953-1957 average earnings-price ratio for 
United Carbon is 8.3 percent and for Columbian Carbon is 7.0 percent. However, 
as the examiner points out, the major portions of the revenues of both United 
Carbon and Columbian Carbon are derived from phases of their business other 
than the sale of natural gas and oil. We agree with the examiner that the 
individual earnings-price ratios for United Carbon and Columbian Carbon, while 
still to be considered, do not have the same significance as if the companies were 
engaged solely in oil and natural-gas production. 

We think, as did the examiner, that the earnings-price ratio of 39 companies 
engaged in the oil and gas producing business is significant. For the 1953-1957 





7 Southern Natural Gas Co., 24 FPC 26, 29. 
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period the average earnings-price ratio for these companies was 7.4 percent. 
Just as the examiner did, we would allow a greater return for common equity 
than this “bare bones” cost of equity capital in the market. An additional 
allowance is usually necessary to cover cost of financing and to enable the com- 
pany to attract capital at reasonable cost, but this rather restricted additional 
allowance would not be sufficient in the case of the independent producers. Of 
significance is the ratio of earnings available for average stated common equity 
in the case of a group of independent producers of natural gas in the Appalachian 
area which ranged from 11.22 percent in 1953 to 13.10 percent in 1957. Also 
significant is the average earnings on equity of the thirty-nine producers referred 
to above. These earnings averaged 14.4 percent for the period 1953-1957." 

There are also other factors that must be taken into consideration. The record 
shows that the acquisition of supplies of gas in the West Virginia and Kentucky 
area has been substantially less than withdrawals from the reserves over the 
post-war period. Furthermore, to maintain the present rate of deliveries there 
must be an expanded program of drilling, and to find new gas reserves, wells 
must be drilled to the deeper horizons at increasing cost. Thus, there must be 
a sufficient incentive to enter into such a program in view of the increased 
difficulties and expenses involved, even though the record shows that the ratio 
of successful wells to total wells drilled has been high. 

We may note further that in the Phillips case,° where we considered the rate 
of return of an independent producer at some length we arrived at 12 percent 
on common equity and 11 percent over-all return. In the Phillips case we cited 
several electric and gas pipeline cases showing allowances for common equity 
ranging from 8.64 percent up to 14.4 percent because we were of the opinion 
that the allowances for common equity for a producer should be comparable to 
or greater than that for a pipeline or an electric company. 

In view of these considerations and taking into account in part the higher 
earnings-price ratio of United Carbon compared to Columbian Carbon, we are 
of the opinion that an allowance on common equity of 11.5 percent would be 
proper for United Carbon and 11 percent for Columbian Carbon. A rate of 
return allowance can therefore be computed as follows: 


UNITED CARBON 





Percent Percent Percent 
I Ci ncnkciicncidsincdindeeaainiaiaieuiiainaaiiadadieliae 3.17 7.0 0. 22 
SO rcncicnddasatedatansiitenestashtabasetneinaedenen 11.5 93.0 10. 70 


10. 92 








ITI 5. siissicassicisigtscat erie eeiaen cilia eho cap eatraeaadelaiiel 3.5 14.8 0. 52 
INN so soa rndiiectnicbnecstedshnddcadenatehinaabuadsaiee 11.0 85.2 9. 37 


These results may be appropriately rounded off so that we conclude that a 
fair rate of return for United Carbon is 11 percent and for Columbian Carbon’s 
subsidiary, Columbian Fuel, is 10 percent. 


§1953-17.0, 1954-13.8, 1955-13.8, 1956-14.2, 1957-14.2. 


* Phillips Petroleum Company, 24 FPC 537, at 572, Opinion No. 338, Docket No. G-1148, 
et al., September 28, 1960. 





190 FEDERAL POWER COMMISSION 


Cost or SERVICE 


In accordance with the discussion above and the appendices attached hereto 
we find that United Carbon’s cost of service with respect to its service to United 
Fuel is $1,592,818 or 26.60 cents per Mcf, while Columbian Fuel’s cost of service 
is $1,492,008 or 26.29 cents per Mcf. Therefore the rates proposed by the two 
companies are just and reasonable and will be allowed to stand. In making 
this determination we realize that the evidence with respect to treatment 
of United Carbon’s depreciation and depletion leaves something to be desired, 
but that a similar defect is not applicable to Columbian Fuel. Since the cost 
evidence supports Columbian Fuel’s rate of 26 cents per Mcf to United Fuel, 
for sales of gas from eastern Kentucky, United Carbon should not be required 
to charge a lower rate for similar sales to the same customers from the same 
area. Any such difference, in our opinion, would tend to discourage production 
of gas by United Carbon and would not be in the public interest. Therefore, 
apart from our findings with respect to United Carbon’s cost of service, the 
findings applicable to Columbian Carbon support a 26-cent price for this area. 

United Carbon has contended that there should be included in its cost of 
service an allowance to enable it to continue to maintain its deliveries of gas 
to United Fuel at the current level. It says the need for such an allowance 
arises because the deliverability of its existing wells in eastern Kentucky is 
presently declining, and there is an imperative need for maintaining its gas 
reserves. United Carbon says that such an allowance is not to be confused 
with exploration and development costs, which consist of delay rentals, and 
dry hole and abandoned lease costs. The costs contended for by United Carbon 
are for additional productive wells which must be drilled on the company’s 
existing proven acreage in order to maintain the present delivery capacity of 
the eastern Kentucky system and for the field lines needed to connect such new 
wells. These additional costs United Carbon computed to amount to $407,064, 
using a 10 percent rate of return. We do not have to reach a conclusion on 
this contention of United Carbon, for the costs of service reached herein sustain 
United Carbon’s proposed rates without the benefit of this allowance. 

Both United Carbon and Columbian Fuel have introduced evidence to show 
that the 26-cent rate is needed and is no more than needed to maintain their 
gas reserves and the deliveries contemplated by their contracts with United 
Fuel. Some of this evidence with respect to the difficulty of finding gas reserves 
and the increased costs of drilling we have already mentioned and taken into 
account. In this connection, these companies sought to show the cost of drilling 
additional wells as an annual expense each year from 1956 to 1960, and the 
examiner has determined that these amounts should be capitalized. It is not 
necessary for us to determine the weight of this evidence on the merits, for the 
costs of service shown above support the proposed rates. 

Both United Carbon and Columbian Fuel have introduced field prices of gas 
sold for resale in the Appalachian area to support their need for a 26-cent rate 
as follows: 


Docket 


Clinchfield Coal Corp...| Kentucky-West Vir- Pike County, Ky. 
ginia Gas Co. 
United Producing Co., | Hope Natural Gas Co....| Wyoming Co., W. Va._. 


Inc. 
Columbian Carbon Co..| Hope Natural Gas Co....| Logan County W. Va_... 


10 At the pressure base of 15.325 psia used in this proceeding the G—7586 price is 26.74¢ 
to 29.48¢, the G—3912 price is 28.29¢ and the Columbian Carbon price remains 25.0¢. 





FEDERAL POWER COMMISSION 191 


We agree with the companies that field prices are relevant among other 
things to show the need of producers for a given rate. Here, of course, the 
proposed price is supported by the costs of service as determined by us, so that 
there is no need to “depart” from it in the language of the City of Detroit 
case.” 


The Commission further finds: 


(1) United Carbon and Columbian Fuel are independent producers of natural 
gas subject to the provisions of the Natural Gas Act and the sales of natural 
gas to United Fuel which are the subject of this order, are sales of natural 
gas in interstate commerce and are subject to the jurisdiction of the 
Commission. 

(2) The cost of service of United Carbon applicable to its sale to United Fuel 
is $1,592,818 or 26.60 cents per Mcf; the cost of service of Columbian Fuel 
applicable to its sale to United Fuel is $1,492,008 or 26.29 cents per Mcf. 

(3) The rates contained in Supplements Nos. 16 and 17 to United Carbon’s 
FPC Gas Rate Schedule No. 12 and in Supplements Nos. 11 and 12 to Columbian 
Fuel’s FPC Gas Rate Schedule No. 10 are just and reasonable and not other- 
wise unlawful and no refund is due under the undertakings filed by the appli- 
cants pursuant to our orders issued May 8, 1956. 


The Commission orders: 


(A) The rates contained in Supplements Nos. 16 and 17 to United Carbon’s 
FPC Gas Rate Schedule No. 12 and in Supplements Nos. 11 and 12 to Columbian 
Fuel’s FPC Gas Rate Schedule No. 10 are hereby permitted to continue in 
effect, and United Carbon and Columbian Fuel are hereby discharged from 
further liability under their undertakings made pursuant to our orders issued 
May 8, 1956. 

(B) The examiner’s decision insofar as consistent with this order is hereby 
adopted as the decision of the Commission. 

(C) Exceptions not granted herein are hereby denied. 

(D) The motions for oral argument made by United Carbon and Columbian 
Fuel are hereby denied. 

(E) The proceedings in Docket Nos. G—9572 and G—9573 are hereby 
terminated. 

Commissioner Kline concurring in part and dissenting in part, filed a separate 
statement. 

K.1nE, Commissioner, concurring in part and dissenting in part: 

I concur in the result reached with respect to Columbian Fuel Corporation, 
Docket No. G-—9573, but do not agree with the treatment of certain issues, 
particularly the depreciation issue, in the United Carbon Company Case, Docket 
No. G-9572, and accordingly, dissent in that proceeding. 

I agree with the majority that cost of service is not the sole criterion of 
whether United’s price is just and reasonable, and agree that field price and 
other evidence on the issue of justness and reasonableness is admissible. How- 
ever, after consideration of all of the evidence I am of the opinion that the 26 
cent rate is not justified. Although I favor the field price approach and believe 
that ultimately all producers in the same area should receive the same price we 
do not have before us in this proceeding evidence of what is a fair price for 
gas in the Eastern Kentucky area. I do not consider a 26¢ price for United 
Carbon to be justified merely because that price is just and reasonable for 
Columbian Fuel. 


4 See City of Detroit v. F.P.0., 230 F. 24 810 (CADC), certioraré denied 352 U.S. 829. 


693—489—_641——15 
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Appendix A 
United Carbon Co. G-9572 
Cost of Service—1957 


Operating expenses 

Depletion 

Depreciation 

Taxes, other than income 

Federal income tax 

State income tax 

Return @ 11 percent. 

Exploration and development expense 


Total cost of service 
Cost per Mcf (volumes 5,988,568) 


Rate Base and Return @ 11% 
Gross investment (including undeveloped leaseholds) $6, 751, 634 
Less: Reserve for depletion and depreciation 


Net investment 4, 260, 995 
Less: Amounts applicable to other contracts 


Net investment for United Fuel’s contract 
Plus: Working capitial 


Total rate base 


Return @ 11 percent. 
Reduction from return due to Federal income tax accruals available 
for working capital 12, 280 


Return @ 11 percent as adjusted 483, 610 


Computation of Working Capital 


Total operating expenses (Exh. 25, Sch. 1) $682, 687 
Less: Non cash expenses: Depreciation, depletion, purchased gas, 
leases charged off and abandoned, property taxes, social security 
238, 971 


Cash operating expenses 443, 716 
% of cash operating expenses 51, 027 
Materials and supplies allocated—Gross Investment 215, 998 
Prepayments allocated—Gross investment 4, 058 


Total working capital 271, 083 
Reduction from working capital 63.33% of Federal income taxes___ 111, 637 
Reduction from return due to Federal income tax accruals available 

for working capital 
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Appendix B 
Columbian Fuel Corporation, G-9573 
Cost of Service, Year 1957 


Operating expenses 

Purchased gas cost 

Depreciation and depletion 
Exploration and development 
General and administrative expenses 
Sundry expense 

Return @ 10 percent 

Federal income taxes 

State income taxes 

Regulatory Commission expense 


Total cost of service 


Volumes-—5,675,835 Mcf, cost per Mcf 


Rate Base and Return @ 10% 


Gross investment (including undeveloped leaseholds) 
Less: Reserve for depreciation and depletion 


Net investment 
Less: Amounts applicable to other contracts 


Net investment United Fuel contract 
Plus working capital 


Total rate base 


Return @ 10 percent. 

Reduction from return due to Federal income tax accruals available 
for working capital 

Return @ 10 percent as adjusted 


Computation of Working Capital 


Total cash operating expenses 


1% of cash operating expenses 
Add: 
Materials and supplies 
Prepayments 


Total working capital 
Reduction of working capital (63.33% of Federal income taxes) ____ 
Reduction of return due to Federal income taxes available for work- 
ing capital 
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DECISION 
UPON NOTICES TO MAKE EFFECTIVE INCREASED RATES 


(Issued June 26, 1959) 


Purpve, Presiding Examiner: These consolidated proceedings are under Sec- 
tion 4(e) of the Natural Gas Act. United Carbon Co. and Columbian Fuel 
Corp. seek to obtain increases in their rates for the sale by them of natural gas, 
in Eastern Kentucky, to United Fuel Gas Co. The increase sought by each 
applicant is from 2214¢ per Mcf to 26¢ per Mcf. For particulars, see Re United 
Carbon Co., et al., 19 FPC at p. 242. The increased rates of 26¢ per Mcf, after 
having been suspended by the Commission, became effective as of April 1, 1956, 
subject to applicants’ refunding any excess charges to those entitled thereto. 

On August 5, 1957, following a hearing, the Examiner issued an initial decision 
whereby the proceedings were dismissed, on motion of the Staff. Applicants 
appealed from this ruling. Thereafter, on February 19, 1958, the Commission 
remanded the proceedings to the Examiner, 

for the taking of further testimony to give all parties hereto an opportunity 
to present any additional evidence deemed desirable, or to make a repre- 
sentative and conclusive demonstration by valid evidence why a rate-base 
approach is not necessary, practical or appropriate in this case, or to 
present such additional evidence of costs as applicants at the oral argu- 
ment indicated they would be willing to present. Also, upon such remand, 
we think staff counsel should present any evidence deemed appropriate, 
including evidence, if any there be, to show error in applicants’ presentation 
and to support staff’s position in these proceedings. (19 FPC at pp. 244-45.) 

A further hearing was had, commencing on June 19, 1958. This hearing con- 
tinued intermittently, occupied 10 hearing days, and concluded on December 5, 
1958. Oral and documentary evidence was introduced by each of the applicants 
and by the Staff, and the witnesses were cross-examined. At the conclusion of 
such hearing, the Examiner prescribed the time for the filing of briefs. Subse- 
quently, this time was necessarily extended due to the fact that the attorney 
who tried the cases for the Staff had ceased to be in the employ of the Com- 
mission; and the new staff counsel assigned to the cases had to familiarize 
himself with the record. The reply briefs were not filed until April 24, 1959. 

The Staff opposes the increases. It recommends that Columbian Fuel’s re- 
quest for an increase be denied. In the case of United Carbon, the Staff arrives 
at a cost of service for the sales to United Fuel of only 16.35¢ per Mcf. The 
Staff recommends that this amount be adopted as the United Carbon rate. 


OPERATIONS OF APPLICANTS AND AFFILIATES 
United Carbon 


Applicant United Carbon Co. and two subsidiaries of said applicant, namely, 
United Producing Co., Inc., and United Carbon Co., Inc., are engaged principally 
in the manufacture and sale of carbon black, the manufacture and sale of 
synthetic rubber and masterbatches (mixtures of synthetic rubber carbon 
black, and in some instances, oil) ; and the production and sale of oil and natural 


gas. The companies’ oil and natural-gas properties are located principally in 
the South and Southwest and in the Appalachian area. 

The record shows that in 1957, United Carbon’s gross revenues were derived 
from sales of products, and in percentages, as follows: carbon-black sales, 


38.5% ; synthetic rubber sales, 36.0%; natural-gas sales, 18.0%; and crude-oil 
sales, 7.5%. 
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United Carbon refers to its production and sale of natural gas to United Fuel 
as its “Eastern Kentucky operations.” No oil is produced in the Hastern Ken- 
tucky operations. 


Columbian Fuel 

Applicant Columbian Fuel Corp. is engaged, in Kentucky and in the South- 
west, in the production and sale of natural gas and a relatively small amount 
of oil. Columbian Fuel’s operations in Kentucky are in three geographical 
districts. The gas which Columbian Fuel sells to United Fuel is produced in 
one of these districts, located in Eastern Kentucky and referred to as “Kentucky 
District 50.” Substantially all of the operations in this district pertain to the 
United Fuel contract; in 1957 only 2.54% of the sales were made to others than 
United Fuel. 

Columbian Fuel is a wholly-owned subsidiary of Columbian Carbon Co. Co- 
lumbian Carbon, and subsidiaries of Columbian Carbon other than Columbian 
Fuel, are engaged in the manufacture and sale of carbon black; the production 
and sale of oil and natural gas; the manufacture and sale of ink ; and the manu- 
facture and sale of miscellaneous other products. They operate a number of 
carbon-black plants; and control oil and natural-gas properties in the South- 
west, the Appalachian area, and in Canada. 

In 1957, Columbian Carbon and its subsidiaries derived revenues from the 
sale of products, and in the percentages, as follows: carbon black, 35.9%; oil 
and natural gas, 21.4%; ink, 20.5%; gasoline and butane, 3.7%; miscellaneous, 
12.6% ; and products made by otLers, 5.9%. 


REITERATION BY APPLICANTS OF CONTENTIONS MADE AFTER FORMER HEARING 


Much of the argument contained in the briefs of each of the applicants is a 
reiteration of that advanced in their briefs filed following the initial hearing. 
Applicants argue that the rates which they seek are justified (1) by evidence 
which, as the Examiner finds, establishes that the proposed rates are below the 
“field price” and the “commodity value” of the gas; and (2) by general state- 
ments of officials of the applicants that the increases requested are needed in 
order to continue to have sufficient gas supplies with which to maintain the 
present level of deliveries to United Fuel. Evidence going to both of these points 
was treated of in the Examiner’s original decision herein, 19 FPC 245, 251-52, 
257-58; where it was held that such evidence was insufficient to warrant the 
rate increases. The Examiner deems it unnecessary to add anything to what 
was there said, except to quote the following additional authority : 
As we held in Bel Oil, so we hold here, proof that the proposed rate was 
not higher than the going field price of gas from the same or adjacent areas, 
even when coupled with factually unsupported conclusionary testimony that 
this particular price was required to provide the incentive needed to en- 
courage exploration and development, was not enough to constitute prima 
facie proof of justness and reasonableness of the price. (Forest Oil Corp. 
v. Federal Power Commission, 263 F. 2d 622, 624) ; 

and to make the observation that applicants’ exploration and development costs, 

insofar as justified by the evidence, are allowed in the costs of service herein- 

after found to be proper. 

Applicants continue to attempt to justify the proposed rate increases by the 
expedient of charging to expense major items which should be capitalized; and 
by the further expedient of making use of speculative and conjectural costs. 
Their efforts have already been dealt with and found to be wanting in the Exam- 
iner’s prior decision herein. 19 FPC at pages 252-57. An additional authority 
(to those there cited at pages 254-55) upon the proposition that, under rate 
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regulation, the stockholders, not the consumers, are to furnish the capital 
necessary for the operation of the company, is: Lindheimer v. Illinois Bell 
Telephone Co., 292 U.S. 151, 169, 174~75. 


ATTEMPT OF APPLICANTS TO DEMONSTRATE THAT A RATE-BASE APPROACH Is Nor 
NECESSARY 


The applicants adduced no convincing evidence upon being given the oppor- 
tunity which the Commission accorded them to show why, if at all, “a rate-base 
approach is not necessary, practical or appropriate in this case.” An expert 
witness for Columbian Fuel advanced six reasons why, in his opinion, “the cost- 
of-service method is not practicable from an administrative point of view.” 
Inasmuch as each of the applicants adopted all of the evidence produced by the 
other applicant, the testimony of this witness will be considered as a joint 
presentation on behalf of both applicants. 

The first of the six reasons assigned is “the difficulty of identifying and measur- 
ing the cost to independent producers of supplies of gas . . . for the purpose of 
rate-making.” Granted that regulation under the cost rate-base method presents 
some complex problems, that is no reason, necessarily, for scrapping the method. 
Any mode of regulation, we suppose, would present difficulties. Yet Congress 
has declared that Federal regulation of the sale of natural gas in interstate com- 
merce “is necessary in the public interest.” Natural Gas Act, Sec.1(a). Equally 
qualified experts may well have varying views concerning some aspects of the 
cost to producers of particular supplies of gas. But that the capability exists, 
under the rate-base method, of coming to a rational and just conclusion as to the 
cost, is, we think, demonstrated by an Examiner’s initial decision, issued April 6, 
1959, Re Phillips Petroleum Co., Docket No. G—1148. 

The second reason assigned is that “a major part of the total cost incurred by 
gas producers subject to the jurisdiction of the Commission are joint costs, 
so that the cost of natural gas cannot be determined independently of the cost 
of other hydrocarbons with which it is associated.” The witness went on to dis- 
miss this point, in effect, by saying that “the joint cost problem does not arise in 
the same degree, and is not the same barrier to the application of the cost-of- 
service method in the circumstances of this [Columbian Fuel] case that it is 
generally.” Perhaps no response is necessary. It may be observed, however, that 
the Examiner who wrote the initial decision in the Phillips case, supra, had no 
great difficulty in making an allocation of joint costs. 

The third reason which the witness assigned is, “I do not believe it will be 
possible to establish an economically valid rate of return on investment in gas 
production in the case of Columbian Fuel.” With this we do not agree. We think 
that the rate of return hereinafter determined upon is an “economically valid 
rate of return.” 

The fourth reason assigned is that “the quantity of natural gas in a reservoir 
cannot be measured with assurance, so that the indicated cost per unit of gas 
would vary widely from time to time for a given producer, depending upon the 
information or estimates available at a given time.” This is not a valid objection 
to the use of the cost method of regulation. It is a producer’s duty to make 
revisions of its gas reserve estimates, constantly, based upon the latest experi- 
ence and information. Commission staff reserve experts are also available. 
Rates for the sale of gas can thus be predicated on the most recent, and reason- 
ably reliable, reserve estimates. The mere fact that perfection in reserve esti- 
mates cannot be achieved is no reason for not employing the cost-of-service 
method. It should be remembered that the method has been effectively applied 
for many years in the regulation of pipeline companies which are also producers. 
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The fifth reason assigned is that “no reliable relation exists between invest- 
ment and discovery of natural gas, so that the results of use of a cost method 
would be widely divergent or erratic as among producers.” In Federal Power 
Commission v. Hope Natural Gas Co., 320 U.S. 591, exactly this same contention 
(expressed in a dissenting opinion, 320 U.S. at pages 647-49) did not prevent the 
United States Supreme Court from sustaining a Commission decision fixing rates 
for the sale of natural gas, by a company engaged in the production, transporta- 
tion and sale thereof, under the cost rate-base method of regulation. 

The sixth reason assigned is that “the number of gas producers and the number 
of proceedings before the regulatory agency is so large that the conventional 
rate-base method is not practicable.” The correctness or incorrectness of this 
assertion is for the Commission itself to judge. The large number of rate cases 
involving independent producers presents serious regulatory problems. F.P.C. 
Annual Report, 1958, page 71. But for a witness to undertake to tell the Commis- 
sion that regulation by the cost rate-base method cannot be effected adds nothing. 





Cost-oFr-SERVICE STUDIES 
Test Year 

The latest operating experience of the respective applicant companies shown by 
the evidence pertains to the calendar year 1957. Such operating experience is the 
best test of the reasonableness of the existing rates of the respective applicants. 


Differences between Applicants and Staff 


Columbian Fuel contends that the experience of the test year 1957 demonstrates 
that the increased rate which it seeks of 26¢ per Mcf for its sales of gas to United 
Fuel is below a just and reasonable amount. It avers that the revenues which it 
received under such rate (in effect subject to refund) were sufficient to yield it 
a rate of return of only 4.49%. United Carbon contends that, as shown by the 
experience of such year, its cost of service is 28.46¢ per Mcf, “even without the 
inclusion of the necessary allowances for the cost of discovering, maintaining or 
replacing the company’s gas reserves.” The Staff, in its cost-of-service studies 
for 1957, as modified by the position which it takes in its brief, comes up with a 
cost for Columbian Fuel’s sales to United Fuel of 22.55¢ per Mcf; and (as above 
noted), for United Carbon’s sales to United Fuel, 16.35¢. 

The principal differences between the applicants, on the one hand, and the 
Staff, on the other hand, are in the following components of the cost of serv- 
ice: (1) accrued depreciation and depletion reserves; (2) allowances for fed- 
eral and state income taxes; (3) exploration and development costs, and in- 
vestment in undeveloped leaseholds; and (4) rate of return. 


Accrued Depreciation and Depletion Reserves 


Columbian Fuel. The record shows that Columbian Fuel, on its books, com- 
putes annual and accumulated depreciation and depletion of productive lease- 
holds by the unit-of-production method. In the preparation of its cost-of-service 
study Columbian Fuel’s accounting witness adjusted the annual and ac- 
crued depreciation and depletion figures “to give effect . . . to current infor- 
mation as to existing reserves.” The adjustment was made by reworking the 
annual provision for depreciation and depletion, starting with the latest avail- 
able information on gas reserves and adding production back to 1939. The 
witness thereby arrived at a substantially lesser amount for depreciation and 
depletion in the production properties than the reserves shown by the com- 
pany’s books. 

The Staff, on the other hand, used the book figures for depreciation and de- 
pletion expense and reserves for production plant. 
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The evidence indisputably shows that Columbian Fuel through the years has 
followed excellent accounting practices in the recording of its book reserves. 

The Commission has uniformly held that “where reasonable and proper de- 
pletion and depreciation accounting practices have been observed by a natural- 
gas company, the resulting reserve is the best measure of the depletion and 
depreciation existing in the property, i.e., the accumulated cost of property 
which has been consumed in service”; and “should be deducted from the gross 
cost in the rate-base determination.” Re Hope Natural Gas Co., 3 FPC 150, 
168-69, and cases there cited, note 19. Hence, the adjustments to the reserve 
for depreciation and depletion proposed by Columbian Fuel should be rejected. 

United Carbon. There is an exception to the rule that, in determining the 
rate base, the recorded book reserves are to be deducted from the gross in- 
vestment. The Commission has held that where a company is brought under 
regulation for the first time, and its practices as to depreciation and depletion 
have been “inconsistent and haphazard” over the years, with the result that 
the book reserves do not measure the actual existing depreciation and depletion, 
the reserve requirement (actual existing depreciation and depletion) may be 
deducted. Re Hope Natural Gas Co., supra. 

An accountant employed by United Carbon to prepare a cost-of-service study 
testified that said company’s situation was such as to bring it within this ex- 
ception. According to his testimony, United Carbon had accrued on its books 
relating to Eastern Kentucky operations an excessive an unrealistic depreciation 
reserve for gas wells, in a haphazard and inconsistent manner. The witness 
made a depreciation reserve requirement study, which principally pertained to 
the gas wells, but also included gas leaseholds and rights and gathering lines. 
He computed the reserve requirement for the gas wells by the straight-line 
method, at a 244% annual depreciation rate based on a service life of 40 
years. According to this study, the average plant investment, in 1957, for 
“Producing Gas Wells” is $5,240,487; and the average accrued depreciation 
thereof, $1,907,843; resulting in an average net investment of $3,332,594. 

The staff accountant witness engaged in the investigation of the books and 
records of United Carbon adopted the annual and accrued depreciation and 
depletion as recorded on United Carbon’s books. Thereby, he arrived at an 
average plant investment, in 1957, for “Gas Wells and Equipment” of $5,746,546 ; 
and an average reserve for depreciation thereof amounting to $4,446,910; for 
an average net plant of $1,299,636. 

The importance of the depreciation issue presented is manifested by the 
great difference between the United Carbon witness’ aforementioned net in- 
vestment figure of $3,332,594, and the staff witness’ aforementioned net invest- 
figure of $1,299,636. As the Staff puts it, the restatement “resulted in a reserve 
figure for gas wells approximately one-half smaller than those recorded on the 
books and records of the company.” The importance of the issue is further 
manifested by the fact that United Carbon’s total net plant investment in its 
Eastern Kentucky operations as adjusted by its accountant witness, divided 
by the remaining recoverable reserves shown by said witness’ exhibit, results 
in an annual depreciation and depletion cost on a unit basis of 4.78¢ per Mef. 
In contrast, the total net plant investment in Eastern Kentucky shown by United 
Carbon’s books, divided by the remaining recoverable reserves, gives an annual 
cost per Mcf for depreciation and depletion of 1.8¢. 

Since 1928, when United Carbon’s sale of natural gas to United Fuel com- 
menced, United Carbon has recorded on its books, annually, depreciation and 
depletion accruals, pertaining to its Eastern Kentucky investment, computed 
on a cents-per-Mcf-produced basis. On December 31, 1957, these accruals to- 
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talled $5,165,711. The cents per Mcf varied in the respective years from a 
low of 0.0174 in 1934 and 0.0150 in 1957, to a high of 0.0500 in the period 
from 1946 to 1952. The staff accountant witness testified that this method 
was “essentially a unit-of-production method”; that the company has “consist- 
ently followed a plan for accruing reserves for depreciation and depletion of 
gas-well investment.” It is true that the witness stated that he did not 
know “just what method they have gone through to develop this cents per 
Mct”; that the company officials did not divulge this information to him. The 
record does disclose that through the years United Carbon employed outside 
experts to make estimates of their Eastern Kentucky gas reserves. It was 
the witness’ conclusion that, 


The Mcf gas reserves are periodically evaluated by the company and 
the cents-per-Mcf-of-production rate changed from time to time to reflect 
the latest information available to the company with respect to remain- 
ing recoverable reserves. 


This conclusion is fortified by the fact that, as testified to by the staff witness, 
“whereas the total [plant] average dollar reserve provided at December 31, 1957, 
amounts to 68.3% of total average investment, the total Mcf gas reserves dis- 
covered, developed and acquired during the period 1928 through 1957 have been 
depleted 69.3%.” 

United Carbon’s records do not show the property for which the gross ac- 
cruals in the total sum of $5,165,711 were provided. However, at December 31, 
1957, the company’s total net reserve for depreciation and depletion applicable to 
the Eastern Kentucy properties was only $5,012,092. Eighty-nine percent of 
this net reserve was in “Gas Wells and Equipment”; and 3%, in gas leaseholds 
and rights—types of property usually depreciated and depleted on a unit-of- 
production basis. It seems apparent that the gross accruals totalling $5,165,711 
applied to the property in these categories of investment. 

The cents-per-Mcf-produced basis of computing the accruals is a strong indi- 
cation that United Carbon employed, in essence, a unit-of-production method 
in recording the depreciation of its Eastern Kentucky gas-well and gas rights 
investment. Also, the fluctuation in the rate is evidence that United Carbon 
used a unit-of-production method. For, as testified to by the staff witness, the 
fluctuation was “apparently for the purpose of compensating for the changes in 
the reserves through the years.” If the varying cents per Mcf had any other 
significance, such information was peculiarly within the knowledge of officials of 
United Carbon, and it was incumbent upon them to come forward and disclose 
the same. “. .. the party who is in the best position to know the facts bears 
the burden of explanation.” Merriam vy. Venida Blouse Corp., 23 F. Supp. 659, 
661. Yet the record is barren of any testimony or explanation upon the part of 
United Carbon as to this point. Also to be borne in mind is the presumption that 
evidence withheld would be adverse if produced. Cyc. of Fed. Proc. (3rd Ed.) 
Vol. 8, sec. 26.273. The Examiner is justified in finding, and does find, that 
United Carbon consistently employed, in its depreciation and depletion of 
gas-well and gas leaseholds and rights investment, essentially a unit-of-production 
method. ‘ 

The Examiner is further of the view that this accounting practice was sound; 
and that, as is true in the case of Columbian Fuel, the recorded book reserve 
is the best measure of the existing depreciation and depletion. 

The unit-of-production method of computing depreciation is a standard and 
recognized method and, as applied to natural-gas production investment, is to 
be preferred to any other method. The 1944 report of the Committee on De- 
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preciation of the National Association of Railroad and Utilities Commissioners, 
at page 19, makes use of the following language: “. . . in general the use of 
service lives expressed in years gives a result sufficiently accurate for practical 
purposes, but . . . when the property is such that a more accurate result can 
be obtained by the use of production factors, the Committee definitely recognizes 
the value of such methods. ... It is doubtful that, in the average case, the 
result obtained by a realistic application of production factors will differ 
materially from that obtained on a purely time basis, except in instances where 
the depletion of natural gas reserves is involved.” [Italics added.] Also, the 
testimony shows that the unit-of-production method charges operations with 
production depreciation and depletion costs directly in proportion to the volume 
of gas consumed; and that, in practice, this depreciation method is best for 
production plant, because it reasonably reflects the capital consumption asso- 
ciated with the exhaustion of the gas supply, and because it currently and 
automatically adjusts each accounting period for changes in plant, gas reserve 
estimates, and other items. 

The close correlation between the extent of exhaustion of the developed gas of 
the company in its Eastern Kentucky operations (69.3%) and the reserve for 
depreciation and depletion of its Eastern Kentucky plant investment (68.3%) 
demonstrates that, on the basis of the unit-of-production method, the accrued 
depreciation and depletion reserves were not excessive. The 1943 Report of the 
Committee on Depreciation of the National Association of Railroad and Utilities 
Commissioners declares, at pages 154-55: 


Actual existing depreciation is the amount of depreciation existing in 
a plant at a given moment of time. If depreciation occurs as a function of 
production, then actual existing depreciation is measured by the production 
which has been realized up to the time of inquiry. If an oil well, for ex- 
ample, is capable of producing 1,000,000 barrels of oil, then after 600,000 
barrels have been produced, 60 percent of the cost of the equipment (less 
net salvage) should have been charged to operating expense, and likewise 
the existing depreciation would be 60 percent of the cost. 


Anent the reference in the above quoted excerpt from the N.A.R.U.C. Report 
to the cost of the equipment “less net salvage,” United Carbon’s witness, in 
his straight-line reserve requirement study, considered the residual net salvage 
from gas-well equipment to be zero. 

United Carbon contends that the comparison of the percent of total gas 
reserves depleted with the ratio of depreciation and depletion reserves to 
investment is no test of the adequacy of the depreciation reserves; that such 
comparison disregards the time of investment and past retirements. This 
contention is not persuasive. It would seem that United Carbon confuses the 
unit-of-production method, which emphasizes the function of production, with 
the service-life method, which emphasizes the function of time. The distinc- 
tion between the two methods is apparent when, in addition to the foregoing 
excerpt from the 1943 N.A.R.U.C. Report, the remainder of the same paragraph 
is considered : 


If depreciation occurs as a function of time, the lapse of time is the 
measure. If a gas holder should operate for a period of fifty years, then 
after ten years one-fifth of its economic life would be gone—one-fifth of 
its total utility would have been consumed in operation—the existing 
depreciation would be one-fifth of the original cost. 


It is true that, as United Carbon argues, a reserve requirement study using 
the unit-of-production method should reflect the time of investment and the 








FEDERAL POWER COMMISSION 201 


retirement experience. Nevertheless, a comparison of the ratio of past pro- 
duction to total gas reserves with the ratio of the accumulated depreciation 
and depletion reserves to investment is a rough, but cogent, test of the adequacy 
of the depreciation and depletion reserves under the unit-of-production method. 
United Carbon makes a number of additional contentions, all of which the 
Examiner has considered and which, in his view, do not have substantial merit. 
At the risk of prolixity, the Examiner will mention some of them. United 
Carbon notes that the staff witness arrived at the 68.3% figure (for deprecia- 
tion and depletion in relation to cost) by dividing the 1957 average of the 
book depreciation and depletion reserves, $4,983,821, by $7,292,827, the 1957 
average of the book figures for gross investment. United Carbon argues that 
the 68.3% is “meaningless,” since the $7,292,837 gross investment figure included 
United Carbon’s investment in automobiles, trucks, buildings, furniture, fixtures, 
machinery and equipment and gathering lines, which were being depreciated 
on the books on the service-life basis. We do not agree. The 1957 average 
investment in these items of property was only $981,360—13% of the total 
investment; and substantial depreciation had been accrued on the books as 
to these items. The fact that such items were not depreciated on a unit-of- 
production basis does not materially affect the propriety of using the 68.3% 
figure in testing the adequacy of the depreciation and depletion reserves. 
United Carbon compiled an Exhibit 50, whereby it seeks to detract from 
the effect of the staff witness’ presentation. Exhibit 50 is predicated upon 
an inadvertent misstatement by the staff witness on cross-examination in 
defining the unit-of-production method, and is of no evidentiary value. 
United Carbon asserts as follows: 


. in the Hope case (3 FPC 150) the Commission adjusted Hope’s 
depreciation reserves on the basis of a detailed reserve requirement study 
which ultimately resulted in a percent of depreciation for gas wells of 
28.8%, although the gas reserves were 79.70% depleted (Tr. 1862, 1869, 
1874.). 


When, in addition to the transcript pages cited in the above quoted excerpt, 
transcript pages 1863, 1867 and 1868 are examined, it will be seen that the 
foregoing assertion is not predicated on any evidence in the case; that it 
became apparent at the hearing that the testimony which the United Carbon 
witness was giving was not based upon the Commission opinion in the Hope 
case, but had reference to certain purported exhibits in that case, and that 
the Examiner granted a motion to strike the testimony of the witness with 
reference to the Hope case as far as he had gone, and sustained an objection 
to the remainder of such testimony, upon the grounds (1) that the testimony 
was hearsay, and (2) that the testimony did not pertain to any issue in 
these proceedings, but pertained to issues in another case, which the Ex- 
aminer did not propose to re-try. The Examiner permitted the testimony as 
far as the witness had gone to stand as an offer of proof, and permitted coun- 
sel, as a further offer of proof, to make a statement of what the witness 
would have proceeded to testify to had the objection not been sustained. 
Counsel for United Carbon know that they have no right to cite the rejected 
testimony and the offer of proof in their argument, and that their action in so 
doing is improper. 

United Carbon points out that there is a difference of $46,218 in the de 
pletion reserve requirement for gas leaseholds and rights, as computed by 
United Carbon’s witness, and the reserve shown by the company’s books for 
such category of property. This circumstance is of little moment. In the first 
place, the book reserve figure for gas leaseholds and rights is lower by such 
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sum of $46,278 than the depletion reserve requirement; so that the book figure 
inures to the advantage of United Carbon, not to its disadvantage. In the 
second place, the Examiner is not persuaded that the reserve requirement 
computation is more correct or reliable than the book reserve. In the third 
place, the difference is not sufficient to warrant rejecting the book reserve. 
United Carbon attempts to make something of the fact that its largest single 
producing property, known as the Colony Coal and Coke Co. tract, was 
completely written off the books through depletion accruals. However, the 
books show nothing as a reserve for the other gas lands and leaseholds. The 
staff witness said, “I took the total company property, not one small segment 
of it. .. . I was satisfied with the overall operations of the company.” Despite 
the fact that the Colony Coal and Coke tract was fully depreciated on the 
books, the depletion reserve requirement for gas leaseholds and rights com- 
puted by United Carbon’s witness, is, as has been noted, higher by the afore- 
said figure of $46,218 than the depletion reserve for these items shown on 
the books. 

The Examiner is constrained to reject the adjustments to the reserve for 
depreciation and depletion proposed by United Carbon. 


Allowances for Federal and State Income Tazes 


The principal controversy between the applicants and the Staff respecting 
the federal and state income tax allowances to be included in the costs of serv- 
ice concerns the treatment to be accorded the statutory tax benefits under the 
income tax laws commonly referred to as the “intangible well-drilling” and 
“percentage depletion” tax deductions. “It is, of course, obvious that the 
greater the amount of deduction for [these items] the less remains of income 
on which to pay an income tax and correspondingly less will be the amount of 
the income tax which may then be included as an element of cost of service.” 
Colorado Interstate Gas Co. v. Federal Power Commission (C.C.A. 10), 209 
F. 2d 719, 727. 

In their 1957 tax returns, applicants availed themselves of these deductions, 
with the result that neither company incurred any federal or state income- 
tax liability. But in the costs of service which they present, the taxes are 
computed as though these two tax deductions had not been taken. United 
Carbon, in its cost-of-service exhibit, shows federal income taxes applicable 
to its Eastern Kentucky operations (based on a return of $423,701) of $545,236; 
and state income taxes, of $36,384. It has been seen that Columbian Fuel com- 
putes a rate of return of 4.49% from sales under the United Fuel contract at the 
26-cent rate which said applicant seeks. In such computation, Columbian Fuel 
shows federal income taxes of $155,833; and state income taxes of $10,827. 
The Staff, in its cost-of-service exhibits for the companies, reflects the fact 
that no federal or state income-tax liability existed in 1957 by not including 
any amounts for income taxes. 

Intangible Well-Drilling Tax Deductions. Under Section 263(¢c) of the In- 
ternal Revenue Code of 1954 (U.S.C.A., Title 26, sec. 263(c)), a natural-gas 
producer has the option to deduct as expenses the intangible cost of drilling pro- 
ductive wells. The producer may elect either to deduct such cost in the year 
in which incurred or to capitalize the same. The provisions of the Kentucky 
income tax law follow the Internal Revenue Code in this respect. 

In computing income taxes, it has been, and is, the practice of United Carbon 
and Columbian Fuel to deduct the intangible drilling costs as expenses. In 
1957, United Carbon incurred $187,904 in intangible well-drilling costs in its 
Eastern Kentucky operations; and Columbian Fuel, $87,735 in Kentucky District 
50. Applicants, in their 1957 federal and state tax returns, as has been indi- 
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cated, deducted these respective amounts as an expense. But in computing 
the federal and state income tax components claimed in the cost of service, the 
accounting witness for each applicant omitted these deductions.* 

United Carbon contends that in making the election to deduct the intangible 
drilling costs in its 1957 tax return, it did not obtain a tax reduction, but merely 
deferred the payment of its taxes; that “if it had elected to amortize such 
costs over the life of the wells, its taxes in future years would have been de 
creased correspondingly”; that “in either event, it must pay the same taxes 
over the years, assuming no change in the tax rate”; and that its cost-of-service 
income-tax calculation has the effect of “normalizing” the tax expense for the 
test year 1957. Columbian Fuel, similarly, asserts that the Staff “erred in 
eliminating from the cost-of-service studies tax payments which, by reason 
of their deferred nature, must eventually be made.” 

These arguments are not persuasive. It seems probable that the applicants, 
in their practice of availing themselves of the option to deduct as expenses 
intangible drilling costs, are in reality obtaining tax deductions and not merely 
tax deferrals. While the taking by applicants of the entire deduction for in- 
tangible drilling costs in any certain year means that they will have a higher 
potential tax liability in subsequent years, such higher potential tax liability 
will probably be more than offset by applicants’ continuing to deduct as expenses 
later intangible drilling costs. In other words, it appears very doubtful that 
the intangible drilling costs of depleted wells will equal the intangible drilling 
costs of the new wells which replace them. 

In any event, only the income tax actually payable is to be allowed as an 
element of cost of service. Under conventional standards of rate-making, the 
actual income taxes payable are allowed as a part of the operating expenses. 
Galveston Electric Co. v. Galveston, 258 U.S. 388, 399; Georgia Ry. € Power Co. 
v. Railroad Comm., 262 U.S. 625, 633. In the fixing of rates of natural-gas 
companies, the rule has been repeatedly followed by this Commission that no 
allowance for income taxes is permitted in excess of a company’s actual tax 
liability City of Cleveland v. Hope Natural Gas Co. (1942), 3 FPC 150, 182; 
Re Northern Natural Gas Co. (1943, 3 FPC 377, 379; Re Cities Service Gas 
Co. (1943), 3 FPC 459, 484, affirmed Cities Service Gas Co. v. Federal Power 
Commission (1946) (C.A. 10), 155 F. 2d 694, 698; Re Mississippi River Fuel 
Corp. (1945), 4 FPC 340, 348; Re Penn-York Natural Gas Corp. (1946), 5 
FPC 33, 38-39; Re Pittsburgh and West Virginia Gas Co. (1948), 7 FPC 112, 
131; Re Hope Natural Gas Co. (1950), 10 FPC 583, 612; Re Transcontinental 
Gas Pipeline Corp. (1952), 11 FPC 94, 111; Re Northern Natural Gas Co. (1952), 
11 FPC 123, 135; Re Colorado Interstate Gas Co. (1952), 11 FPC 324, 337-38, 
380, 387-88, affirmed Colorado Interstate Gas Co. v. Federal Power Commission, 
supra, (1954), 209 F. 2d 717, 727-28; Re United Fuel Gas Co. (1953), 12 FPC 
251, 264-65; Re Hope Natural Gas Co. (1953), 12 FPC 342, 347; Re Home 
Gas Co. (1954), Opinion No. 272, 13 FPC 241, 246; Re The Ohio Fuel Co. (1954), 
Opinion No. 273, 13 FPC 280, 286; Re Michigan-Wisconsin Pipe Line Co. (1954), 
Opinion No. 275, 13 FPC 326, 358. 

The language of this Examiner in the initial decision in Re Natural Gas 
Pipeline Co. of America, Docket No. G-—3123, issued May 24, 1957, relative to 
City of Detroit, Michigan v. Federal Power Commission, 230 F. 2d 810, is 
applicable here: 


1The United Carbon accountant witness, in computing the income taxes in the cost of 


service, spread the intangible well-drilling costs incurred in 1957 over the life of the welle 
and deducted the annual amortized portion thereof. 
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... it is abundantly clear from the opinion of the Court of Appeals 
that under the “traditional rate-base method,” in the sense in which the 
court used the term, a tax allowance is to be made only for actual taxes. 
In its opinion, the court describes the “prudent investment” rate-base 
method, or “traditional rate-base approach” (230 F. 2d at p. 813). The 
court says that under this method the rates are set high enough to recover 
“all costs of service, including taxes, . . .” [Italics added.] Plainly, under 
the court’s view of the “traditional rate-base method,” the tax allowance in 
the cost of service must be based upon the actual taxes which would be 
payable if the allowed return were earned. Indeed, this would be the case 
under the “traditional rate-base method” in any sense in which the term 
could properly be used. 

Under the rule laid down by the court in the City of Detroit case, supra, 
“an increase in the rates above those which would result from use of the 
conventional rate-base method” must be justified. Here, the applicant[s 
have] failed to produce any evidence which justifies increasing the rates by 
an allowance for taxes greater than an allowance “in accordance with the 
actual payments. 


Applicants also assert that it is the “Congressional policy” that, in rate- 
making under the Natural Gas Act, a natural-gas company retain the intangible 
well-drilling tax benefits. Such assertion is without foundation. In the adop- 
tion of Section 263(c) of the 1954 Internal Revenue Code, there was no intention 
on the part of Congress to benefit the taxpayer in order to accomplish a public 
policy or governmental purpose, as was the case in the instance of Section 124A 
of the Internal Revenue Code, enacted in 1952 and now Section 168 of the 
1954 Internal Revenue Code (see City of Detroit case, supra, 230 F. 2d at 
pages 821-22). On the contrary, Section 263(c) simply provides that, 


regulations shall be prescribed by the Secretary or his delegate . . . corre- 
sponding to the regulations which granted the option to deduct as expenses 
intangible drilling and development costs in the case of oil and gas wells 
and which were recognized and approved by the Congress in House Con- 
current Resolution 50, Seventh-ninth Congress. 


The House Concurrent Resolution there referred to, adopted July 21, 1945, 
is as follows: 


Resolved by the House of Representatives (the Senate concurring, that 
in the public interest the Congress hereby declares that by the reenactment, 
in the various revenue Acts beginning with the Revenue Act of 1918, of 
the provisions of Section 23 of the Internal Revenue Code and of the 
corresponding sections of prior revenue Acts allowing a deduction for 
ordinary and necessary business expenses, and by the enactment of the 
provisions of section 711(b)(1) of the Internal Revenue Code relating to 
the deduction for intangible drilling and development costs in the case of 
oil and gas wells, the Congress has recognized and approved the provisions 
of section 29.23(m)-16 of Treasury Regulations 111 and the corresponding 
provisions of prior Treasury Regulations granting the option to deduct as 
expenses such intangible drilling and development costs. 91 Cong. Rec., 
p. 7892. 


Over the years, Treasury regulations had prescribed that intangible drilling 
and development costs in the case of oil and gas wells might, at the option of 
the taxpayer, be deducted as expenses in the taxpayer’s return. The purpose 
of the regulation was to remove a doubt under existing income tax laws as to 
the proper classification of such costs. Ramsey v. Commissioner of Internal 
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Revenue (C.C.A. 10), 66 F. 2d 316; F.H.E. Oil Co. v. Commissioner of Internal 
Revenue (C.C.A. 5), 147 F. 2d 1002. The later decision, rendered on March 
6, 1945, and a further decision in the same case, rendered May 4, 1945, on 
motion for rehearing, 149 F. 2d 238, narrowed the application of the option. 
It appears from the House Report accompanying the House Concurrent Reso- 
lution of July 21, 1945, that such resolution was adopted because of a doubt 
which had been raised as to the validity of the Treasury regulations by reason 
of “recent court action”—apparently the F.H.E. Oil Co. decisions; and in order 
to remove that doubt. The House Report (H. Rep. No. 761, 79th Cong., ist 
Sess., to accompany House Concurrent Resolution 50) reads in part as follows: 


The purpose of the resolution is to remove any doubt as to the validity 
of Treasury regulations giving to the taxpayer the option to either capi- 
talize or charge to expense intangible drilling and development costs in the 
case of oil and gas wells. These regulations have been in effect for more 
than 28 years, and the Congress has continued, in successive revenue acts 
adopted since that time the basic statutory provisions from which such 
regulations are derived. . 

The validity of these regulations has been questioned in a recent court 
action, on the theory *:~* the statute providing for deduction of business 
expenses is ambiguous. However, this position is untenable since the 
language of the statute is so general in its terms as to render an interpre 
tative regulation appropriate. . . 

The uncertainty occasioned by raising doubts as to the validity of these 
regulations is materially interfering with the exploration for and the 
production of oil... . 


It is apparent from the foregoing excerpts from the House Report that the 
intention of Congress in the adoption of the House Concurrent Resolution in 
1945, and afterwards in making provision, by Section 263(c) of the Internal 
Revenue Code, for the prescribing of regulations to the same effect as those 
approved in such House Resolution, was simply to remove doubt and uncer- 
tainty as to the validity of the regulations. It is futile for applicants to un- 
dertake to convert this plain intention of Congress into an intention, in rate 
regulation, to permit a natural-gas company to retain the well-drilling tax 
benefits. 

The Examiner agrees with the following statement of the Staff: 


United Carbon and Columbian Fuel have exercised this option to account 
for intangible well drilling costs as expenses, thereby reducing their in- 
come taxes. This reduction in taxes is a tax saving that should be re- 
flected in the cost of service. 


United Carbon avers that it is “unrealistic for the Staff to assume that 
United Carbon will continue to deduct intangible well-drilling costs in the year 
in which incurred if those benefits are to be taken away in the cost of service.” 
The Pxaminer does not agree. It has been United Carbon’s practice, in com- 
puting its income taxes, to expense these well-drilling costs—manifestly in 
order to effect tax savings. The presumption is justified that United Carbon 
will continue the practice. The Examiner quotes from and adopts the follow- 
ing language from the decision of the Public Service Commission of New 
York in Case 15870 (Proceeding on motion of the Commission as to the mat- 
ter of accounts to be used by Niagara Mohawk Power Corp. et al.) and Case 
17818 (Proceeding on motion of the Commission as to the matter of accounts 
to be used and procedures to be employed in connection with the depreciation 
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and amortization methods permitted by Section 167 and 168 of the Internal 
Revenue Code), adopted March 30, 1959, pages 37-38 of typewritten copy: 


The impact of taxes, paid by the utility in the first instance, is in reality 
borne by the ratepayer. It is the duty of the utility to ease that burden 
to the extent that lawful compliance with the tax laws permit. 


Percentage Depletion Tax Deductions. Under Section 613 of the Internal 
Revenue Code of 1954 (U.S.C.A., “Title 26—Internal Revenue Code 1954,” sec. 
613), a natural-gas producer, in computing taxable income, is entitled to deduct, 
as a depletion allowance, 27144% of the gross income from gas wells, provided 
such deduction does not exceed 50% of the taxpayer’s taxable income from the 
property (computed without allowance for depletion). The Kentucky income- 
tax law is patterned after the Internal Revenue Code in this respect. 

It has been United Carbon’s and Columbian Fuel’s practice to take full ad- 
vantage of these tax provisions; and, as already shown, they did so in their 
1957 federal and state returns. But in computing the amounts for income 
taxes to be included in the cost of service, the accounting witnesses for United 
Carbon and Columbian Fuel did not deduct the 274%4% depletion allowance. 

Applicants urge that the Commission, in the fixing of rates pursuant to the 
Natural Gas Act, should not pass the depletion tax benefits on to the rate- 
payers, but should permit the producers to retain them. With this, the Hx- 
aminer does not agree. 

The governing rule (already considered) is that no allowance for income tax 
in excess of a company’s actual tax liability is to be permitted as a component 
of cost of service. See cases cited supra, page 15. 

It appears from the legislative history of earlier tax laws, containing pro- 
visions similar to Section 613 of the 1954 Internal Revenue Code, that one 
purpose of the percentage depletion allowance was to stimulate exploration 
for oil and gas. Taking such purpose of Congress in tax legislation as a 
premise, applicants argue that Congress intended that, in rate regulation under 
the Natural Gas Act, the producers should be allowed to keep the benefits of 
the percentage depletion allowance permitted by the Tax Code. 

This argument is strained and is without merit. Provisions to the same 
effect as those above referred to in Section 613 of the 1954 Internal Revenue 
Code have been contained in every Revenue Act and Internal Revenue Code 
since 1926. For complete original text of Revenue Acts 1926-1938, see U.S.C.A., 
“Title 26—Internal Revenue Acts, 1924 to Date.” For subsequent provisions 
prior to 1954, see U.S.C.A., “Title 26—Internal Revenue Code of 1939, as 
Amended,” sec. 114(b) (8), (4). The Natural Gas Act was not adopted until 
June 21, 1938. Necessarily, during the 12-year period prior to June 21, 1938, 
there could have been no intention on the part of Congress for the benefits of 
the tax-law depletion allowance to be retained by producers in regulation under 
the Natural Gas Act, because that Act was not in existence. There was no 
material change in the provisions concerning the depletion allowance in the 
Internal Revenue Code of 1939, or in such Code as thereafter amended, or in 
the 1954 Internal Revenue Code. There is nothing in the language of any 
of such tax laws adopted, or as amended, after the enactment of the Natural 
Gas Act in 1938, or in their legislative history, which indicates any intention 
of Congress for producers to retain the depletion allowance benefits in rate 
regulation under the Natural Gas Act. Nor is there any language in the Natural 
Gas Act, nor anything in the legislative history of such Act, which indicates 
that Congress intended that producers should be permitted to keep the tax-law 
depletion allowance benefits in rate-making under the Natural Gas Act. On 
the contrary, the House Report accompanying the bill which became the Natural 
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Gas Act “stated that the Act provided ‘for regulation along recognized and more 
or less standardized lines’ and that there was ‘nothing novel in its provi- 
sions.’ . . . Section 4(a) and Section 5(a) contain only the conventional stand- 
ards of rate-making for natural-gas companies.” Federal Power Commission 
v. Hope Natural Gas Co., 320 U.S. 591, 616. 

To recapitulate, prior to 1938, Congress could not have intended that the 
depletion allowance benefits provided for by the tax laws should be retained 
by the producers in rate regulation under the Natural Gas Act, for that Act 
was not in existence. There is a complete dearth of evidence that at the 
time the Natural Gas Act was adopted, or at any time since, a Congressional 
intent existed to have the producers keep such tax benefits in rate regulation 
under that Act. The last mentioned consideration is very significant. Surely, 
had Congress so intended, the Natural Gas Act, or some amendment of the 
tax laws, would have so provided. 

An additional, and telling, point upon this question is contained in the follow- 
ing language from the initial decision in Re Phillips Petroleum Co., supra, 
page 175, which this Examiner adopts: 


It may also be noted that when Congress successively reenacted the 
2714% statutory depletion allowance provision of the Internal Revenue Code 
in the years prior to 1954, ... it presumably acted in the light of its 
knowledge that the Federal Power Commission had been following the 
practice under the Natural Gas Act of computing the income tax component 
of pipeline-producers on the basis of actual tax liability. [Re Colorado 
Interstate Gas Co. (1951), 10 FPC 105, 112-14; Re Colorado Interstate 
Gas Co. (1952), supra, 11 FPO 324, 337-38,. affirmed Colorado Interstate 
Gas Co. v. Federal Power Commission (1954) (C.C.A. 10), 209 F. 2d 717, 
727-28; and the other cases, cited supra, page 15, involving producers; 
dissenting opinion of Commissioner Draper in Re Panhandle Eastern Pipe 
Line Co., Opinion No. 269 (pages 21-22 of dissenting opinion).] It may 
be presumed that if Congress had regarded this Commission policy as 
contrary to the Congressional intent expressed in the mentioned provisions 
of the Tax Code, it would have resolved the situation by enacting appro- 
priate clarifying amendments either to those provisions of the Tax Code 
or to the Natural Gas Act itself. Yet no such amendments have ever been 


suggested or considered with respect to either the Internal Revenue Code 
or the Natural Gas Act. 


Applicants cite the City of Detroit case, supra, 230 F. 2d at pages 821-22. 
There, the Court of Appeals, in rate-making under the Natural Gas Act, gave 
effect to the intent of Congress reflected in Section 124A of the Internal Revenue 
Code, enacted in 1952. That portion of the City of Detroit case is not applicable. 
In the first place, such Congressional intent was merely to effect a “temporary 
tax deferral required for the period of a temporary national defense emergency.” 
See analysis of the City of Detroit case in the Phillips case initial decision, 
supra, pages 181-83, 184, 188. No higher rates to the consumer resulted. 230 
F. 2d at page 822. In the second place, unlike the percentage depletion allow- 
ance enactment, Section 124A of the Internal Revenue Code was adopted subse- 
quent to the passage of the Natural Gas Act; and so could be said, in view of 
its special nature, to have been intended to “affect the criteria applied by the 
Commission under the Natural Gas Act.” Phillips case initial decision, supra, 
page 183. 

Except under such special circumstances as occasioned the adoption of Sec- 
tion 124A (now Section 168) of the Tax Code, the inclusion, as an element of 
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cost of service, of an item which is not a true cost is a distortion and per- 
version of the cost, rate-base method of regulation. The incorporation of such 
an item “as an amount to be recouped from consumers as though it were a 
cost ... must find some other justification within the periphery of the ‘just 
and reasonable’ standards.” City of Detroit case, supra, 230 F. 2d at page 816. 

No such “other justification” appears from the record. Just as in the case 
of the intangible well-drilling tax deductions, applicants have failed to pro- 
duce any evidence which warrants increasing the rates by an allowance for 
taxes made greater by tax computations which do not give effect to the actual 
tax deductions for statutory depletion. Supra, page 15. 

Under the cost, rate-based method of regulation, there are adequate incentives 
to explore for and develop natural gas. The Commission allows as operating 
expenses all costs of exploration and development, including dry holes. The 
capitilized cost of productive wells and of leases and gas rights (including 
land rights held to insure a future supply of natural gas) are included in the 
rate base. Allowances for depreciation, depletion and amortization are de- 
signed to restore the capital investment. And the company receives a return 
on the capital investment sufficient to compensate for the risks of the business. 
If the allowances are made in the costs of service for income taxes which in 
truth are nonexistent, applicants will receive a profit over and above a fair 
return; and the rates will not be “just and reasonable.” 

Conclusion as to Income Tag Allowances. The Examiner finds and con- 
cludes that it is improper to include any amounts for income taxes in the cost 
of service of either United Carbon or Columbian Fuel. 


Ezploration and Development Costs and Investment in Undeveloped Leaseholds 


The manners in which the accountant witnesses settled upon what explora- 
tion and development costs and what investment in undeveloped leaseholds 
are to be included in the costs of service covering applicants’ sales of gas to 
United Fuel are diverse and conflicting. 

The staff accounting witnesses and the accountant witness for Columbian 
Fuel were of the opinion that, at least “normally,” total company-wide explora- 
tion costs should be allocated to the various operating units of a company. 
The rationale, in the language of the Columbian Fuel witness, is that “the ac- 
tivities which the company undertakes to continue its existence and to develop 
its resources are proper costs of its existing operations and must be borne by 
those operations in some reasonable manner.” One of the staff witnesses, simi- 
larly, testified that the justification for such an allocation is to enable the 
company “to continue in business.” The other staff witness testified that the 
allocation should be on the basis of “over-all revenues of the company” because 
“exploration costs have to be paid for from revenues.” 

On the other hand, the accountant witness for United Carbon testified that 
he doubted, 


if each segment of the company should bear an equal share of cost of 
exploration. Without making a study, I wouldn’t assign exploration costs 
equally or to all segments of the company. . . . My own inclination would 
be to assign work in Canada, [for example] to Canada operations, rather 
than Eastern Kentucky. If the Commission were seeking some device to 
reimburse the company for its exploration costs by prorating the costs to 
all operations, that would just be an arbitrary method. I don’t characterize 
it as necessarily improper. ... it is essential to the corporation as a 
whole that it incur those costs and continue to explore and obtain additional 
reserves. 
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As above indicated, the staff witnesses advocated a method of allocating 
the company-wide exploratory costs based on the realization from the sales 
of oil and gas. The Columbian Fuel witness advocated a Btu method of al- 
location, “on the basis of production in this area [Kentucky District 50] to 
total production.” 

United Carbon. So far as the staff accountant witness in the United Carbon 
ease has ascertained, the United Carbon system-wide exploratory costs had 
not been substantial; and an allocation of a portion of them to the Eastern 
Kentucky operations would result in a smaller amount than by taking the ex- 
ploratory costs directly attributable to those operations. Accordingly, in this 
particular case, said staff witness considered it better to use a five-year average 
(1953-57) of the dry-hole costs directly attributable to the Eastern Kentucky 
operations. Similarly, he used the abandoned lease costs and delay rentals 
for 1957, on United Carbon’s books, pertaining to the Eastern Kentucky 
operations. However, the five-year average of the Eastern Kentucky dry-hole 
costs was only $18,836 per year; and the abandoned lease cost, only $938. The 
delay rentals came to $36,202, making the staff witness’ total allowance for 
exploratory costs, $55,976. This allowance is not indicative of future operations 
in Eastern Kentucky. For instance, during the first half of 1958, United Car- 
bon’s dry-hole cost alone in Eastern Kentucky was $86,475. 

The United Carbon accountant witness said that he had not made a study 
to determine if a portion of the system-wide exploratory cost was properly 
allocable to the Eastern Kentucky operations. In the exhibit which said 
witness sponsored, he made no allowance for dry-hole cost in 1957, since United 
Carbon incurred no such expense during that year in its Eastern Kentucky 
operations. Also, in such exhibit, he allowed only the delay rentals expense 
charged by United Carbon in 1957 to the Eastern Kentucky operations. 

It developed at the hearing that in the five-year period, 1953-57, United 
Carbon and its two aforementioned subsidiaries had incurred substantial explora- 
tory costs as follows: 1953, $1,575,527; 1954, $1,673,202; 1955, $1,966,583; 
1956, $2,234,834; and 1957, $1,325,3852—a total of $8,775,498 for the five-year 
period. The five-year average is $1,755,100 per year. The United Carbon 
witness testified that the percentage of Eastern Kentucky gas revenues to 
the total oil and gas revenues of the combined companies for such period was 
10.06%. At this percentage, the amount which would be allocated to the 
Eastern Kentucky operations, based on the revenues from oil and gas, is 
10.06% of $1,755,100, or $175,510. 

The United Carbon witness testified, further, that the system-wide explora- 
tory cost for the first nine months of 1958 was $2,079,568. The witness then 
estimated that the exploratory cost for the full year 1958 would be $2,770,000. 
Using this estimate for 1958, he testified that the average exploratory cost 
for the three-year period 1956-58 was $2,110,000 per year; and that the por- 
tion thereof allocable to Eastern Kentucky was $221,128. In its brief, United 
Carbon argues for the allowance in its cost of service of such sum of $221,128 
as exploration and development costs. 

The Staff, in its brief, recognizes that the evidence developed at the hearing 
establishes that a system-wide allocation results in a larger allowance to 
United Carbon for exploration and development costs than the amount directly 
attributable to Eastern Kentucky operations used in the staff exhibit; and 
concedes that a larger amount should be allowed for exploratory costs than 
had been assigned in such exhibit. The figure which the Staff now recom- 
mends as the allowance for exploratory costs is $108,652. This figure, how- 
ever, is unsupported. The Staff does not show how the same was derived. 
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As to the investment in undeveloped leaseholds to be allowed in the United 
Carbon cost of service, both the staff exhibit and the United Carbon exhibit 
employed the undeveloped leasehold investment in the Bastern Kentucky opera- 
tions. The record does not disclose what the system-wide investment in such 
leaseholds is; or, of course, what an allocated portion of the system-wide invest- 
ment in such leaseholds to Eastern Kentucky would be. 

The staff exhibit shows an average investment in Eastern Kentucky unde 
veloped leaseholds in 1957 of $49,668; and the United Carbon exhibit, $82,459.68. 
The difference arises from the fact that the staff witness used the plant cost 
shown on the books, whereas the United Carbon witness did not. As reason 
for not using the per books costs, the United Carbon witness made the fol- 
lowing statement: 


The company’s past accounting practice of recording leases has not 
been uniform. Many of the leases are merely recorded at one quarter of 
the first year’s delay rental payment, others are recorded at the first 
year delay rental, others reflect a bonus payment and many leases are 
recorded at no cost. 

In order to reflect the nominal cost of leases, the recorded costs were 
changed to show each lease at the first year delay rental plus bonus, if 
any. 


The record discloses that in those instances where the company had not 
capitalized the first year’s delay rental on a particular lease, or had capitalized 
only a portion of such rental, and year’s rental, or portion thereof not capi- 
talized, was expensed; and that the net effect of what the United Carbon 
witness did was to treat the items which had been expensed as capital costs 
in the cost of service. 

Columbian Fuel. The staff accountant witness assigned to the Columbian 
Fuel case allocated a portion of the company-wide exploration and develop- 
ment expense to the United Fuel contract, on the basis of sales. He arrived 
at the amount allocated, $222,597, by taking the average annual company-wide 
exploration and development expense, developed over a three-year period (1955- 
57); and by applying to it the ratio of the company’s sales under the United 
Fuel contract for such period to the company-wide sales for such period 
(28.03%). 

The staff witness, however, made no allocation of the company-wide invest- 
ment in undeveloped leases. Instead, he assigned the investment in undeveloped 
leases on lands in Kentucky District 50. The reason which he gave for this 
different manner of treatment was that only $2,227 out of a total investment 
of $1,774,527 in undeveloped leases represented leases on lands located in 
Kentucky District 50; and “I felt that giving the company company-wide 
exploration and development expense allocated to the contract plus a return on 
their investment in [Kentucky District 50] in undeveloped leaseholds, was 
an adequate provision.” 

The Columbian Fuel accountant witness, using a Btu method, allocated 
to Kentucky District 50 a portion of the company-wide investment in unde- 
veloped leases, as well as a portion of the company-wide exploratory costs. 

Discussion. The respective merits of the different methods of arriving at the 
exploratory costs and mvestment in undeveloped leases to be included in the 
costs of service have not been developed thoroughly, either in the expert testi- 
mony or in the briefs. As best the Examiner can conclude, it would seem that, 
as a rule, an allocation to a particular operation of a portion of both company- 
wide (or system-wide) exploratory costs and company-wide (or system-wide) 
investment in undeveloped leases furnishes a workable, justifiable and reason- 
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ably satisfactory method of dealing with the problem. However, such method 
need not, and should not, be strictly followed in all cases. The factor of judg- 
ment enters in; studies or special circumstances may warrant deviations from 
the method in the interest of fairness; or of practicality, as where adequate 
evidence is not available for such an allocation. 

Also, the Examiner is of the opinion that the sales realization method of 
allocating exploration and development costs is to be preferred to the Btu 
method; that the Btu method results in assigning a disproportionately large 
part of the costs to gas; whereas the sales realization method produces a more 
reasonable result, and is a fairer method. Cf. Re Colorado Interstate Gas Co., 
11 FPC 324, 345. 

Applying these views, the Examiner considers it proper to allocate to the 
Eastern Kentucky operations a portion of the United Carbon system-wide ex- 
ploratory costs, on a revenue basis. The five-year average, 1953-57 (which 
results is an allocation of $175,510), is to be preferred to the three-year aver- 
age, 1956-58, which United Carbon uses. This is so for two reasons: (1) the 
five-year average gives a longer history and hence is more representative of 
the company’s operations (unless the costs are progressively increasing) ; and 
(2) the 1958 figure which applicant makes use of in its three-year average is 
an estimated figure. The staff figure of $108,652 for exploratory costs, as has 
been noted, is unsupported. The Examiner allows, as exploration and develop- 
ment cost in the United Carbon cost of service, $175,510. 

In the absence of any evidence as to the United Carbon system-wide invest- 
ment in undeveloped leaseholds, the Examiner will allow, as a part of the rate 
base, the undeveloped leasehold investment in the Eastern Kentucky opera- 
tions. As between the book figure of $49,668 and the figure which United Car- 
bon contends for of $82,459, the Examiner allows the book figure. “It is im- 
proper and inequitable to capitalize items formerly charged to operating 
expenses,...” Re Hope Natural Gas Co., 3 FPC 150, 156. 

The Examiner allows as exploration and development expenses in the Colum- 
bian Fuel cost of service, $222,597, the staff figure developed under the sales 
realization method on the basis of the company-wide average per year of ex- 
ploratory costs over the three-year period, 1955-57. There is no evidence as to 
what the yearly exploratory costs were during a five-year period; or as to 
what the average was over a five-year period. 

The HExaminer allows as the investment in undeveloped leaseholds in the 
Columbian Fuel cost of service, only the $2,227 directly attributable to Ken- 
tucky District 50; this, for the reason assigned by the staff witness for recom- 
mending such allowance. 


Miscellaneous Items 


United Carbon. United Carbon contends, and the Staff in its brief agrees, 
that the staff cost-of-service exhibit for United Carbon understates employee 
benefits by $7,281. The deficiency was occasioned by a failure to include any 
employee benefits applicable to the gathering lines. This additional amount is 
allowed. 

At the hearing, the staff accountant witness assigned to the United Carbon 
case testified that in his cost-of-service study, he had inadvertently omitted 
the depreciation expense for gathering lines. An adjustment for this under- 
statement, which should and is allowed, increases and depreciation expense 
shown in the staff cost-of-service study by $19,719. 

United Carbon claims that $3,214 more should be added to the deprecia- 
tion expense. The Examiner finds and concludes, as contended for by said 
applicant, that the book expense figures contain errors and out-of-period ad- 
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justments; and that the $3,214 should be added in order to reflect the correct 
mathematical result of applying book depreciation rates against average book 
investment. 

Columbian Fuel. The staff cost-of-service study for Columbian Fuel made 
no allowance for regulatory expense. The Staff concedes that said applicant 
is entitled to such an allowance, but contends that the company has not estab- 
lished what the amount should be. It is true that nothing is recorded on the 
company’s books for rate-case expense in the test year 1957. However, said 
applicant had estimated that its regulatory expense would be $125,000, and 
the accountant witness for the company testified that such amount was a rea- 
sonable allowance therefor. His testimony stands undisputed. The examiner 
finds that $125,000 is a reasonably rate-case expense allowance. 

In the presentation of the Columbian Fuel witness, the $125,000 is amortized 
over a five-year period. It is the usual practice of the Commission to amortize 
such an expense over a three-year period; and the Examiner sees no reason 
to deviate from such practice here. Accordingly, $41.667 will be allowed in 
the cost of service for rate-case expense. 


Rate of Return 


Applicant United Carbon seeks a rate of return of “at least 10%.” Applicant 
Columbian Fuel seeks “a high rate of return.” The Staff recommends a mini- 
mum rate of return of 9% for each applicant. 

It is the Examiner’s opinion that in the case of each applicant 9% of the 
rate base is a reasonable and adequate allowance for the return on the sales of 
natural gas to United Fuel. 

United Carbon is a publicly-owned corporation. The evidence shows that, 
on December 31, 1957, its capital structure consisted of 7% debt, and 93% 
common equity ; and that the cost of the debt capital was approximately 3.17%. 
If the company, on its business as a whole, should receive a 9% rate of return, 
an allowance for the common equity of 9.4% would result. 

Columbian Fuel, as has been stated, is a wholly-owned subsidiary of 
Columbian Carbon Co. It is dependent upon Columbian Carbon for capital. 
Under such circumstances, the Commission considers the cost of money for 
the parent company. Re United Fuel Gas Co., 12 F.P.C. 251, 266-71; Re Hope 
Natural Gas Co., Docket No. G—2308. Exmr’s Dec. issued Oct. 1, 1954, 13 FPC 685, 
affirmed so far as material November 3, 1954. The record shows that the 
capital structure of Columbian Carbon, on December 31, 1957, was as follows: 
debt, 14.8% ; capital stock and surplus, 85.2%. The cost of the debt capital was 
3.5%. On the basis of the capitalization as a whole, a 9% rate of return would 
result in an allowance for the common equity of 10%. 

The five-year averages of the earnings-price ratios for United Carbon and 
Columbian Carbon during the period 1953-1957 were respectively 8.3% and 7.0%, 
which are substantially less than the allowances for the common equity, at a 
9% rate of return, of 9.4% in the case of United Carbon, and 10% in the case of 
Columbian Fuel. 

During the same period, the average market price of United Carbon stock 
was 54.2% above the average book value; and the average market price of 
Columbian Carbon stock was 28.5% above the average book value. A 9% rate 
of return should be sufficient for the stock of each of the companies to be sold 
at a reasonable premium above book value under present market conditions. 

It has been pointed out that the major portion of the revenues of both United 
Carbon and the Columbian Carbon system is derived from phases of their busi- 
ness other than the sale of natural gas and oil. In fixing rates for the sale of 
natural gas, the earnings-price ratios for United Carbon and Columbian Carbon, 
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while still important considerations, do not have the same significance as if 
the companies were engaged only in oil and natural-gas production. It must 
be taken as true that the investor considers a company as a whole; and there 
is no basis for allocating the capital of either applicant to any particular aspect 
of its business. 

Greater weight than otherwise should therefore be attached to the indicated 
cost of money for other producers of gas and oil. A staff exhibit sets out the 
earnings-price ratios for 39 companies engaged in the oil and gas producing 
business “in a major way.” During the five-year period 1953-57, the general 
average earnings-price ratio of the 39 companies was 7.4% 

Applicants’ witnesses on rate of return express the opinion that what the 
investor is interested in is future earnings, and that, 


The current earnings-price ratio has nothing to do with what might 
happen in the future. You have to make your own guess as to the future 
earnings, how much the company will grow. 


However, we share the view expressed by the staff rate-of-return witness that 
the earnings-price of the 39 companies are an “indication of the rate at which 
the market is capitalizing the earnings and prospects of the oil and gas industry. 
as represented by these 39 companies.” 

It would be particularly helpful if there were major production companies 
(other than the applicants) operating in the Southwest and also in the Ap- 
palachian area in a substantial way, the earnings-price ratios of which were 
in the record. But the great majority of the 39 companies do not conduct any 
production operations in the Appalachian area ; and the few who do, are engaged 
in such operations in the region only to an inconsiderable extent. One of the 
applicants introduced evidence céncerning two small companies which are en- 
gaged in natural-gas and oil production both in the Southwest and the Ap- 
palachian area. During the period 1953-57, the average earnings-price ratio 
of one of these companies was 5.6%; and the midpoint of the range of the 
earnings-price ratios of the other company was 6.3%. The production opera- 
tions of these two companies are so small, however, that the evidence respect- 
ing their operations and earnings and the market price of the stock is of little 
significance. 

Under these circumstances, it would seem that a judgment as to the proper 
rate of return for applicants may properly be tempered with a consideration of 
the degree of risk involved if applicants were engaged only in the Eastern 
Kentucky production operations, and in making the sales to United Fuel. In 
United Fuel, they have an assured customer of their gas. The risk involved 
in applicants’ exploratory operations is much less than in such operations in 
most other areas. It appears from the evidence that, in wildcat operations in 
the nation as a whole, only about one out of nine wells drilled is a producer. 
A witness testified that “that factor, perhaps, is the most spectacular risk that 
there is in this industry.” In contrast, during the five-year period 1951-55, 
United Carbon drilled 43 productive wells and only 11 dry wells; and in the 
period from 1956 through 1958, drilled 27 producers and only 6 dry wells. Dur- 
ing the period 1945-55, Columbian Fuel drilled 129 productive wells and only 
20 dry holes. The record discloses that, in exploratory tests in the Appalachian 
area (outside of Kentucky and Virginia), during the five-year period 1952-56, 
the percentage of productive wells ranged from 33% to 49%. 

Moreover, as applicants themselves point out, their existing rates are sub 
stantially less than the prices for Southwest gas delivered in the Appalachian 
area; and are substantially less than the cost of competitive fuels (taking 
into account the “use factor” in relation to coal). Under the cost method 
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of rate-making, a company is assured of being reimbursed for all expenses 
of wildcatting and developmental activities, however large,? so long as (1) 
they are prudent; and (2) its natural gas can be sold in competition with 
that of other companies and with competing fuels. Applicants could conduct 
large exploratory programs in Kentucky and be unsuccessful in the results, 
and still the rates for their gas would not be too high for it to be marketed. 
Apparently, the risk attendant upon their business in Eastern Kentucky is as 
small as, and perhaps smaller than, that of the average natural-gas pipeline 
company. 

Reverting to United Carbon’s and Columbian Carbon’s over-all natural-gas 
and oil production operations, and the inducements sufficient to attract capital 
to a business of that kind, it must be recognized that (as was brought out 
on cross-examination of the staff witness) investors in stocks of oil and gas 
producers “are evidently looking forward to something more than immediate 
earning return.” 

Everything considered, the Examiner finds and concludes that 9% is a fair 
and reasonable rate of return on the rate base of each of the applicants per- 
taining to its sales of gas to United Fuel. 


Conclusion 


The Examiner finds and concludes that the rate base and the cost of service 
for United Carbon’s and Columbian Fuel’s respective sales of natural gas to 
United Fuel for the year 1957 are as follows: 


United Carbon 


Rate Base and Return 


Average plant investment $7, 292, 872 
Average reserve for depreciation and depletion 4, 983, 821 


Average net investment 2, 309, 051 
Working capital allowance 


Total rate base 2, 659, 433 
Return @ 9% 


Operating expenses 

Exploration and development expense 175, 510 
Depreciation and depletion 144, 886 
Return at 9% 239, 349 
Federal income taxes 

State income taxes 


2If a company should plan an exploratory program on a scale larger than its experi- 
ence in previous years, it may procure an allowance for the increased expenditures in the 
cost of service prior to making the expenditures. In the rare event a company should 
incur a large dry-hole expense in a program for which no allowance had been made in 
the cost of service, the company’s recourse would be to apply to the Commission, under 
the Uniform System of Accounts, for authorization to amortize the amount over a period 
of time in the future, through rates, as an extraordinary loss. 
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Mcf produced and sold 
Cost per Mcf. 


Columbian Fuel 


Rate Base and Return 


Average plant investment 
Average reserve for depreciation and depletion 


Average net investment 
Less 2.54% pertaining to others than United Fuel Gas Co 


1, 879, 215 
349, 729 


Total rate base 2, 228, 944 
Return @ 9% 


Operating expenses 

Exploration and development expense. 
Depreciation and depletion 

Return at 9% 

Federal income taxes. 

State income taxes 


1, 321, 773 


5, 675, 835 


Starr RECOMMENDATION THAT A DECREASE IN UNITED CARBON’S RATE BE 
ORDERED 


As has been noted, the Staff takes the position that a decrease in United 
Carbon’s rate below the effective rate prior to April 1, 1956 (when the pro- 
posed increased rate went into effect subject to refund) should be ordered. 
United Carbon’s cost of service having been found to be 16.60¢ per Mcf, the 
decrease, if ordered, would be to such amount. 

The law seems to be clear that the Commission is empowered, in a Section 
4(e) proceeding, to modify an existing rate as well as a proposed rate. See 
Aryshire Collieries Corp. v. United States, 335 U.S. 573, 582, construing the 
Similar section (Section 15(7)) of the Interstate Commerce Act. 

However, the Examiner interprets the Commission’s order remanding the 
proceedings as limiting the rehearing to the question as to whether or not the 
proposed increased rates are justified. The Examiner will be governed ac- 
cordingly, and will not order a rate reduction. 


“ FINDINGS AND CONCLUSIONS 
Upon consideration of the evidence adduced and the briefs of counsel, it is 
further found and concluded that: 


(1) The evidence establishes that the proposed increased rates and charges of 
United Carbon Co. (contained in Supplements Nos. 16 and 17 to United Car- 
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bon’s FPC Gas Rate Schedule No. 12), on the date of the suspension were, are 
now, and in the future will be, unjust and unreasonable. 

(2) The evidence establishes that the proposed increased rates and charges 
of Columbian Fuel Corp. (contained in Supplements Nos. 11 and 12 to Colum- 
bian Fuel’s FPC Gas Rate Schedule No. 10) on the date of the suspension were, 
are now, and in the future will be, unjust and unreasonable. 

(3) There is insufficiency of evidence to sustain a finding that the proposed 
increased rates and charges referred to in paragraphs (1) and (2) hereof, were, 
are now, or will be, just and reasonable. 

(4) United Carbon and Columbian Fuel have each failed to sustain the 
statutory burden of proof upon them to show that the proposed increased rates 
and charges are just and reasonable. 

(5) No portion of the increase sought by United Carbon is justified; but a 
portion of the increase sought by Columbian Fuel, hereinafter specified, is 
justified. 

(6) For the reasons stated in paragraphs (1), (3), (4) and (5) hereof, the 
proposed rates and charges of United Carbon should be disallowed and denied. 

(7) United Carbon should refund to United Fuel the excess of the amounts 
collected by it under its rates which were permitted to go into effect subject 
to refund, over the amounts which would have been charged had such increased 
rates not gone into effect, with interest at the rate of 6% per annum, as here- 
inafter ordered. 

(8) For the reasons stated in paragraphs (2), (3), (4) and (5) hereof, the 
proposed rates and charges of Columbian Fuel should be disallowed and denied, 
as hereinafter provided and ordered. 

(9) Columbian Fuel should file an appropriate supplement to its FPC Gas 
Rate Schedule No. 10 containing a rate and charge consistent with this opinion, 
as specified in paragraph (D) of the order herein, which said rate and charge 
are found to be just and reasonable. 

(10) Columbian Fuel should refund to United Fuel the excess of the amounts 
collected by it under the rates which were permitted to go into effect subject 
to refund, over the amounts which would have been charged under its rates 
herein found to be just and reasonable, with interest at the rate of 6% per 
annum, as hereinafter ordered. 

ORDER 


Wherefore, it is ordered, subject to review by the Commission on appeal, 
or review by the Commission on its own motion, as provided in its Rules of 
Practice and Procedure, that: 

(A) The proposed increased rates and charges specified in Supplements Nos. 
16 and 17 to United Carbon’s FPC Gas Rate Schedule No. 12; and the proposed 
increased rates and charges specified in Supplements Nos. 11 and 12 to Columbian 
Fuel’s FPO Gas Rate Schedule No. 10, be and the same are hereby disallowed 
and denied. 

(B) The schedules of increased rates and charges contained in the supplements 
described in paragraph (A) hereof be, and the same are, hereby cancelled. 

(C) The schedules of rates and charges contained in United Carbon’s FPC 
Gas Rate Schedule No. 12 and the supplements thereto which were in effect 
immediately prior to April 1, 1956, the operation and applicability of which 
have been held in abeyance (not cancelled) pending the outcome of these pro- 
ceedings, be, and the same are, hereby reinstated effective as to all sales and 
deliveries made on and after April 1, 1956, and shall remain in force and effect 
until further order of the Commission. 
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(D) Within 30 days from the date of issuance of this order, Columbian 
Fuel shall file an appropriate supplement to its FPC Gas Rate Schedule No. 10, 
containing a rate and charge of 23.29¢ per Mcf for its sales of natural gas 
to United Fuel. 

(E) Within 45 days from the date of issuance of this order United Carbon 
shall refund to United Fuel the difference between the amounts collected by 
it from United Fuel under its gas rate schedules referred to in paragraph (A) 
hereof, and the amounts which result from the application of the rate and 
charge referred to in paragraph (C) hereof to the volumes of gas purchased 
by United Fuel from said applicant during the refund period, together with 
interest at the rate of 6% per annum from the respective dates of receipt of 
such excess amounts to the date of refund. United Carbon shall bear all costs 
incident to such refund. 

(F) Within 45 days from the date of issuance of this order, Columbian 
Fuel shall refund to United Fuel the difference between the amounts collected 
by it from United Fuel under its gas rate schedules referred to in paragraph 
(A) hereof, and the amounts which result from the application of the rate 
and charge specified in paragraph (D) hereof to the volumes of gas purchased 
by United Fuel from said applicant during the refund period, together with 
interest at the rate of 6% per annum from the respective dates of receipt of 
such excess amounts to the date of refund. Columbian Fuel shall bear all 
costs incident to such refund. 

(G) Within 60 days from the date of issuance of this order, each of the 
applicants shall report to the Commission, in writing and under oath, the 
details of its calculations resulting in the refunds ordered pursuant to para- 
graphs (E) and (F) hereof, together with copies of releases from United Fuel 
respecting such refunds. 

(H) Upon compliance by applicants with the provisions of paragraphs (D), 
(E), (F) and (G) hereof, these proceedings, and each of them, be terminated. 

HOWELL PURDUE, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman: Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP61-67 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDON MENT 


(Issued January 30, 1961) 


On September 6, 1960, as supplemented on October 14, 1960, Cities Service 
Gas Company, Oklahoma City, Oklahoma, (Applicant), filed in Docket No. 
CP61-67 an application pursuant to Section 7 of the Natural Gas Act for au- 
thorization to abandon certain natural gas facilities by sale or by retirement 
and for a certificate of public convenience and necessity authorizing the con- 
struction and operation of certain other facilities, all as more fully set forth in 
the application and exhibits, as supplemented. 

Applicant proposes the following: 

A. Vicinity of Kansas City, Kansas: 

(1) To construct and operate a new town border meter station, with ap 
purtenant facilities ; 
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(2) To abandon by sale to The Gas Service Company (Gas Service), an ex- 
isting distributing company customer, a total of approximately 4.9 miles of 
4- to 24-inch pipeline, and two meter and regulator settings on these lines; 

B. Vicinity of Topeka, Kansas: 

(1) To construct and operate two new town border meter stations, with ap- 
purtenant facilities, in East Topeka ; 

(2) To abandon by sale to Gas Service a total of approximately 2.59 miles 
of 10- to 20-inch pipeline, and five meter and regulator settings on these lines, 
all in East Topeka ; 

(3) To abandon and reclaim approximately 2 miles of 12-inch pipeline, and 
one meter setting thereon, in the eastern part of Topeka ; 

C. Vicinity of Hutchinson, Kansas: 

(1) To construct and operate one high-pressure regulator setting in the 
southeastern section of Hutchinson where a check meter is now located; 

(2) To abandon by sale to Gas Service approximately 3.2 miles of 2- to 10-inch 
pipeline and six meter and regulator installations thereon, in eastern Hutchinson ; 

D. Vicinity of Pawhuska, Oklahoma : 

(1) To construct and operate approximately 3 miles of 6-inch pipeline extend- 
ing from Applicant’s existing 12-inch line in Osage County, Oklahoma, to Paw- 
huska, and a new town border meter station, with appurtenant facilities, at 
the western edge of Pawhuska ; and ; 

(2) To abandon and reclaim approximately 38.6 miles of 1- to 12-inch pipe- 
line presently extending from Shidler, Oklahoma, to Tallant, Oklahoma, and one 
town border meter station thereon at the eastern edge of Pawhuska. 

Applicant states that the estimated cost of the facilities proposed to be con- 
structed is $112,150. The estimated cost of reclaiming the facilities to be 
reclaimed is $81,300, with salvage credit of $208,785, for such facilities. The 
facilities to be sold to Gas Service will be sold for $163,350. Construction costs 
will be paid by Applicant from treasury cash. 

The subject proposed realignment of properties is stated to stem from Ap- 
plicant’s policy of disposing of pipeline facilities in residential or commercial 
areas, where possible, to the local distribution company, resulting generally in 
safer operation and in the elimination of expensive maintenance, operation and 
relocation work. 

Gas supply is not an issue in this proceeding. 

No customer will be deprived of service by the abandonment or rearrangement 
of facilities as proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 17, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Com- 


mission render a decision herein pursuant to Section 1.30(c)(1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of December 28, 1943, in Docket No. G-298 (4 
FPC 471). 

(2) The facilities proposed to be abandoned, as hereinbefore described and 
as more fully described in the application, as supplemented, herein, are used 
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in the transportation and sale of natural gas in interstate commerce, subject 
to the jurisdiction of the Commission, and such abandonment by Applicant is 
subject to the requirements of Subsection (b) of Section 7 of the Natural Gas 
Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by 
the public convenience and necessity and approval therefor should be granted 
as hereinafter ordered. 

(4) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application, as supplemented, 
herein, will be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission, and the con- 
struction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) The construction and operation of the facilities as proposed by Appli- 
cant are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in para- 
graph (5) above and to the exercise of the rights granted thereunder, and 
that the time within which construction of the facilities authorized by this 
order shall be completed and said facilities placed in actual operation should 
be fixed at one year from the date on which this order issues. 


(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion £.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment by Cities Service Gas 
Company of the facilities hereinbefore described, as more fully described in 
the application, as supplemented, in this proceeding, is hereby granted. 

(B) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Cities Service Gas Company to construct and operate the 
facilities hereinbefore described, as more fully described in the application, as 
supplemented, in this proceeding, upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (B) above and to the exercise of the rights granted thereunder. 

(D) The time within which the facilities hereby authorized to be constructed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 
one year from the date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment of 
the facilities as provided in paragraph (A) within 10 days of such abandonment. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


COLUMBIA GULF TRANSMISSION COMPANY, DOCKET NO. CP61-112 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 30, 1961) 


On October 6, 1960, as supplemented on October 31, 1960, Columbia Gulf 
Transmission Company (Applicant), 1125 Brazos Street, Houston 2, Texas, 
filed in Docket No. CP61-112 an application pursuant to Section 7(c) of the 
Natural Gas Act for a certificate of public convenience and necessity author- 
izing the construction and operation of field facilities to enable Applicant to 
take into its certificated main transmission pipeline system natural gas which 
will be purchased from producers thereof from time to time during the calendar 
year 1961 in the general area of Applicant’s existing transmission system, at 
a total cost not to exceed $1,500,000, with no single project to exceed a cost of 
$500,000, all as more fully set forth in the application and supplement. 

The purpose of this “budget-type” application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting for and connecting to its 
existing pipeline system new supplies of natural gas in various producing areas 
generally coextensive with said system. 

Applicant proposes to finance the cost of the subject facilities from funds on 
hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 19, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Columbia Gulf Transmission Company, a Delaware corpo- 
ration having its principal place of business in Houston, Texas, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued November 5, 1958, in Docket No. G—15524 
(20 FPC 681). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, herein, are proposed to be used in the transporta- 
tion of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing pipeline system, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsection (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas 
from producers thereof during the calendar year 1961 as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, 
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a statement under oath showing by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects that have been constructed pursuant to the authorization granted 
hereinafter, (d) the location of said project or projects, (e) the costs of the 
facilities so constructed, and (f) the names of the independent producers 
involved, together with the respective dates of the gas sales contracts and the 
docket numbers of the related producer certificate applications. 

(6) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities to be 
constructed hereunder should be limited to $1,500,000, with no single project 
to exceed a cost of $500,000. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Columbia Gulf Transmission Company to construct 
and operate the proposed facilities to take natural gas from producers thereof 
during the calendar year 1961, all as more fully described in the application, 
as supplemented, in this proceeding, upon the terms and conditions of this 
order. 

(B) The general terms and conditions set forth in paragraphs (a) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(C) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing by projects: (a) names of fields connected, (b) estimates of 
gas supplies attached, (c) a description of the project or projects that have 
been constructed pursuant to the authorization granted in paragraph (A) 
above, (d) the location of said project or projects, (e) the costs of the 
facilities so constructed, and (f) the names of the independent producers 
involved, together with the respective dates of the gas sales contracts and 
the docket numbers of the related producer certificate applications. 

(D) The authorization granted in paragraph (A) above is hereby limited 
to construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed hereunder are hereby limited to $1,500,000, with 
no single project to exceed a cost of $500,000. 


THE MONTANA POWER COMPANY, PROJECT NO. 5 


ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER AND 
EXAMINER'S FURTHER DECISION UPON REOPENED HEARING 


(Issued January 30, 1961)* 


Syllabus 


1. Commission utilizes “Sharing of the Net Benefits Method” in determining 
additional amount of annual compensation to be paid by Montana Power, 
under Section 10(e) Federal Power Act, for use of Indian land. P. 223. 


*Initial Decision appears on p. 225. Rehearing denied by order issued March 24, 1961; 
order issued April 20, 1961, granting stay pending judicial review, 25 FPC 756. Affirmed, 
298 F. 2d 335 (CADC, 1962). 
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Sam B. Chase, Joseph A. McElwain, and John C. Hauck for the Montana 
Power Company. 

John W. Cragun and Charles Moran Goetz for the Confederated Salish and 
Kootenai Tribes of the Flathead Reservation, Montana. 

Leonard D. Eesley, John S. Everett, Jr., and Joseph EH. Hayden for the 
Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

By our order issued September 18, 1959, 22 FPC 502, we adopted, with cer- 
tain modifications, the Presiding Examiner’s initial decision issued May 14, 
1959 in the above-entitled proceeding which would amend the license hereto- 
fore issued by the Commission to The Montana Power Company for the Com- 
pany’s Project No. 5, the Kerr Hydroelectric development located on the 
Flathead Indian Reservation on the Flathead River, Montana. The Examiner’s 
decision and our September 18 order would authorize the Company to con- 
struct, install and maintain certain facilities additional to those previously 
authorized, and would increase the compensation by $50,00 annually which the 
Company must pay for its use of Flathead Indian power site lands in connection 
with the additional facilities. 


By our further order issued May 19, 1960, we reopened the hearing in this 
matter, stating that: 


This proceeding is reopened for the purpose of affording an opportunity 
to the parties thereto, including Commission staff, to present such additional 
evidence as they may deem to be material and relative to the issues involved, 
and for the purpose of affording the Secretary of the Interior, or his repre- 
sentative, an opportunity to present evidence, documentary or otherwise 


relative to the recommendation contained in the Acting Secretary’s letter 
of March 9, 1960.* 


Exceptions to the Examiner’s further decision were filed by Applicant, The 
Montana Power Company, by interveners, the Confederated Salish and Kootenai 
Tribes of the Flathead Reservation, Montana, and by the Commission staff. 

Upon further consideration of the record, including the evidence introduced 
at the reopened hearing we now conclude that the increase in the annual charge 
should be $63,375.00 in lieu of the $50,000 increase previously determined to 
be reasonable. 

At the reoponed hearing, additional evidence was introduced showing that 
the Commission has in the past used a method similar to the “Sharing of the 
Net Benefits Method” in three specific instances in fixing the annual charge 
under Section 10(e) of the Federal Power Act to reimburse the United States 
for utilization by a licensee of the surplus water power at a Government dam; ' 
i.e., joint use of the Government dam by the licensee and the United States. 
The indicated span of years over which this method has been applied shows a 
consistency of practice by the Commission in using that method to arrive at 
reasonable economic results in the cases it has been called on to make such 
determinations. Moreover, the additional evidence established on the record 
that the evaluation method discussed above has considerable standing, and, 
if a particular method of evaluation is to be preferred, that method referred 


*Following the reopened hearing, the Presiding Examiner, on November 3, 1960, issued 


a further decision which in no substantial respect modified or rescinded any part or parts 
of his initial decision. 
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to in the record as the “Sharing of the Net Benefits Method” is the one to be 
used. 

The views of the Secretary of the Interior had not been requested and were 
not available in the record upon which our initial determination was based, but 
his views were placed in the record at the reopened hearing. In response to 
the referral of our initial determination, the Acting Secretary, by letter dated 
March 9, 1960, advised that “the additional rental payment of $50,000 to the 
Confederated Tribes” by the Company resulting from the installation of the 
third generating unit in its license for Project No. 5 had been reviewed by that 
Department, and that is was the opinion of that Department “that the most 
reasonable method for determining the rental due the Confederated Tribes for 
the third unit is obtained by using only the method designated as Sharing the 
Net Benefits.” The Acting Secretary concluded by saying: 


We concur with the conclusions of the Federal Power Commission staff 
in regard to this method and believe that the amount $63,375 per annum 
should be allowed. 

The payment annually of the $63,375, with interest, is satisfactory to 
me and woul: meet the requirements of Public Law 100, 70th Congress (Act 
of March 7, 1\'28, 45 Stat. 200, 212). This amount also is in accord with the 
requirements of Tribal Resolution No. 1062, dated November 3, 1959, and 
satisfied the requirements of Section 10(e) of the Federal Power Act, as 
amended. 


Thus, the additional evidence put in the record at the reopened hearing, 
when considered with the other evidence of record, provides ample justification 
for using this “net benefits’ method to the exclusion of the other methods of 
record as the bases for determining the reasonable annual payment for the 
additional use of the Flathead reservation power site. 

With respect to the Applicant’s attempts to introduce evidence of possible 
headwater benefits payments during the period involved in this proceeding we 
have reexamined the bases for our original decision to exclude such testimony 
and conclude that they are still valid. 

Upon further consideration of the entire record in this proceeding, including 
the evidence adduced at the reopened hearing, the briefs, the Examiner’s fur- 
ther decision, and exceptions thereto, the Commission further finds: 

(10) In determining the annual charges that a licensee shall pay for the 
joint use of Government dams, the Commission has utilized a method which is 
similar to the method heretofore characterized in this record as “Sharing of 
the Net Benefits Method.” 

(11) In fixing the additional annual charges as a result of the installation 
of the third generating unit in Project No. 5 to be paid by Applicant for the 
use of power site lands jointly owned by the Interveners and the Applicant, 
the record herein shows that the use of the “Sharing of the Net Benefits 
Method” is reasonable. 

(12) Based upon the facts of record, annual compensation to be paid by the 
Applicant to the Interveners for additional use of the Tribal power site lands 
by the third Kerr generating unit in the amount of $63,375, is reasonable. 

(13) The Secretary of the Interior has advised that the sum of $63,375, 
as the additional compensation to be paid the Indians for the use of the 
Tribal power site lands by the third Kerr generating unit is satisfactory to 
him. 


693—489—64-- 17 
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(14) Finding (8) of the Examiner’s Initial Decision should be stricken. 

Upon further consideration of the entire record in this proceeding, including 
the evidence adduced at the reopened hearing the Commission orders: 

(A) The Examiner’s Decisions issued May 14, 1959 and November 3, 1960, 
respectively, and our order issued September 18, 1959 adopting the earlier 
initial decision are hereby modified to the extent necessary to make them con- 
sistent with this order, including the findings herein. 

(B) The project exhibits described in finding (7) of the Examiner’s May 14, 
1959 decision are approved as part of the license for Project No. 5. 

(C) The license issued to The Montana Power Company for Project No. 5 
is further amended, effective as of January 1, 1952, as follows: 

Paragraph I. Article 2 of the license is further amended to include: 

(i) The installation of a third generating unit consisting of a hydraulic 
turbine rated at 78,500 horsepower maximum capacity, with design head of 
189 feet, and generator rated at 56,000 kw located in a new addition to the 
present powerhouse a short distance downstream from the existing dam 
structure ; 

(ii) The construction of a new intake upstream of, but separate from the 
existing intakes, and to be of similar construction ; 

(iii) The construction of a new tunnel substantially identical with the exist- 
ing tunnels and about 900 feet long; and 

(iv) The installation of three 18,666 kva, 13.2 to 115 kv single-phase, water- 
cooled transformers and associated apparatus. 

Paragraph II. Article 30, paragraph (A) of the license is further amended 
to include therein the following subparagraph (4) under “Schedule of Annual 
Charges” : 

(4) In addition to the charges set forth above, the Licensee shall pay into 
the United States Treasury, as compensation for the use in connection with 
this license of the Flathead Indian lands by the third Kerr generating unit, 
an annual charge of $63,375, effective as of December 1, 1954. The additional 
annual charges from December 1, 1954 through December 31, 1958, shall be 
paid within 31 days after this order becomes final, together with simple in- 
terest thereon at the rate of 4 percent per annum, beginning as follows: 


Period of annual charge Amount of | Beginning of 

annual cbarge|interest period 

BN IS 6. isin adencicig nsleal aipdhinbew mains Missin enisdaabinccnndtenbigies $5,281.25 | Feb. 1,1955 

I idiikiichadsnmedaiankinanenthiendentdentaedpabeninisadimanutinepiial 63, 375.00 | Feb. 1, 1956 

I UII ccvesess tigi te tinranpiatastcaieer oases dictates onicea apenotinn eastern anabiastiiotininn Saal 63, 375,00 | Feb. 1, 1957 

I ccirsdhocecastousssbaeisenintoss nig cst cull di tadeap a eaipnemgtateauanta A lncciaotaguasaiiaeaaal 63, 375.00 | Feb. 1, 1958 
Year 1958 


eee meennccenncnecwnnceeneewe nen wnnencennnn nen ewwccecnecccocescecccce 63, 375.00 | Feb. 1, 1950 


(D) This amendment in the manner set out above will not operate to alter 
or amend the license for Project No. 5 in any other respect, and shall not in any 
way constitute a waiver of any other part, provision or condition of the license 
as heretofore amended. 

(E) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the the 
Federal Power Act, and failure to file such an application shall constitute ac- 
ceptance of this amendment of the license. In acknowledgment of the ac- 
ceptance of this amendment of the license, this instrument shall be signed for 
the Licensee and returned to the Commission within 60 days from the date of 
issuance of this order. 

(F) The motion for oral argument filed by the Montana Power Company on 
November 21, 1960 is denied. 
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DECISION 
UPON ORDER REOPENING HEARING 


(Issued November 3, 1960) 


MarsHu, Presiding Examiner: This proceeding is upon the application of The 
Montana Power Company (Applicant of Licensee) for amendment to its license 
authorizing the construction, installation and operation at Licensee’s Kerr hydro- 
electric deve ‘opment of certain facilities in addition to those previously author- 
ized. Pursuant to the order of this Commission issued on April 17, 1958, the 
matter came on for hearing and was heard with the undersigned presiding. The 
two basic issues there for determination were: 

1. Whether, pursuant to its authority set out in Section 4(e) of the Federal 
Power Act, the Commission should authorize the additional construction, in- 
stallation and operation of a third generating unit at Project No. 5 located on 
Flathead Lake and the Flathead River in the State of Montana, authorization 
for which was sought herein, and, if so, 

2. What, if any, additional annual compensation should be paid by the Li- 
censee to the Confederated Salish and Kootenai Tribes of the Flathead Reserva- 
tion (Indian Tribes) because of the installation and operation of such additional 
facilities. 

The record made in the hearing on those issues consisted of some 800 pages 
of testimony and nearly 80 documents. Following the hearing, extensive and 
thorough briefs were filed by all of the participants. Thereafter, the Presiding 
Examiner in accordance with the provisions of the Administrative Procedure Act 
filed his initial decision in which he found, to state it quite briefly, that the 
Commission should authorize the construction, installation and operation for 
which authorization was sought, that additional annual compensation should 
be paid by the Licensee to the Indian Tribes and that $50,000 a year would 
be the reasonable annual compensation which should be paid by the Licensee to 
the Indian Tribes because of such installation and operation. 

The evidence put into the record on the aspect of the issues relating to 
reasonable, additional annual compensation revealed at least five methods for 
arriving at such an additional amount. The characterization of each such 


method and the amount arrived at by the Staff by the use thereof was as 
follows: 


Method Amount 

Shaving, of net: HOMME ..ncncninsininadrindnedtsidaacnededdeaia $63, 375 
Pelton SntWitansncanqencctiicnsapetiendisitiniinmmndinditaigl 42, 880 
CERT. COI ccs sn sit cine tiesinsetitiiaiiacspi tp ae been ign ceca dt ae ia 28, 211 
OREO stn chee cincinneeseevneiisieasnaiinialiiasdipi dima atin toes 27, 200 
BPR. BRC soc <1cis-~ cs sisi ciaipaaeaitisilnagaaripaaaaiiaie caida 73, 825 
TVA |... a. nne<icmnnqhijiednuibipba dass aaa ae 235, 491 
BVGERGS 6c nccs cipal nica nia eee 47, 098 


Under the Sharing of Net Benefits Method, which in a footnote in its brief 
the Staff asserted was “a method commonly used in the power industry,”’ the 
power values of a hydroelectric site are predicated upon the theory that the 
site under consideration permits the construction of such a plant which can 
produce power at a lower cost than power can be produced from some other 
available source at the time when such power is needed. The Licensee con- 


1 But actual testimony in support of which statement had not been adduced. 
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tended that if i; were used properly applied this method should be based on a 
comparison of the cost of producing power at the Kerr third unit with comparable 
cost at the next most economical source, but that in this instance the Staff 
did not make this comparison. By contrast, using the same method but ap- 
plying it in a manner thought proper by the Applicant, the latter arrived at a 
figure of only $18,360. The Tribes contended that the actual saving in annual 
cost of the third unit at Kerr over “the next most feasible means of meeting 
Applicant’s needs was $501,000.” 

The Pelton Formula was described as a method to determine the reasonable 
annual rentals for the use of an Indian power site where the Indians are the 
owners of about One-half of such site. The evidence showed that this formula 
is one which had been approved by the Indians, the Licensee in this proceeding, 
the Secretary of the Interior and the Federal Power Commission in Project 
No. 2030 in Oregon. All three of the participants in this hearing used the 
Pelton Formula in making their calculations. Here again, however, there 
was not complete agreement as to the manner in which the formula should be 
applied. In arriving at the amount set out above the Staff applied the formula 
to the third unit. The Applicant would have applied it to the entire project 
and would then have deducted from the amount arrived at the annual payments 
already being made by the Licensee herein to the Indian Tribes for the use of 
the site. Applied properly, as the Licensee saw it, the Pelton Formula would 
have produced a maximum payment of $14,889.63. As the Tribes applied it 
the indicated additional annual rental of the third unit would be $204,366. 

A witness for the Tribes expressed the view that based on present and pro- 
posed Bonneville Power Authority rates the tribal rental value of the third 
unit would be from $64,430 to $128,860 and that as between a willing seller 
and willing buyer the rental should be $90,000 per annum. Another witness for 
the Tribes expressed the opinion that the fair rental value to the Indians for 
the third unit was $80,000 a year. 

The foregoing specification of amounts which were under consideration in 
arriving at a fair and reasonable additional annual rental is not to be taken 
as complete but rather to indicate the diversity of the amounts suggested and 
contended for by the participants. 

On the theory that of the five methods enumerated in the tabulation set out 
above only the Sharing of Net Benefits Method and the Pelton Formula were 
fundamentally acceptable to the interested parties, the Staff averaged the 
amounts at which it had arrived by the use of those two methods. Thus, 
the Staff found the reasonable additional annual compensation due the Indian 
Tribes by reason of the installation of the third generating unit to be $53,000. 

Upon consideration of the evidence of record and the briefs filed, and further 
upon consideration of the methods discussed and proposed and the diverse use 
and application of such methods as disclosed by the record, the Presiding 
Examiner found and concluded that the reasonable additional annual com- 
pensation due to the Indian Tribes for the additional use of the tribal power 
site lands by reason of the third Kerr generating unit was $50,000. On Septem- 
ber 18, 1959, after having given consideration to the exceptions filed by the 
Confederated Salish and Kootenai Tribes and the Licensee herein, the Com- 
mission issued an order adopting (with modifications not here relevant) the 
initial decision theretofore issued by the Presiding Examiner. 

On September 28, 1959, this Commission transmitted to the Secretary of the 
Interior a copy of its order of September 18, 1959, together with a copy of the 
initial decision. In the letter of transmittal it was said that: 
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The Commission has found that an additional payment of $50,000 a 
year is a reasonable annual charge payable to the Confederated Salish 
and Kootenai Tribes of the Flathead Reservation for the use of the Third 
Unit installed at the Kerr hydroelectric development, in accordance with 
the order contained in the Examiner's decision. 

It is also to be noted that, in compliance with the above-cited statutes 
the Commission’s decision is conditioned on the approval of the Secretary 
of the Interior. Accordingly, this matter is submitted to you for your 
review and approval. 

Thereafter petitions seeking a rehearing were filed by the Licensee and the 
Indian Tribes. Those petitions were returned by the Secretary of the Com- 
mission as premature. 

On March 11, 1960, there was received by this Commission a letter dated 
March 9, 1960, from the Acting Secretary of the Interior in reply to this Com- 
mission’s letter of September 28, 1959, in which it was stated that: 

It is the opinion of this Department that the most reasonable method 
for determining the rental due the Confederated Tribes for the third unit 
is obtained by using only the method designated as Sharing the Net Bene- 
fits. This method is commonly used in the electric power industry. We 
concur with the conclusions of the Federal Power Commission Staff in 
regard to this method and believe that the amount $63,375 per annum 
should be allowed. 

The payment annually of the $63,375, with interest, is satisfactory to 
me and would meet the requirements of Public Law 100, 70th Congress 
(Act of March 7, 1928, 45 Stat. 200, 212). This amount also is in accord 
with the requirements of Tribal Resolution No. 1062, dated November 
3, 1959, and satisfies the requirements of Section 10(e) of the Federal 
Power Act, as amended. 

On May 19, 1960, this Commission issued an order reopening the hearing 
in this matter stating that: 

This proceeding is reopened for the purpose of affording an opportunity 
to the parties thereto, including Commission Staff, to present such addi- 
tional evidence as they may deem to be material and relative to the issues 
involved, and for the purpose of affording the Secretary of the Interior, 
or his representative, an opportunity to present evidence, documentary or 
otherwise relative to the recommendation contained in the Acting Secretary’s 
letter of March 9, 1960. 

Pursuant to that order the matter came back on for hearing and was heard 
to its conclusion on July 11, 1960. This constitutes a report on such rehearing 
pursuant to Section 1.30 of the Commission’s Rules of Practice and Procedure. 

At the rehearing and pursuant to the Commission’s direction an opportunity 
was afforded the Secretary of the Interior, or his representative, to present 
evidence in support of the recommendation contained in the letter of March 9, 
1960. However, no such evidence was offered. The Staff adduced evidence 
intended to support the statement made in the footnote in its brief (above 
referred to) to the effect that the Sharing of the Net Benefits Method was “a 
method commonly used in the power industry.” It consisted of the testimony of 
a Staff witness, with eminent engineering qualifications, relevant to other situa- 
tions in which the “so-called sharing of the Net Benefits Method had been used” 
by this Commission. He specified three such instances as follows: 

1. St. Anthony Falls Water Power Company (Northern States Power Com- 
pany )—Project No. 2056. 
. Kanawha Valley Power Company—Project No. 1175. 
3. Kanawha Valley Power Company—Project No. 1290. 
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With respect to the first such instance the testimony herein shows that the 
Government had decided to extend slack water navigation in the Mississippi 
River up past Applicant’s Lower St. Anthony Falls Dam. In order to accom- 
plish that purpose, it was proposed to build a dam at a different location slightly 
downstream from the existing Lower Falls Dam. This would require that the 
Licensee remove some portion of that dam. It appears that the Licensee decided 
to take advantage of this opportunity to modernize its powerhouse at this loca- 
tion but desired to retain in the process as much of that structure as was usable. 
Thus, the project became a joint investment between the Government and the 
Licensee, and the problem then became one of determining the share of each of 
the benefits to be derived from the joint venture. 

In that case the Commission’s order (dated August 31, 1951) issuing a license 
authorizing the modernization by substitution of Licensee’s facilities at Project 
No. 2056 recited that the Applicant’s existing dam (which had been constructed 
some 60 years earlier) was to be removed and a “new dam connecting to the 
present powerhouse is to be constructed and owned by the Federal Government 
in connection with the development of the Upper Harbor Navigation project 
in Minneapolis, Minn., by the Department of the Army.” The amount of an- 
nual charges for the use of the Government dam was “to be as hereafter deter- 
mined by the Commission upon notice and opportunity for hearing.” (10 F.P.C. 
1322, 1324) In an order issued May 7, 1954, the Commission found that: 

(1) After taking into account the dependable capacity and average an- 
nual energy required for the operation and maintenance of the navigation 
facilities, a comparison of the estimated annual costs of the licensee’s 
Lower Dam Plant (Project No. 2056) with the estimated annual costs of 
producing an equivalent amount of capacity and energy from a steam elec- 
tric plant indicates that the annual savings resulting from generation by 
the licensed project amounts to about $6,600 per year. 

(2) An equal division between the United States and the licensee of the 
net annual savings resulting from operation of the project, resulting in the 
amount of $3,300, constitutes a reasonable annual charge for the use of 
the Government Dam. 

As far as the record discloses there was no hearing on this question and 
the amount arrived at was not objectionable to the Licensee. 

Under the title Project No. 1175, the minutes of the Commission meeting held 
on January 15, 19384 (14th Annual Report (1934) pp. 147-148), show the au- 
thorization of a major license to Kanawha Valley Power Company for the 
construction, operation and maintenance of two hydroelectric generating plants 
which were to be located respectively at the Marmet and London navigation 
dams then under construction by and for the United States. Those generating 
plants were to be located either wholly or in part upon lands of the United States 
acquired in connection with those navigation dams. The testimony here is 
that in this instance the Commission’s chief engineer, employing a method 
of estimating the value of output, capacity and energy in terms of alternate 
steam, came up with three estimates. One he immediately discarded. By 
another he arrived at a net benefit of $77,838 and by still another $51,900 per 
plant for each of the two plants. Had the Commission applied a 50-50 division 
to the first of these amounts the result would have been $39,000. Had it used 
the second, it would have been $26,000. The amount actually arrived at by 
the Commission as constituting “a reasonable annual charge for recompensing 
the United States for the use of said Marmet Government dam and structures 
pertinent thereto owned by the United States, and for the use, occupancy, and 
enjoyment of lands of the United States adjoining and pertaining to said Marmet 
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Dam, and included within the project area” was $32,000. A similar amount 
was likewise determined upon as reasonable in connection with the use of 
the London Dam. Here again it appears that there was no hearing and no 
protest by the Licensee. 

The project works of Project No. 1290, Kanawha Valley Power Company, 
Licensee, consisting of a forebay, a powerhouse with generating units and 
pertinent equipment, an outdoor substation and transmission lines, were to be 
located on Government lands adjacent to United States Lock and Dam No. 1, 
a navigation dam under construction when the license was issued. It is clear 
from the Commission’s record of the issuance of the license therefor that Li- 
censee was to have the use of the Government dam and lands. The license is- 
sued on April 9, 1986, provided that the annual charge for the use of the Gov- 
ernment dam and lands would be $40,000. Although the order was issued prior 
to the employment by the Commission of the Staff witness, he testified that the 
capacity and energy of the proposed hydro plant was evaluated in terms of an 
alternate steam plant and from that hypothetical amount there was subtracted 
the estimated annual costs of the proposed plant. The difference was found 
to be about $79,000. The chief engineer of the Corps of Engineers recommended 
that two-thirds of the savings so calculated should go to the Government. This 
Commission, however, concluded that under the circumstances in that case, one- 
half of the amount would be a reasonable charge. 

It is clear then that in two of the three instances the Commission concluded 
that under the circumstances therein existing the Government was entitled to 
one-half of the savings calculated in the manner above described. 

Before proceeding to a further consideration of the instances recited above 
two points should be mentioned. First, since the most recent order was issued 
some six years ago, and the others go back about 25 years, this can hardly be 
construed as “newly discovered evidence.” Secondly, at the rehearing there 
was not added to the preexisting record anything of any consequence in the 
way of evidence. The record now shows, it is true, that in at least three in- 
stances over the past 25 years the Commission has used, in determining charges 
for the use of Government lands and dams, what might be termed a Sharing 
of the Benefits Method which simply means, as shown by the record herein, 
a division or allocation between the owner of the hydroelectric facilities on the 
one hand and the owner of the lands and dams on the other of the difference 
between the cost of operating a hypothetical, non-existing and non-proposed, 
steam plant and the cost of operating the proposed plant. It seems clear, 
however, that there is not inherent in this “method” a necessity that the di- 
vision be on a 50-50 basis, as the Staff did in arriving at the amount of 
$63,375. And it seems equally clear that in determining whether such a method 
should be used and that the amount should be so divided, it is not only de 
sirable but from the standpoint of fairness and justice there must be taken 
into account all of the relevant attendant circumstances including the amount, 
if any, of the relative investment by the parties participating. All of the facts 
in evidence were taken into account as a predicate for the initial decision of 
the examiner, and no additional evidence was presented by either the Secre- 
tary of the Interior or by anyone else which make it necessary, desirable, or 
even appropriate in the opinion of the examiner, to alter or amend the findings 
made by him in that decision. 

The Applicant has, for the first time, raised on rehearing the question whether 
the amendment to the license in Project No. 5 authorized by the Commission’s 
order of September 18, 1959, must be approved by the Secretary of the Interior 
before it can become the Commission’s effective determination as to the reason- 
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able additional annual compensation due to the Indian Tribes arising out of 
such amendment. The Applicant finds no justification for such a conclusion. 

The determination of that question is not within the contemplation of the 
Commission’s order of May 19, 1960, reopening the hearing herein. Further- 
more, it involves an intergovernmental jurisdictional policy question which would 
be inappropriately ruled upon at the hearing examiner level. The specific ques- 
tion “Is the amendment subject to approval by the Secretary of the Interior” 
is now pending before the United States Court of Appeals for the District of 
Columbia circuit. The Montana Power Company, Petitioner v. Federal Power 
Commission, Respondent, No. 15,480. 

Another point, however, remains for consideration. On June 18, 1959, after 
the conclusion of the original hearing and the filing of the initial decision 
Applicant filed with the Commission a petition asking that the hearing be re- 
opened for the purpose of taking additional evidence, in which petition it was 
alleged, among other things, that : 


Since the closing of the record and hearing in this proceeding upon Sep- 
tember 23, 1958, proposals have been made by Federal Power Commission 
staff as to charges which Kerr project will be required to pay the United 
States for the use of Hungry Horse storage releases for some of the years 
in question. Consideration of such proposals is essential to a proper, just 
and equitable finding and conclusion as to additional Indian rentals, if 
any, for the Kerr Third Unit. 


On July 16, 1959, the Commission issued an order denying Applicant’s peti- 
tion to reopen the proceeding in which order it said that: 


The Commission has underway investigations, in Docket No. E-6834, re- 
garding the determination of headwater payments under Section 10(f) of 
the Federal Power Act relating to certain projects in the Columbia River 
Basin, including Petitioner’s Project No. 5. The licensees and Federal 
agencies concerned have participated in these investigations. However, the 
investigations have not been completed. 

The Commission, however, added that: 


Pursuant to the requirements of the act of Congress approved March 7, 
1928, (45 Stat. 212, 213) and the Federal Power Act, the fixing of annual 
charges to be paid to the Indians is one of the necessary determinations 
to be made by the Commission in the process of licensing project works for 
the development of power or of power sites on the Flathead Reservation. 
Such a determination is one of the functions of the proceeding now before 
the Commission. On the other hand, the determination of the amount of 
the assessments to be paid by the Licensee for any headwater benefits re 
ceived as contemplated by Section 10(f) of the Federal Power Act is a 
matter which is not germane to the question of annual charges to be paid 
to the Indians. Therefore, it would not be appropriate to attempt to take 
evidence with respect to headwater benefits as part of this proceeding to 
amend the license to authorize the third unit. 


Following a denial by the Presiding Examiner of an application for the is- 
suance of a subpena to compel the attendance of certain Staff members to testify 
concerning “a Staff study and report [which] has been completed in Docket 
No. E-6834, recommending certain payments under Section 10(f) of the Fed- 
eral Power Act by The Montana Power Company to the United States for the 
use of Hungry Horse reservoir storage during a part of the years involved in 
this proceeding,” the Applicant directed to the Commission a request that such 
report and study be made available to it. In a letter replying to such request, 
the Acting Secretary of the Commission, on July 28, 1960, replied that: 
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The studies referred to have not been completed. However, in accordance 
with present practice, when such studies are completed and recommenda- 
tions are made, The Montana Power Company will be served with a 
copy of the Staff report. 


During the course of the rehearing the Presiding Examiner indicated the 
opinion that if and when such a study, report and recommendation were 
made to the Commission and the document or documents were found by the 
Commission to be relevant and material to the issues herein prior to the 
disposition of this proceeding, the Commission would reopen this record for 
that purpose. On October 18, 1960, the Applicant sent to the Presiding Ex- 
aminer a telegram stating that: 


The Montana Power Company, applicant in the pending proceeding in 
Project No. 5, was served on October 17, 1960, with a copy of the proposed 
report on investigation of headwater benefits, Columbia River Basin, 1949 
through 1956, prepared by the Bureau of Power and bearing date Septem- 
ber 1960. That report recommends payments to be made by Applicant 
to the United States for the years 1955 and 1956 totaling $232,655. 


Applicant requested therein that the transcript of the record in this pro- 
ceeding be reopened by the Presiding Examiner for the purpose of including 
in it the report referred to. The Indian Tribes and the Staff of the Com- 
mission have filed responses in opposition to the requested reopening. 

It is obvious that Applicant’s request is directed to matters not within 
the contemplation of the Commission’s order of May 19, 1960... Furthermore, 
it is quite clear that the document described in Applicant’s telegram of 
October 18, 1960, is not such a report as that contemplated by the July 28, 
1960 letter of the Acting Secretary nor by the Presiding Examiner’s remarks 
to which reference has been made. It is understood to consist of proposed 
recommendations which in accordance with the practice of the Staff are sub- 
mitted to licensees for their comments and, if any, objections. Thus, they 
are purely tentative in character and are no evidence of the amounts, if any, 
which may ultimately be assessed against such licensee. To include such a 
document in the record in this proceeding at this stage would increasingly 
confuse rather than clarify the situation here. Applicant’s request to the 
Presiding Examiner is, therefore, denied. 

Epwarp B. MARSH, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NO. 
CP61-137 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 30, 1961) 


On November 2, 1960,- Transcontinental Gas Pipe Line Corporation, 3100 
Travis Street, Houston 6, Texas (Applicant), filed in Docket No. CP61-137 an 
application pursuant to Section 7(c) of the Natural Gas Act for a certifi- 
eate of public convenience and necessity authorizing the sale and delivery 
to South Jersey Gas Company (South Jersey) of 1,000 Mcf of natural gas 


2Cf. Rule No. 1.33 of the Commission’s Rules of Practice and Procedure as amended by 
Order No. 217—November 20, 1959, 22 FPC 872. 
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per day under Applicant’s presently effective FPC Rate Schedule LTF-3 from 
date of authorization to February 15, 1961, all as more fully set forth in 
the application. 

By order of the Commission issued November 17, 1959, in Docket No. 
G-16603, et al., 22 FPC 836, Applicant was authorized to sell and deliver 
7,400 Mcf of natural gas per day to Palmerton Gas Company (Palmerton), 
under Applicant’s FPC Rate Schedule CD-3, of which Palmerton had con- 
tracted to resell 7,000 Mcf per day on a firm basis to New Jersey Zine Com- 
pany of Pennsylvania (New Jersey Zinc) for use in the latter’s plants in 
the Borough of Palmerton. 

Because of a strike now in progress, New Jersey Zine is unable to take 
the entire volume which it has contracted to purchase from Palmerton. To 
relieve New Jersey Zinc, Palmerton has requested South Jersey and South 
Jersey has agreed to take, until February 15, 1961, 1,000 Mcf of natural gas 
per day under Applicant’s FPC Rate Schedule LTF-3 (which has the same 
demand and commodity charges as its FPC Rate Schedule CD-3) from Appli- 
eant which would otherwise be delivered to Palmerton for resale to New Jersey 
Zinc. 

Temporary authorization to make the proposed temporary sale and delivery 
of natural gas to South Jersey was granted to Applicant under date of 
November 25, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
on January 17, 1961, respecting the matters involved in and the issues pre 
sented by the application here. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Transcontinental Gas Pipe Line Corporation, a Delaware 
corporation having its principal place of business in Houston, Texas, is a “nat- 
ural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order issued April 28, 1950, in Docket No. 
G-1277 (9 FPC 58). 

(2) The sale and delivery of natural gas by Applicant for the period ending 
February 15, 1961, as hereinbefore described and as more fully described in 
the application in this proceeding, will be made in interstate commerce, subject 
to the jurisdiction of the Commission, and is subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The sale and delivery of natural gas as proposed by Applicant is re 
quired by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) The authorization hereinafter granted is conditioned upon Applicant’s 
filing with the Commission a revised service agreement with Palmerton Gas 
Company reducing the applicable contract demand by 1,000 Mcf during the pe- 
riod of the LFT sale to South Jersey, which period should be limited to termi- 
nate not later than February 15, 1961. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission's 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
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issuance of the certificate hereinafter granted to Applicant and to the exer- 
cise of the rights granted thereunder. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is 
hereby issued upon the terms and conditions of this order, authorizing Trans- 
continental Gas Pipe Line Corporation to sell and deliver natural gas to South 
Jersey Gas Company as hereinbefore described and as more fully described 
in the application and exhibits in this proceeding. 

(B) The authorization granted in paragraph (A) above is hereby conditioned 
upon Applicant’s filing with the Commission a revised service agreement with 
Palmerton Gas Company reducing the applicable contract demand by 1,000 
Mcf per day during the period of the LFT sale to South Jersey, which period 
is hereby limited to terminate not later than February 15, 1961. 

(C) The general terms and conditions set forth in paragraph (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
to the issuance of the certificate granted in paragraph (A) above and to the 
exercise of the rights granted thereunder. 


VALLEY GAS TRANSMISSION, INC., DOCKET NO. G-19618, RICHARD M. 
FINDER D/B/A TEXKAN OIL COMPANY, OPERATOR, ET AL., G—19619, 
RICHARD M. FINDER D/B/A TEXKAN OIL COMPANY, OPERATOR, 
ET AL., G-19620, RICHARD M. FINDER D/B/A TEXKAN OIL COMPANY, 
ET AL., G-19621, RICHARD M. FINDER D/B/A TEXKAN OIL COMPANY, 
OPERATOR, ET AL., G—19622, CLARK FUEL PRODUCING COMPANY, 
G-19623, BRIDWELL OIL COMPANY, G—19624, HILLCREST OIL COM- 
PANY, G-—19625, JOHN R. RHODES, OPERATOR, G-—19626, RUSSELL MA- 
GUIRE, TRUSTEE AND OPERATOR, G—19627, MORGAN MINERALS COR- 
PORATION, OPERATOR, G—19628, MORGAN MINERALS CORPORATION, 
OPERATOR, G-—19629, MORGAN MINERALS CORPORATION, OPERATOR, 
G-19630, VALLEY GAS PRODUCTION, INC., OPERATOR, G—19631, 
FARENTHOLD & PITCAIRN, OPERATOR, ET AL., CI60-21, W. M. 
LAUGHLIN CI60-44, LAWRENCE E. HOOVER, OPERATOR, ET AL., 
CI60-141, RICHARD M. FINDER D/B/A TEXKAN OIL COMPANY, 

OPERATOR, ET AL., CI60-227, J. S. MICHAEL, CI60-228 

















UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
AUTHORIZING SALES OF NATURAL GAS 


(Issued December 29, 1960) * 


Syllabus 









1. Commission issues certificates of public convenience and necessity under 
Section 7 of Natural Gas Act to producers and gathering company. P. 242. 


Robert L. Bradley, Leon M, Payne, and Stafford E. Andrews for Valley Gas 
Transmission, Inc. 





*No exceptions to the initial decision having been filed or review initiated by the Com- 
mission, the decision became effective on January 30, 1961, as the final decision and order 
of the Commission. 
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J. Harry Mulhern, Edward 8S. Kirby, John F. McDonald and William R. 
Duff for Public Service Electric & Gas Company. 

W. OC. Braden, Jr., A. T. Beckstrand, and Harry S. Littman for Tennessee 
Gas Transmission Company. 

John L. Roach for Texkan Oil Company. 

C. M. Gaines for Hillcrest Oil Company. 

Stafford E. Andrews for Clark Fuel Producing Company, Bridwell Oil Com- 
pany; Morgan Minerals Corporation, Operator; Valley Gas Production, Inc., 
Operator; Farenthold and Pitcairn, Operator, et al; W. M. Laughlin; Lawrence 
BE. Hoover, Operator, et al; and J. S. Michael. 

Ralph J. Graham for John R. Rhodes, Operator. 

John Paul Geneau for the Staff of the Federal Power Commission. 


DECISION 


Ketty, Presiding Examiner: Valley Gas Transmission, Incorporated, 
(Transmission), seeks by its application, filed October 2, 1959, authority to sell 
natural gas to Tennessee Gas Transmission Company, (Tennesse), at various 
points in south Texas. Transmission is engaged only in the gathering and intra- 
state transportation of natural gas and has no production. The gas here in- 
volved is produced by the other Applicants listed in the caption hereof, who 
seek certificate authority to sell it to Transmission; and it is gathered, trans- 
ported, and delivered to Tennessee by Transmission entirely within the state 
of Texas. Tennessee commingles this gas with other gas in its interstate pipe- 
line and transports it for resale for ultimate public consumption in other states. 
The sales by the producers and Transmission are all made for resale in inter- 
state commerce, and all of the Applicants in these consolidated proceedings 
are therefore natural gas companies within the meaning of the Natural Gas 
Act (Act). The one issue for decision is whether the record evidence establishes 
that the sales at the contract prices here involved are required by the public 
convenience and necessity. It is concluded from substantial evidence in the 
record that they are so required. 

There were filed on October 2, 1959, simultaneously with the filing of the 
Transmission original application, the applications of the producers in Dockets 
Nos. G—19619 to G—19631, inclusive. The other producer applications were filed 
on various dates in January and February 1960. Including amendments to its 
original application, filed February 10 and 24, 1960, Transmission’s application 
now seeks authority to sell to Tennessee all natural gas covered by the con- 
tracts which are the bases of the producer applications listed in the caption 
hereof. Temporary authorizations have been issued in all of the dockets in 
these consolidated proceedings; and deliveries of gas have been made there- 
under for varying periods of time, pursuant to contracts which have been filed 
as rate schedules as required by Commission regulations. 

By Commission order of August 25, 1960, all of these dockets were con- 
solidated and a hearing upon the applications was directed to be held on 
September 27, 1960. This hearing was begun on that date and was concluded 
the following day. By separate orders of September 27, 1960, Tennessee and 
Public Service Electric and Gas Company (Public Service), were permitted 
to become interveners. The only participants in the hearing were Transmission, 
Tennessee, Public Service and the Commission Staff. Briefs were filed by 
Transmission and Tennessee in support of all applications, the last of which 
briefs were received on November 21, 1960. The only other brief received 
was from the Commission Staff, and it does not oppose the granting of the 
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applications. There is in the formal file of Docket No. G—19618 a letter of 
October 11, 1960 from the General Solicitor of Public Service to the Secretary 
of the Commission, in which it is stated that his company “does not object to 
the issuance of a certificate’ in Docket No. G—19618 “in accordance with the 
evidence presented.” 

The record shows that proper notice of the hearing in these matters was 
given and published in the manner provided by law and regulation. The 
hearing upon all the applications here involved has been held as required by 
the Act. While the producer Applicants did not appear and present evidence 
at the hearing, their applications should nevertheless be granted if there be 
in the record substantial evidence to show such action to be required by the 
public convenience and necessity. Having been advised informally in advance 
that the producer Applicants would not appear, the Presiding Examiner in- 
terrupted the hearing, shortly after it was begun, to hold an informal con- 
ference with all counsel present to determine just what issues might be pre- 
sented for trial in relation to the producer applications. The unanimous 
agreement of all participants in the hearing was stated upon the record by 
the Presiding Examiner at the conclusion of the informal conference; and all 
counsel present signified their concurrence in such statement of the agreement. 

In stating the agreement of the participants upon the record, the Presiding 
Examiner said specifically that it was agreed that the rate of 14 cents per 
Mcf, contracted to be paid by Transmission for gas delivered to it by all 
producer Applicants, appeared “not to be out of line with other prices in the 
field, and in the sense of the CATCO Decision, they do not signal anything 
that would cause the Commission to seek to condition the certificate below 
14 cents.” It was then shown upon the record by the Presiding Examiner 
that it had been agreed that the averments of all the producer applications 
were true and would constitute record evidence in the same manner as in 
uncontested hearings.’ It was then pointed out by the Presiding Examiner 
that “there is nothing stated in those applications concerning the 14-cent rate 
being in line or out of line’; but that it was his understanding that Trans- 
mission, in the presentation of its case, would introduce evidence on this sub- 
ject. This statement has been misinterpreted by the Staff to mean that the 
Presiding Examiner had ordered the production of evidence specifically upon 
the question of whether the 14-cent rate was or was not out of line with other 
rates in the area. As shown above, all parties had already agreed upon the 
record that this rate did not appear to be out of line with such other rates. 
Furthermore, Transmission presented evidence at the hearing which showed 
such rate not to be out of line. In fact, it is stated in the Staff brief that 
“there is no question with respect to the 14-cent purchase price.” 

No evidence was offered except that presented by Transmission through the 
testimony of its president. This evidence and the facts agreed upon by the 
participants in the hearing constitute the basis for determining the issue of 
whether certificate authorization of the sales at the contract prices here in- 
volved is required by the public convenience and necessity. 


1The usual procedure in non-contested proceedings before the Commission in certificate 
cases under Section 7 of the Act, is for the Staff, having made proper investigation 
thereof, to accept as true the sworn averments of the application, and to make such 
averments record evidence, by reference to them in the files of the Commission, to support 


a finding that the issuance of the certificate is required by the public convenience and 
necessity. 
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Transmission is the wholly owned subsidiary of Valley Gas Production, 
Incorporated, (Production), and the two companies have the same officers. 
Both corporations were organized and now exist under the laws of Texas. 
Production is the Applicant in Docket No. G—19631, shown in the caption 
hereof, and it seeks certificate authorization pursuant to Section 7 of the Act, 
along with the other producer Applicants, to make the sales to Transmission 
here involved. Transmission is described in its brief as “a small natural gas 
gathering company which is an ‘independent producer’ as that term is defined 
in Section 154.91(a) of the Commission’s Regulation’s Under the Natural Gas 
Act.” It does not produce natural gas. Transmission is not affiliated with 
Tennessee and has no relationship with it except that created by the contract 
with Tennessee which it has filed with the Commission as its FPC Rate 
Schedule No. 1. 

Transmission’s purchases of natural gas are very largely from the smaller 
producers who do not have reserves large enough to induce the pipelines to 
construct laterals to them. By the construction of its gathering facilities from 
a group of producing properties operated by the smaller producers to a pipeline 
within economic reach thereof, Transmission assembles considerable quantities 
of gas for delivery and sale to such pipeline. It has a number of such gathering 
systems which are unconnected and separately operated and which presently 
aggregate in length about 62 miles. Tennessee’s pipeline was located advan- 
tageously to receive delivery of the gas gathered by the eight gathering systems 
here involved. Under Transmission’s stated business policy, Tennessee will 
continue to be the market for the gas gathered by said systems. However, in 
the development and expansion of its business, Transmission will sell and 
deliver natural gas to other pipelines from additional separate gathering facil- 
ities to be constructed by it in the future. Its present field of operation in 
Texas is along the route followed by several interstate pipelines known as 
“Pipeline Alley.” All natural gas here involved is produced in Matagorda 
County in “Railroad District 3,” and in Hidalgo, Duval, Jim Wells and Brooks 
Counties in “Railroad District 4” of the State of Texas. 

It is the reasonable theory of Transmission that the operation of its business 
in such manner is beneficial to the smaller producers in the sense that it 
results in a quicker sale of their gas and in other advantages, and that it is 
beneficial to the pipelines because it makes available to them sizeable quantities 
of gas without construction expense other than the relatively negligible cost 
of tapping the pipeline. This plan of business operation contemplates the 
delivery of gas to the pipeline at a price which is less, or no more, than the 
existing area price which the pipeline is paying for the gas entering its inter- 
state facilities. The plan, of course, contemplates also the purchase of gas by 
Transmission from the smaller producers at a price which will enable it to 
conduct its business profitably on the spread or difference between such price 
and the sale price to the pipeline. It is the theory of Transmission that it can 
purchase gas from the smaller producers at such sufficiently lower price 
because of the advantages it brings to them. 

The testimony of Transmission’s president shows that its manner of operation 
has some advantage for all concerned. Having recoverable natural gas re 
serves, the small independent producer needs and seeks an early sale thereof, 
that revenues may be derived for the continuous operation of his business as 
such. It is pointed out in the applications of the producing Applicants that 
their investments in the producing wells are great, and that only by the sale 
of gas can they be recovered; that they have contractual obligations to the 
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lessors of the producing properties to commence production immediately; and 
that other producers are withdrawing gas from the same reservoir and “causing 
acute drainage” of their gas. Upon the basis of such representations, temporary 
certificates were issued by the Commission authorizing these sales by all of 
the producers to Transmission, and by Transmission to Tennessee. Deliveries 
of gas to Tennessee under all such authorizations have now been made from 
Transmission’s gathering systems for a good number of months. 

It is obvious that the small producer finds it quite advisable to make an 
early sale of his recoverable reserves of gas. If his most likely customer is a 
pipeline company, as the situation appears here to be, there must be some way 
to effect prompt delivery to it. This is done by Transmission by the construc- 
tion of each of its gathering systems to reach enough recoverable reserves to 
make such construction economically feasible to it, as it has done here in eight 
instances. With an organization in the field to contact and maintain a closer 
relationship with the small producers, Transmission is able to render a service 
to them in this manner which they recognize as advantageous to them. A part 
of Transmission’s plan would also be to assist producers financially when such 
assistance might be needed, and further, through Production, the parent com- 
pany, to acquire recoverable reserves where the producer might desire to make 
a sale thereof. 

Transmission has contracted to pay to each producer Applicant 14 cents per 
Mcf of gas at 14.65 psia with 1,000 Btu content, with each producer paying 
the severance tax presently in force, and with %4 of any increase in such tax 
to be paid by Transmission. Transmission has thus established a completely 
uniform price among the producers on the eight gathering systems here in- 
volved, and it has attempted to make the provisions of the contracts with each 
as nearly uniform as possible. The contracts with these producers contain 
no favored-nations clauses, and no provision for escalation in price except 1 
cent periodically for each 5 years. As shown more completely hereinafter, the 
issuance of certificates to these producer Applicants authorizing their sales to 
Transmission at the contract price is in the public interest. 

On August 4, 1959 in Docket No. G—-18196, Tennessee was issued by the Com- 
mission “a certificate of public convenience and necessity authorizing the con- 
struction and operation of field facilities to enable Applicant to take into its 
certificated main transmission pipeline system natural gas which will be pur- 
chased from producers in the general area of its existing transmission system 
from time to time during the calendar year 1959.” Such authorization was 
limited to a total expenditure for the year 1959 of $5,000,000 and with no single 
project to exceed a cost of $500,000. A similar certificate was issued by the 
Commission to cover the year 1960 on February 2, 1960, in Docket No. G—19980. 
Both of such certificates were duly accepted by Tennessee. In the order 
covering the year 1959 was the following specific finding by the Commission: 


The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1959 as proposed by Applicant 
are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 


An identical finding was made by the Commission in the order for the certifi- 
cate for the year 1960. In the body of each such order there was a paragraph 
concerning the purpose of Tennessee’s application as follows: 


The purpose of this budget-type application is to augment Applicant’s abil- 
ity to act with reasonable dispatch in contracting for and connecting to its 
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pipeline system new supplies of natural gas in various producing areas gen- 
erally coextensive with its system. 


Transmission’s application, as amended, avers that it was advised by Tennes- 
see that it purchased the gas here involved, which was first delivered in 1959, 
under the first certificate authorization shown above, and under the second 
certificate authorization for deliveries first made in 1960. On the basis of the 
foregoing findings and orders of the Commission, there can be no doubt that 
new supplies of natural gas for Tennessee, such as those here acquired, are 
required from time to time by the public convenience and necessity. 

In proceedings in which certificate authority is sought from the Commission 
for the wholesale of natural gas in interstate commerce, all factors must be 
considered which have a bearing upon the question of whether the issuance of 
the certificate applied for is required by the public convenience and necessity. 
The Commission has found, as shown above, that the public convenience and 
necessity required that Tennessee be granted general authority, within cer- 
tain limitations, during 1959 and 1960, to acquire and connect to its pipeline 
system “new supplies of natural gas.” Exercising this certificate authority, 
Tennessee has contracted to purchase from Transmission the gas here involved; 
and it is obviously in the public interest that Tennessee have for its pipeline 
system these new supplies of natural gas. The construction and operation by 
Transmission of its gathering systems serve a useful purpose in the public in- 
terest; and the factors considered in reaching this conclusion are hereinbefore 
discussed. For reasons stated above it is in the public interest that the pro- 
ducer Applicants sell their gas to Transmission, considering all circumstances 
shown by the evidence to surround their production activities. Therefore, the 
only remaining question for decision is whether the sales here involved are 
made at prices which properly protect the public interest. 

The Courts have repeatedly said that the primary aim of the Act is to pre 
vent the exploitation of the consuming public by natural gas companies. Such 
exploitation will, of course, occur if the consumer is charged excessive prices 
for natural gas; and the Act, therefore, provides that any rate charged by a 
natural gas company, must be “just and reasonable” to be lawful. When ap- 
plication is made to the Commission for certificate authority to make a sale 
of natural gas, proper action must be taken by the Commission to prevent the 
initial price for such sale from being so high as to be unjust and unreasonable 
and thus to result in the exploitation of the consumer. This is true although 
there is no requirement that every initial price for a certificated sale be tested 
by rate-making standards and criteria in a proceeding conducted under Sec- 
tions 4 and 5 of the Act. The Courts have declared that the Act imposes the 
positive duty upon the Commission to examine most carefully the proposed 
initial price when certificate authority for a sale of natural gas is sought under 
Section 7 of the Act, and to make a determination based upon substantial evi- 
dence of whether the public interest requires that such sale be certificated at 
the proposed initial price. 

Inasmuch as the only statutory standard of lawfulness for a rate for a jurisdic- 
tional sale of natural gas—be it a proposed initial rate or a proposed change 
in rate—is that it be just and reasonable, thought must be given in making a 
determination in a certificate case as to whether the rate proposed for a sale 
may or may not be just and reasonable. As stated above, the Act does not 
require that a certificate case be turned into a rate case so that a meticulous 
determination may be made of whether a proposed initial price is just and rea- 
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sonable. However, it would seem from a reading of the Court decisions on 
the subject of the Commission’s duty in considering proposed initial prices in 
certificate cases for sales, that at least the probabilities of the lawfulness or un- 
lawfulness of such price, in the sense of the Act, be carefully considered and 
determined. If a careful examination of all substantial relevant evidence gives 
no indication that an initial price is probably unlawful, then such price may 
properly be approved. On the contrary, if the probable unlawfulness of the price 
is indicated by such evidence, the sale should be authorized only at a lower initial 
price which is probably not unlawful. The Court decisions point to certain 
factors which may indicate probabilities of unlawfulness, and it would seem that 
any proven factor so indicating would be just cause for so lowering a proposed 
initial price. 

The Act provides that no certificate for a sale of natural gas shall issue unless 
it be shown by evidence adduced at a hearing before the Commission that the 
sale is required by the public convenience and necessity. The question then 
logically arises as to what measure is to be applied to the proposed initial price 
when determining whether the sale at such price is required by the public con- 
venience and necessity. The Act speaks of no other requirement for a rate than 
that it be just and reasonable. This is the only true measure by which any rate 
for a jurisdictional sale of natural gas may be found to be lawful, and it should 
at least be established reasonably by substantial evidence that the proposed 
initial rate is probably not unlawful in the sense of the Act if it is to receive 
Commission approval. If there be reasonable indication from the evidence that 
the proposed initial price may probably be unlawful, approval thereof at the 
initial contract amount should be withheld by the Commission to prevent ex- 
ploitation of the consumer. Just as the Courts have held that there is a 
“zone of reasonableness” within which a rate is lawful in the sense of Sections 
4 and 5 of the Act, so have they held, in effect, that there may be signalled or 
indicated by record evidence an area of doubt within which an initial price may 
not be required by the public convenience and necessity in the sense of Section 
7 of the Act, because of the probability of its unlawfulness. The applicant may 
later have an opportunity to have a determination made of the justness and 
reasonableness of his proposed initial price, in a full scale rate proceeding where 
rate-making standards and criteria may be applied. Thus the primary aim of 
the Act may be accomplished, as there would be no opportunity for the exploita- 
tion of the consumer pending the outcome of a rate case. This has been judicially 
called “holding the line” against an excessive rate until an adjudication can be 
made of whether it is just and reasonable when the rate-making standards are 
applied. There should be a reminder at this point that the Supreme Court 
reiterated in the Catco opinion that it was the intention of Congress that a 
jurisdictional sale of natural gas should be made “at the lowest reasonable rate 
consistent with the maintenance of adequate service in the public interest.” * 

The Commission having this positive duty to examine the record evidence 
with care in order to make the aforesaid determinations, the applicant for cer- 


2 The foregoing conclusions concerning the proper consideration to be given the initial 
contract price in cases where authorization of a sale is sought, are reached after study 
of the following cases: The Atlantic Refining Co., et al, v. Public Service Commission, 
et al., 360 U.S. 378 (Catco) ; Signal Oil and Gas Co. v. F.P.C., 238 F. 2d 771 (CA 8), 
cert. den. 353 U.S. 923; United Gas Improvement Co. v. F.P.C. (CA 9), October 31, 1960; 
Public Service Commission v. F.P.C. et al. (2 cases before CADC), December 8, 1960. 


693-489—64——-18 
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tificate approval of a sale of gas has the burden to adduce substantial evidence 
upon which those determinations may be based. The burden upon the applicant 
to show that the certificate sought is required by the public convenience and 
necessity carries with it the burden of showing by substantial evidence that the 
proposed initial sale price would probably be just and reasonable if tested by 
rate-making standards in a rate proceeding. The Catco opinion (see footnote 2) 
holds that “full protection of the public interest is not afforded” unless it be 
“clearly shown” that such initial price is required by the public convenience 
and necessity. Therefore, if the applicant having the burden of proof, fails 
to show reasonably clearly the probability of the lawfulness of his proposed 
initial price, either the application should be denied or the certificate conditioned 
at a lower sale price which the evidence shows to be probably just and reasonable. 

While the participants in the hearing have raised certain questions concern- 
ing whether certificate authorization should be given to these sales at the initial 
rates here involved, in the end there is no opposition to the issuance of the 
certificates as applied for in all of the consolidated dockets. Weight is here 
given to this fact. Nevertheless, there is squarely presented to the Presiding 
Examiner the question of whether the Applicants here have sustained their 
burden to show, at least prima facie, that their initial rates are probably just 
and reasonable. Upon the basis of the entire record it is found that the Appli- 
cants have sustained their burden in this respect. 

The rate of 14 cents per Mcf for sales by the producer Applicants to Trans- 
mission is not here challenged by anyone. On the basis of the record, it may 
be found definitely that this rate is probably just and reasonable.* There is 
evidence that recent contracts of sale have provided for producer rates quite 
higher than 14 cents in the general producing area here involved, and there is 
no evidence of lower rates in recently executed contracts. The agreement of 
all participants in the hearing was, in effect, that there was no factor shown 
in relation to this 14-cent rate which would signal or indicate a probability 
of its unlawfulness. On the basis of said agreement and of substantial record 
evidence herein discussed, there should be issued to all of the producer Applicants 
certificates authorizing their sales to Transmission at the contract price of 14 
cents. The issuance of such certificates is found specifically to be required by 
the public convenience and necessity. 

It is, of course, the rate paid by Tennessee which directly affects the cost of 
gas to the ultimate consumer. Tennessee’s gas purchases are a part of its 
eost of service. All of the gas here involved is produced in Railroad District 
4 of Texas except that from Matagorda County which is in Railroad District 3. 
The rate paid by Tennessee to Transmission in District 4 is 17 cents per Mcf, 
and the current going price for gas paid there by Tennessee is approximately 
17% cents per Mcf. The rate charged by Transmission for the District 3 gas 
is 16.16947 cents per Mcf which is the exact amount of Tennessee’s current 
going price there. Transmission’s President testified that it is the policy of 
his company to sell gas at, or below, the going price of the pipeline purchaser 
in the particular area so that none of the pipeline’s payments for gas may be 
triggered. The contract between Transmission and Tennessee contains no 
favored-nations clause, and makes no provision for escalation in price except 
1 cent periodically for each 5 years. Under this contract Tennessee agrees 


* This is positively not an adjudication in the sense of Sections 4 and 5 of the Act, and 
is only a determination of probability, as stated. 
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to reimburse Transmission for the payment which it is contractually required 
to make of % of any increase in the Texas severance tax imposed upon the 
producer Applicants. The aforesaid going prices are those now being con- 
tracted for by Tennessee in acquiring new supplies of gas for its pipeline 
system. There is evidence in the record of higher prices being paid currently 
by other pipeline companies for new supplies of gas, and these rates charged 
by Transmission do not appear to be out of line with other rates now being 
contracted to be paid in the same general area. Transmission’s President 
testified that his company is in a competitive situation in the purchase of gas 
from producers, and that he is quite familiar with prices now being paid by 
others in this general area for new supplies of gas. He does not regard the 
initial prices here involved as being out of line with going area prices. His 
testimony is uncontradicted. 

The briefs of Transmission and Tennessee call attention to the Commission’s 
“Statement of General Policy No. 61-1” which fixed certain “Area Price Levels 
for Natural Gas Sales by Independent Producers.” The briefs point out that 
such Commission price levels for Texas districts No. 3 and No. 4 are both 18 
cents per Mcf for “Initial Service Rates.” Transmission’s sales to Tennessee 
in District No. 3 are made at 16.16947 cents per Mcf and in District No. 4 at 
17 cents per Mcf. The Staff asserts in its brief that the Commission's policy 
statement is not applicable to the sales here involved. The question of the 
applicability of the policy statement need not here be determined, as this 
decision is based upon substantial evidence in the record, as herein pointed out. 

A number of factors are considered in determining that the certificate to 
Transmission should be issued as applied for. The deliveries of gas to Tennes- 
see are effected with only a relatively very small investment in plant to be 
recouped by it from the ultimate consumers of its pipeline gas. The expense of 
assembling and transporting to the pipeline the small quantities of natural 
gas available respectively from the producer Applicants, is borne entirely by 
Transmission, and such expense is recovered only in the prices paid by Tennessee. 
These prices are the same or lower than those being paid by Tennessee for new 
supplies of gas, even where Tennessee hears the cost of assembling and transport- 
ing them to its pipeline. 

Transmission’s President presented with his testimony three exhibits which 
were received in evidence. One exhibit is merely a map showing that part 
of Texas in which are located the eight gathering systems here under con- 
sideration. Another exhibit gives the “cost of facilities” employed in the eight 
separate gathering systems. The third exhibit contains a financial statement 
showing the assets and liabilities of Transmission, the amount of its plant in- 
vestment in the eight gathering systems, and a statement of operating revenues 
and expenses for one year of operation. At the time of the hearing a full year 
of operation had not occured for Transmission, and the figures given in this 
exhibit were, therefore, actual for the months of operation and estimated for 
the remainder of the year of operation shown. Upon the basis of these figures, 
a return of 6.52 percent upon its investment is calculated to be earned by Trans- 
mission in its first full year of operation. These figures and calculations are 
uncontradicted. While no determination is made that this percentage is a fair 
return upon Transmission’s investment in its eight gathering systems, it is 
found that such calculated return does not signal a situation which would 
require the conditioning of the certificate here issued to it at rates lower than 
those now being paid by Tennessee. 
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CONCLUSION 


All of the Applicants in these consolidated proceedings are found to be able 
and willing properly to do the acts and perform the services respectively pro- 
posed by them and to conform to the provisions of the Act and the requirements, 
rules and regulations of the Commission thereunder. The issuance of certificates 
as prayed for to all of said Applicants, subject only to the conditions hereinafter 
imposed, is shown by the evidence to be required by the public convenience and 
necessity. It is found specifically that the public convenience and necessity do 
not require a condition to be attached to the issuance of said certificates which 
would reduce any of the initial contract prices here involved. 

All findings of fact or conclusions of law requested by any party to these 
proceedings, which have not been made hereinbefore either specifically or in 
substance, are hereby denied. 

ORDER 


Wherefore, it is ordered, subject to review by the Commission on appeal, or 
upon its own motion as provided in the Commission’s Rules of Practice and 
Procedure, that: 

(A) A certificate of public convenience and necessity be, and it is hereby, is- 
sued to Valley Gas Transmission, Incorporated, authorizing the sales by it of 
natural gas to Tennessee Gas Transmission Company for resale in interstate 
Commerce, as set forth in its application, as amended, in Docket No. G—19618 
and in the record of these proceedings, together with the construction and 
operation of any facility used in making such sales which is subject to the 
jurisdiction of the Commission, upon the terms and conditions of this order. 

(B) Certificates of public convenience and necessity be, and they are hereby, 
issued respectively to all of the producer Applicants whose names are set forth 
in the caption hereof, authorizing the sales by them of natural gas to Valley 
Gas Transmission, Incorporated, for resale in interstate commerce, as set forth 
in their respective applications in the docket numbers set opposite their names, 
respectively, in the caption hereof, and in the record of these proceedings, 
together with the construction and operation of any facilities used by them 
in making such sales which are subject to the jurisdiction of the Commission, 
upon the terms and conditions of this order. 

(C) All certificates issued herein shall be deemed accepted and in full force 
and effect, unless refused in writing and under oath by the respective Appli- 
eants within 30 days of the issuance of this order. 

(D) The certificates issued herein are not transferrable and shall be effective 
only so long as the respective Applicants continue the acts or operations hereby 
authorized, in accordance with the provisions of the Act, and the applicable 
rules, regulations and orders of the Commission. 

(E) The grant of the certificates herein shall not be construed as a waiver 
of the requirements of Section 4 of the Act, or of Section 154 of the Commis- 
sion’s Rules and Regulations thereunder requiring the filing of rate schedules 
for the service herein authorized, and is without prejudice to any findings or 
orders which have been or may hereafter be made by the Commission in any 
proceeding now pending or hereafter instituted against the Applicants. Fur- 
ther, the action taken in this proceeding shall not foreclose nor prejudice any 
future proceedings or objection relating to the operation of any price or re- 
lated provision in the gas purchase contracts herein involved. 


DANIEL J. KELLY, 
Presiding Examiner. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MICHIGAN WISCONSIN PIPE LINE COMPANY, 
DOCKET NOS. G-—20569, RP60-9 


ORDER APPROVING SETTLEMENT AGREEMENT, REQUIRING THE FILING OF AGREEMENTS 
AND TERMINATING PROCEEDING 


(Issued February 1, 1961) * 


Section 7.4 of Michigan Wisconsin Pipe Line Company’s (Michigan Wiscon- 
sin) ACQ-1 Rate Schedule, contained in its FPC Gas Tariff, Second Revised 
Volume No. 1, provides that on or before July 1 of each year any buyer may 
notify Michigan Wisconsin, of the portion of its annual contract quantity of 
natural gas it desires to release for purchase by other buyers from Michigan 
Wisconsin during the following contract year. As noted in our order issued 
herein on September 30, 1960, Michigan Wisconsin advised the Commission 
that on July 1, 1960, and subsequent to the issuance of this Commission’s 
Opinion No. 336 and accompanying order on August 6, 1960, in Docket No. 
G-20569, 24 FPC 177, eleven customers released to it approximately 9,611,000 
Mcf of gas. Michigan Wisconsin is obligated, by the terms of its tariff, to 
accept only 3,000,000 Mcf of the gas released to it by its customers under said 
section. It proposed to accept only 3,000,000 Mcf of the 9,611,000 Mcf released 
to it by its customers. Protests to Michigan Wisconsin’s proposal were filed 
by several of its customers. On September 26, 1960, Michigan Wisconsin re- 
quested by telegram, that Docket No. G—20569 be reopened and a hearing held 
to “clarify the operation of Section 7.4 * * *”. Subsequently, we issued our 
order of September 30, 1960, which (inter alia) reopened the proceedings in 
Docket No. G—-20569 “for the purpose of determining the practice and procedure 
of implementing, and the propriety of the provisions of Section 7.4 of Michigan 
Wisconsin’s Rate Schedule ACQ-1.” 

Pursuant to a request made by Michigan Wisconsin, a conference was con- 
vened on November 14 and 15, 1960, between representatives of Michigan Wis- 
consin, the parties to this proceeding, and the Commission’s staff for the pur- 
pose of attempting to reach some agreement as to the volume of gas each of 
Michigan Wisconsin’s customers would be entitled to release under Section 7.4 
during this contract year. After considerable discussion, a compromise plan 
was reached between all of the parties save one, Michigan Gas Utilities Com- 
pany (Michigan Gas). Michigan Gas contends that it is entitled, under Michi- 
gan Wisconsin’s tariff to release 458,480 Mcf of gas rather than the 355,100 Mcf 
it would be entitled to release under the compromise plan. 

Subsequent to the conference, the Secretary advised all of Michigan Wiscon- 
sin’s customers desiring to release gas of the compromise plan and requested 
each of said customers to advise him whether it agreed or objected to the plan. 
The only adverse comment was that of Michigan Gas. Because of the de mini- 
mis effect the adoption of the compromise plan will have on Michigan Gas, 
we believe its objection to be without merit. We believe that it is necessary 
and in the public interest for Michigan Wisconsin and its customers to know 
how much gas may be released and by whom. Therefore, we shall approve the 
compromise plan as submitted. 


*Rehearing denied by order issued March 30, 1961, 25 FPC 601. 
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The Commission finds: 


It is in the public interest to adopt and approve the compromise plan reached 
by Michigan Wisconsin and its customers, with one exception, on November 14 
and 15, 1960, for this contract year. 


The Commission orders: 


(A) The following customers of Michigan Wisconsin shall be entitled to 
release the volume of gas indicated opposite its name as follows: 


Mef 
ny ar ONG, SON ote. enc eene sc eeenbseuecousnecs 36, 500 
Iowa Electric Light & Power Company---..-.......------------ 145, 800 
Iowa Southern Utilities Company ----......-.-..----.--------- 410, 000 
Meclouk Gan meevin’ COmneny... 6.3 on sino cose osnnonease=- peas coe 
Macwon Gane Minow Company. ..... ..-.-<.6-.-<606-<00e06 725, 800 
Michigan Gas & Electric Company---_-_..---.-.--------------- 518, 800 
Bascuieen Gan (ten COINDORY . .. 8. oo ee nnnKnnncsnscnnasa= 355, 100 
TROU Rs CORIO FINO RUINS BO 6 inc cnn ccsnmde<Kescenonnnawes 50, 000 
Bt, cosenn LANG t FOWSr COMDODY ..< . cn senc cn cenceacecdccees 200, 000 
Wy OUI). TURRGERL 5E08 COUMNIING on 8 oo nninean nanan wiesnae 900, 000 


(B) The agreement of the aforesaid customers (except Michigan Gas) to the 
above figures of volumes of gas they are entitled to release, and the agreement 
of Michigan Wisconsin to the total volume of 3,417,000 Mcf of gas accepted for 
release is applicable only to this contract year, and is without prejudice to any 
claim of Michigan Wisconsin or any of its customers with respect to the imple- 
mentation of Section 7.4 of the tariff, or to releases of gas in the future. 

(C) Michigan Wisconsin shall file an “Exhibit A”, in the form of Original 
Sheet No. 32 contained in its FPC Gas Tariff, Second Revised Volume No. 1, 
to each of the service agreements it has executed with its customers for the 
release of gas for the current contract year in the volumes set forth in Para- 
graph (A) above. 

(D) The proceeding in Docket No. G—20569 be and the same is hereby 
terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-99 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued February 1, 1961) 


Northern Natural Gas Company (Applicant), a Delaware corporation with a 
principal office in Omaha, Nebraska, filed an application on September 29, 1960, 
for a certificate of public convenience and necessity authorizing the sale of 
natural gas to Minnesota Valley Natural Gas Company for resale on an inter- 
ruptible basis to Bongards Cooperative Creameries, near Waconia, Minnesota, 
and in connection therewith to construct and operate 1.4 miles of 3-inch pipe- 
line from its Wilmar, Minnesota, branch line to Bongards’ Creamery, and a 
measuring and regulating station, all in Carver County, Minnesota. Minnesota 
Valley is an existing customer of Northern, distributing gas in Waconia and 
other towns. 

The proposed service will neither increase the contract demand or salable 
eapacity of Applicant’s system nor affect its ability to serve the firm require 
ments of its utility customers. 
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On the basis of Bongards Creamery’s actual 1959 fuel consumption, its daily 
and annual requirements for the first three years are estimated respectively 
at 750 Mcf and 204,300 Mcf at 14.73 psia. The annual curtailment, based on 
experience, is estimated at 44,400 Mcf. 

Applicant states the cost of the proposed facilities including interest and 
overhead is estimated at $34,680 which Applicant proposes to meet out of cash 
on hand and cash generated from operations. Applicant states that Minnesota 
Valley has agreed to reimburse it for the total cost of the proposed facilities. 
Applicant’s tariff does not provide for reimbursement of cost of metering facili- 
ties, but in view of the interruptible nature of the service waiver of the tariff 
requirement appears proper in this instance. 

The volume of gas required for this new service will not have any appre- 
ciable effect on Applicants over-all gas supply or the service rendered to its 
existing customers. 

Temporary authority was granted on October 31, 1960, permitting the installa- 
tion and operation of the proposed facilities and sale of gas. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
January 11, 1961, respecting the matters involved in, and the issues presented 
by the application filed herein. No petition to intervene or protest to the grant- 
ing of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and the Commis- 
sion render a decision herein pursuant to Section 1.30 (c) (1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, a Delaware corporation, having its principal place of business 
in Omaha, Nebraska, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated as hereinbefore 
described are to be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission and the construc- 
tion and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued. 

(4) Good cause exists for waiver of Section 2.1 of the General Terms and 
Conditions of Applicant’s FPC Gas Tariff First Revised Volume No. 1 to permit 
Minnesota Valley to reimburse Applicant for the cost of the proposed metering 
facilities. 

(5) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules, and regulations of the Commission thereunder. 

(6) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (1), (ec) (8), (ce) (4) and (e) of 
Section 157.20 of the Commission’s General Rules and Regulations, including 
the Rules of Practice and Procedure, should attach to the issuance of the 
certificate referred to in paragraph (3) above, and to the exercise of the rights 
granted thereunder, and that the time within which construction of facilities 
authorized by this order should be completed and said facilities should be placed 
in actual operation should be fixed at 6 months from the date on which this 
order issues. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30 (c) of the Commission’s 
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Rules of Practice and Procedure was unopposed by any party of record, and, 
not having been denied by the Commission, is granted pursuant to Section 1.30 
(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Applicant to construct and operate the natural gas facili- 
ties and render the service proposed as hereinbefore described, all as more 
fully described in the application in this proceeding, upon the terms and condi- 
tions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (1), 
(c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations, including Rules of Practice and Procedure, shall attach to 
the issuance of the certificate granted in paragraph (A) hereof, and to the 
exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at 6 months from the 
date on which this order issues. 

(D) Waiver of Section 2.1 of the general terms and conditions of Northern’s 
FPC Gas Tariff is hereby granted to permit the contribution by Minnesota 
Valley to Northern for the meter station authorized herein. 

(E) Northern shall file a revised schedule of delivery points in its service 
agreement with Minnesota Valley to include the new delivery point. 


Before Commissioner: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LOUISVILLE GAS & ELECTRIC COMPANY, PROJECT NO. 289 


ORDER DETERMINING PROJECT ACCRUED DEPRECIATION 
ACCOUNTING THEREFOR 


AND PRESCRIBING 





(Issued February 2, 1961) 


The Commission has here under consideration the reserve for accrued depre- 
ciation as of December 31, 1957, applicable to the licensed project properties 
of Louisville Gas and Electric Company, the present Licensee for Project No. 
289.* This matter has not heretofore been considered by the Commission, but 
was expressly reserved for future consideration and determination by Com- 
mission order issued in the above-entitled matter July 8, 1959 (22 FPC 12), 
determining the net change in the actual legitimate original cost of the above 
project. Recently, Licensee’s reserve for accrued depreciation, inter alia, was 
made the subject of a field examination of the books and records of Licensee 
and other data by the Commission staff. 

Licensee has segregated and recorded in memorandum records or on its books 
of account a reserve for accrued depreciation applicable to project properties 


*The license was originally issued to the Louisville Hydro-Electric Company and was 
transferred to the Louisville Gas and Electric Company effective as of August 31, 1934. 
As used herein the term “Licensee” refers to whichever company held the license at the 
particular time spoken of, as indicated by the context. 

The project is located on the Ohio River, a navigable water of the United States, in 
Jefferson County, Kentucky, and may be described as Licensee’s Ohio Falls Station 
development. The license (issued pursuant to Section 4 (d) of the Federal Water Power 
Act), authorizing the construction, maintenance, and operation of the project is by its 
terms effective for a period of 50 years commencing November 11, 1925. 
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of Project No. 289 reflecting a claimed and recorded balance as of December 31, 
1957, classified by functional groups, as shown below: 


a eC ae $3,161,194.94 
Transmission 277,018.92 
General 6,195.57 


$3,444,409.43 


During the entire period from 1928, the year the project plant was placed 
in service, through 1949 the depreciation reserve of Licensee was recorded in 
three separate sub-accounts, one applicable to Project No. 289, one applicable 
to autos and trucks, and one applicable to all other depreciable properties of 
Licensee. 

Prior to 1942 Licensee’s depreciation reserve was a retirement reserve to 
which annual credits were made which were somewhat in excess of the mini- 
mum amounts necessary to provide for estimated future retirement losses. 
Beginning in 1942 and continuing through 1949, Licensee adopted a method of 
depreciation accounting whereby annual credits were made to the depreciation 
reserve computed by the application of annual rates to all depreciable property 
of Licensee without regard to specific classes or functional groups of such 
property. 

In 1950 Licensee had a depreciation reserve requirement study made of its 
entire properties to determine an estimated depreciation reserve requirement, 
exclusive of autos and trucks, by utility departments and functional groups 
and between project and nonproject properties; all as of December 31, 1949. 
That study was based on age-life rates for specific functional property groups. 
Licensee reclassified its recorded book depreciation reserve as of December 31, 
1949, using the results of the study, and recorded this reclassification on its 
books in 1950. 

Effective January 1, 1950, annual depreciation accruals for the project have 
been computed by Licensee on a straight-line basis by the application of func- 
tional service-life rates. 

In reviewing Licensee’s depreciation practices, the staff made an independent 
analysis of the adequacy of Licensee’s project depreciation reserves as of 
December 31, 1957. This was done by computing a reserve requirement by 
functional groups of property on a straight-line basis. This analysis shows 
that the recorded book reserve of Licensee as of December 31, 1957, is adequate 
and reasonable. 

Also, upon staff review of Licensee’s 1950 depreciation reserve requirement 
study, the staff concluded that the age-life rates employed therein were reason- 
able; and that the “estimated required reserve” developed therein approximated 
its over-all book depreciation reserve requirement as of that time (December 31, 
1949), exclusive of autos and trucks. Staff analysis of Licensee’s annual pro- 
visions for depreciation effective on and after January 1, 1950, led to the 
further staff conclusion that the service-life rates employed by Licensee from 
that date are reasonable. 

In view of the foregoing, the staff recommends Commission approval of the 
amount of $3,444,409.43 as the reserve for accrued depreciation applicable to 
in-service properties of Project No. 289 as of December 31, 1957, reflected in 
Account 250.1, Reserve for Depreciation of Electric Plant in Service, as shown 
in Licensee’s books and records, classified by functional groups, all as more 
specifically shown in the attached schedule. This recommendation is based 
primarily upon the staff’s independent analysis of Licensee’s depreciation re- 
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serve balance as of December 31, 1957, and in no way upon the accrual methods 
applied by Licensee prior to its adoption of the straight-line method in 1942. 

By letter of January 27, 1960, Licensee confirmed its agreement with the 
staff as to the amount of reserve for accrued depreciation applicable to the 
in-service properties of Project No. 289 as of December 31, 1957, and the 
accounting therefor. Since Licensee’s recorded project depreciation reserve 
balance as of December 31, 1957, and its accounting therefor are in agreement 
with the staff’s recommendation as contained herein, no adjustment of 
Licensee’s books and records is necessary. 

The Kentucky Public Service Commission was advised by letter of this Com- 
mission dated May 10, 1960, of the staff’s recommendations herein, to afford 
opportunity for submission of its views in the matter. An additional letter 
was sent May 27, 1960, requesting response by June 10, 1960. To date, no 
reply to either of these letters has been received. 


The Commission finds: 


(1) Licensee’s concurrence in the staff’s recommendations herein, and the 
absence of any objections thereto by the Kentucky Public Service Commission, 
have obviated the necessity for notice and opportunity to protest provided by 
Sections 4.4 and 4.5 of the Commission’s Regulations under the Federal Power 
Act, the procedural requirements of which are deemed to be applicable to the 
matter herein before the Commission. 

(2) It is reasonable and appropriate for the purposes of the Federal Power 
Act that the reserve for accrued depreciation applicable to in-service properties 
of Project No. 289 as of December 31, 1957, be determined as hereinafter 
provided. 

(3) The amount of the reserve for accrued depreciation reserve applicable 
to in-service properties of Project No. 289 as of December 31, 1957, is $3,444,- 
409.438, classifiable in Account 250.1, Reserve for Depreciation of Electric Plant 
in Service, by functional groups, all as shown in the attached tabulation. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) Licensee, to the extent that it has not already done so, shall establish 
and maintain a separate accrued depreciation reserve applicable to the in-service 
properties of Project No. 289 as of December 31, 1957, in the amount of 
$3,444,409.43, classified in Account 250.1, Reserve for Depreciation of Electric 
Plant in Service, by functional groups, all as shown in the attached tabulation. 


APPROVED RESERVE FOR DEPRECIATION FOR LICENSED 
PROJECT NO. 289 (OHIO FALLS STATION) 
250.1 Reserve for depreciation of electric plant in service by functional groups 


[All figures as of December 31, 1957] 
Project 


Project No. 289 (Ohio Falls station): = 
SPPCIrnUe SPURROMOn 2 6 2 Ce es oe ues eee $3, 161, 194. 94 
ee eo ose rt lo et Ee AG Pee See 277, 018. 92 
Cee ei ol ost Sie od S33 sodseceeetl sy eet 6, 195. 57 


Mit cas oneaewe eds. c ohh Sos domiecisasoes ned sare 3, 444, 409. 43 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


AREA RATE PROCEEDING, ET AL., DOCKET NO. AR61-1, ET AL. 


ORDER DENYING MOTIONS FOR AMENDMENT OF ORDER INSTITUTING AREA RATE 
PROCEEDING, OR ALTERNATIVELY FOR OTHER RELIEF 


(Issued February 3, 1961) 


On January 9, 1961, Slade, Inc. (Slade), a respondent in the above-entitled 
proceeding, tendered for filing motions requesting that the Commission amend 
its order of December 23, 1960, 24 FPC 1121, in Docket Nos. AR61-1, e¢ al., or 
alternatively requesting other relief. By that order, the Commission instituted 
an area rate proceeding to determine the just and reasonable area rate or rates 
for jurisdictional sales of natural gas produced within the geographical areas 
of Permian Basin, New Mexico, and Texas Railroad Commission Districts, 
Nos. 7 (c) and 8, Texas, as designated in the Commission’s Statement of 
General Policy No. 61-1. Such order also consolidated for hearing purposes 
rate suspension proceedings and certificate proceedings involving jurisdictional 
sales of natural gas produced within the geographical area described above. 
The Commission aiso ordered that a prehearing conference be held on March 6, 
1961, in Midland, Texas, to effectuate the purposes specifically mentioned in 
Section 1.18 of the Commission’s Rules of Practice and Procedure. Among 
other things, the purpose of the conference is to consider the type of evidence 
to be adduced, the order of presentation, the simplification and delineation of 
the issues, and the number of witnesses to be heard on any issue or subject. 

Slade in its above-mentioned motions requests: 

First, that the Commission enter an order amending its Order issued Decem- 
ber 23, 1960, instituting this proceeding, so as to add as ordering paragraph 
(1) substantially the following: 

“(I) Neither this Order, nor any orders issued in this proceeding in the 
future, is intended to, or will, 

“(a) preclude determination of reasonableness of any rate in prior pending 
proceedings in which such determination is already at issue and hearings have 
commenced ; nor 

“(b) deny any individual producer, after issuance of, but prior to effective- 
ness of any final, general order in this proceeding, the opportunity to demon- 
state reasonableness of any particular filed rate in the area in question, if such 
producer elects to do so by a separate showing of its special circumstances or 
its own individual requirements for its rate or rates then on file; and 


to these ends, and for consistency with statutory and constitutional require- 
ments, any final order in this proceeding determining an acceptable or reason- 
able level of rates in the area in question shall contain a proviso, or clause 
of reservation providing that 

“(a) any particular, specific rate in the area in question shall remain sub- 
ject to such special inquiry as may be permitted under the Act; and 

“(b) prior to effectiveness of any order or order in this proceeding looking 
toward reduction of any filed rate or rates for sales in the area in question, 
each individual producer shall be afforded the opportunity to demonstrate, if 
such producer so elects in writing, reasonableness of such particular, specific, 
filed rate by a showing of its own special circumstances or the individual needs 
or requirements of such producer.” 

Second, and in the alternative, in the event the Order of December 23, 1960, 
is not immediately amended, Slade moves the Commission 
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(A) To grant immediate oral argument upon the questions raised before the 
Commission itself at the earliest possible date, because of the importance to 
all participants, and general applicability of the legal issues in this or any 
other ‘area rate proceeding’; and 

(B) To enter simultaneously an order postponing the prehearing conference 
now set for March 6, 1961, in this proceeding, pending such argument and 
Commission decision upon the questions of law raised hereby. 

Slade has served copies of the motions mentioned above only on the General 
Counsel of the Commission and the presiding examiner designated to preside 
at the hearing instituted by the Commission’s said order of December 23, 1960, 
and thus has failed to comply with the service requirements of Sections 1.17 (b) 
and 1.17 (f) of the Commission’s Rules of Practice and Procedure. Conse- 
quently, none of these respondents have had an opportunity to comment on or 
file answers to Slade’s motions. 

Slade’s motions have raised prematurely issues relating to the effect to be 
given any determination by the Commission of the just and reasonable area 
rate or rates in the subject proceedings. Inasmuch as there are many issues 
yet to be decided in these proceedings and the scheduled prehearing conference 
has not yet been held, it would not appear to be in the public interest to decide 
the issues raised by Slade at this time. 


The Commission finds: 


Slade’s motions for amendment of the Commission’s order of December 23, 
1960, in Docket Nos. AR61-1, et al., or alternately for other relief, filed herein 
on January 9, 1961, should be denied at this time without prejudice to future 
consideration by the Commission. 


The Commission orders: 

Slade’s motions for amendment of the Commission’s order of December 23, 
1960, in Docket Nos. AR61-1, et al., or alternatively for other relief, filed herein 
on January 9, 1961, are hereby denied at this time without prejudice to future 
consideration by the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SOUTHERN CALIFORNIA EDISON COMPANY, PROJECT NO. 2174 


ORDER DETERMINING ACTUAL LEGITIMATE ORIGINAL PROJECT COST AND NET CHANGE 
THEREIN ; ACCRUED DEPRECIATION IN PART; AND PRESCRIBING ACCOUNTING THEREFOR 


(Issued February 7, 1961) 


Southern California Edison Company, Licensee for Project No. 2174, on 
December 13, 1957, filed its initial statement, pursuant to Section 4.1 of the 
Commission’s Regulations under the Federal Power Act, claiming for Project 
No. 2174, as of August 31, 1957, an actual legitimate original cost of $3,011,- 
422.35. Licensee’s initial statement included in the claimed cost a debit amount 
of $6,228.12, and also shows accrued depreciation in the credit amount of 


1 The project is located on Ward (Florence Lake) Tunnel which connects Florence 
Lake Reservoir with Huntington Lake Reservoir in the San Joaquin River Basin in 
Fresno County, California, and may be described as the Portal Project. The license 
(issued April 19, 1955, pursuant to Section 4 (e) of the Federal Power Act), author- 
izing the construction, operation, and maintenance of the project, is by its terms effec- 
tive for a period of 50 years, beginning April 1, 1955. The project was placed in com- 
mercial operation on December 10, 1956. 
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of $2,491.25, with respect to certain minor facilities previously constructed and 
operated as a part of Project No. 67 and transferred to Project No. 2174 dur- 
ing the latter’s construction without amendments of licenses for such transfer 
having been issued by June 30, 1959. In addition, Licensee’s books and records 
show for the period September 1, 1957, through June 30, 1959, a net increase in 
project cost of $109,991.89, resulting in a total claimed actual legitimate original 
cost of the project as of June 30, 1959, of $3,121,414.24.2 The recorded net 
increase of $109,991.89 in the cost of the project for the period September 1, 
1957 through June 30, 1959, results from recorded project gross additions of 
$110,522.62 and gross retirements of $530.73, and is more specifically shown 
in the attached schedule. 

The Commission’s staff made a field examination of the books and records of 
Licensee and other data for the purpose of ascertaining the correctness of the 
claimed project cost as of August 31, 1957 and the correctness of recorded 
project cost changes and resulting project cost as of June 30, 1959. 

Following that examination, an agreement, subject to Commission approval, 
was reached between the staff and Licensee’s representatives with respect to 
certain proposed adjustments involving (1) the elimination of $31,436.59 from 
the claimed and recorded project cost as of August 31, 1957, (including the 
$6,228.12 relating to the facilities transferred from Project No. 67) and of 
$6,258.17 from the recorded project costs for the period from September 1, 
1957, through June 30, 1959; (2) the elimination of the claimed accrued depre- 
ciation in the amount of $2,491.25 relating to facilities transferred from Project 
No. 67; and (3) the accounting dispositions of the foregoing amounts. 

Except with respect to the accrued depreciation for the facilities transferred 
from Project No. 67, the staff made no examination with respect to the accrued 
depreciation for the project; accordingly, no determination of accrued depre- 
ciation for the project is made at this time. 

Based upon the proposed adjustments, the resulting revised actual legitimate 
original cost of Project No. 2174 as of August 31, 1957, would be $2,979,985.76 ; 
the resulting revised net increase or change in the project cost would be 
$103,733.72, consisting of gross additions of $104,264.45 and gross retirements of 
$530.73; and the resulting revised actual legitimate original cost of the project 
as of June 30, 1959, would be $3,083,719.48. 

The proposed eliminations relative to project costs in the total amount of 
$37,694.76 for the entire period here considered are composed of the following 
items : 

Initial Cost 


Carrying charges applicable to operations____......-.------- ($1, 896. 
Costs for reconditioning construction equipment (23, 312. 
Cost of facilities transferred from Project No. 67 (Big Creek). (6, 228. 


Project Changes 


Additional charges relating to reconditioning construction 
equipment (6, 258. 17) 


Total project adjustments to original cost_............ (37, 694. 76) 


2 Article 20 of the license provides for Commission determination of the actual legiti- 
mate original cost of the project and of any additions thereto or betterments thereof. 
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The proposed accounting dispositions of the amounts involved in the proposed 
adjustments to bring Licensee’s recorded project cost and changes into agree- 
ment with the recommended project cost and changes tentatively agreed to 
between Licensee and the staff are shown by the following composite journal 
entry: 


Debit | Credit 


100.1 Electric plant in service—Project No. 67. -..........--.---------------- 


100.3 Construction work in progress—Project No. 2085 
100.3 Construction work in progress—Nonproject 
250 


Reserve for depreciation of electric plant— ce No. 2174... 
538 Miscellaneous income deductions---_-......-..- 
903 Transportation expenses—Clearing-........-- 
100.1 Electric plant in service—Project No. 2174-_--...........-.---..--.--.--]-------------- $37, 694. 76 
250 Reserve for depreciation of electric plant—Project No. 67.....-......--|.-----.------- 2, 491. 25 






After giving effect to the above adjustments, the Commission’s staff recom- 
mends and Licensee, by letter dated August 25, 1960, confirming its agreement 
to the proposed adjustments, accounting dispositions and resulting project costs 
for Project No. 2174 (Portal), concurs that the Commission determine: (1) the 
actual legitimate original cost of the Portal project as of August 31, 1957, to be 
$2,979,985.76; (2) the net increase or change in the actual legitimate original 
cost of the Portal project during the period from September 1, 1957, through 
June 30, 1959, to be $103,733.72, comprised of gross additions of $104,264.45 and 
gross retirements of $530.73; and (3) the actual legitimate original cost of the 
Portal project at June 30, 1959, to be $3,083,719.48, classified by primary plant 
accounts of the Commission’s Uniform System of Accounts Prescribed for Pub- 
lic Utilities and Licensees as shown in the attached schedule. 

The Public Utilities Commission of California was advised by letter of this 
Commission dated September 12, 1960, of the proposed adjustments, including 
the accounting dispositions and resulting project costs and changes therein, all 
as recommended by the Commission’s staff and agreed to by the Licensee as 
set forth above. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the proposed adjustments, includ- 
ing the accounting dispositions and the resulting project costs, and its letter 
dated August 25, 1960, and the Public Utilities Commission of California, by its 
letter dated September 20, 1960, have obviated the necessity for notice and 
opportunity to protest provided in Section 4.4 and 4.5 of the Commission’s 
Regulations under the Federal Power Act. 

(2) The foregoing adjustments, including the accounting dispositions, are 
reasonable and appropriate for the purposes of the Federal Power Act, and 
therefore, should be approved and directed as hereinafter provided. 

(3) The actual legitimate original cost of Project No. 2174 as of August 31, 
1957, is $2,979,985.76; the net increase or change in the actual legitimate origi- 
nal cost of Project No. 2174 from September 1, 1957, through June 30, 1959, is 
$103,733.72, comprised of gross additions of $104,264.45 and gross retirements 
of $530.73; and the resulting actual legitimate original cost of the project as of 
June 30, 1959, is $3,083,719.48, classified by primary plant accounts as shown by 
the attached schedule. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 
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(B) The foregoing adjustments and accounting dispositions, as proposed by 
the staff and agreed to by the Licensee, are hereby approved and directed to 
be made by the Licensee. 

(C) Licensee, to the extent that it has not already done so, shall establish 
and maintain control and detailed plant accounts for Project No. 2174, showing 
the debit balance of $2,979,985.76 as of August 31, 1957; the debit amount of 
$108,733.72 as the net increase or change in the project cost for the period 
September 1, 1957, through June 30, 1959; and the total debit balance of 
$3,083,719.48 as the actual legitimate original cost of the project as of June 30, 
1959, all as more specifically shown in the attached schedule classified by pri- 
mary plant accounts of the Commission’s Uniform System of Accounts Pre- 
scribed for Public Utilities and Licensees. 

(D) Licensee shall within 90 days from the issuance of this order file FPC 


Form No. 7 showing compliance with this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE SUSQUEHANNA POWER COMPANY, PHILADELPHIA ELECTRIC 
POWER COMPANY, PROJECT NO. 405 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST; 
ACCRUED DEPRECIATION ; AND PRESCRIBING AUCOUNTING THEREFOR 


(Issued February 7, 1961) 


The Susquehanna Power Company (Susquehanna Power) and Philadelphia 
Electric Power Company (Philade.,aia Electric), joint Licensees for Project 
No. 405,1 from time to time filed statements, pursuant to Section 4.1 of the 
Commission’s Regulations under the Federal Power Act, claiming for the period 
July 1, 1928, through December 31, 1956, project additions an retirements re- 
sulting in (1) a net increase of $1,342,838.55 in project cost applicable in the 
amounts of $1,303,212.29 to Susquehanna Power and $39,626.26 to Philadelphia 
Electric) over the previously determined amount of actual legitimate original 
cost of the project, $50,895,902.85 as of December 31, 1932,2 and (2) a resulting 
total claimed actual legitimate original cost of the project as of December 31, 
1956, of $52,238,741.40.3 The claimed total net increase of $1,342,838.55 in proj- 
ect cost results from claimed and recorded project gross additions totalling 
$1,942,032.33 ($1,885,020.25, Susquehanna Power; $57,012.08, Philadelphia Elec- 
tric) and project gross retirements totalling $599,193.78 ($581,807.96, Susque- 
hanna Power; $17,385.82, Philadelphia Electric), and is more specifically shown 
in attached Schedule I. 


During the period July 1, 1928, through December 31, 1956, Licensees also 
recorded upon their books of account entries in the project depreciation re- 
serve account in the net credit amount of $10,781,802.72 ($9,681,863.61, Susque- 
hanna Power; $1,099,939.11, Philadelphia Electric), making a balance in that 
account of $10,781,802.72 as of December 31, 1956. 

The Commission’s staff made a field examination of the books and records of 
Licensees and other data for the purpose of ascertaining the correctness of the 
claimed and recorded project cost changes for the afore-mentioned period and 


1The project is located on and in the vicinity of the Susequehanna River in the 
States of Maryland and Pennsylvania, and may be described as the Conowingo Project. 

The license (issued pursuant to Section 4(d) of the Federal Water Power Act), author- 
izing the construction, maintenance and operation of the project, is by its terms effec- 
tive for a period of 50 years from the date thereof, February 20, 1926. 

2 Pursuant to the Commission opinion and order dated May 23, 1944 (4 FPC 74), 
Commission order dated August 31, 1945 (4 FPC 1034), and the decree of the United 
States Court of Appeals for the Third Circuit dated May 6, 1947, the actual legitimate 
original cost of the project as of December 31, 1932, was determined to be $50,895,902.85, 
applicable to project properties of Susquehanna Power and Philadelphia Electric in the 
amounts of $42,317,122.07 and $8,578,780.78, respectively. These costs to December 31, 
1932, relate only to the initial development and do not include the costs of minor addi- 
tions made subsequent to July 1, 1928, the date of initial commercial operations of 
the project. 

3 Section 4 of the Federal Power Act provides for Commission determination of the 
actual legitimate original cost of the project, including any additions thereto or better- 
ments thereof. 

4In its order issued November 7, 1951, The Susquehanna Power Company et al., 
Docket No. E-6155 (10 FPC 1500), the Commission found a proper reserve for depre- 
ciation of project properties as of December 31, 1950, to be $8,265,337.27, applicable in 
the amounts of $7,335,787.56 and $929,549.71, respectively, to Susquehanna Power and 
Philadelphia Electric after the transfer of the balances in their respective amortization 
reserves-federal, to their respective reserves for depreciation; and ordered Licensees to 


change to straight-line depreciation accounting from the sinking fund method, beginning 
January 1, 1951. 
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the amount of the reserve for accrued depreciation applicable to project prop- 
erties. Following that examination, an agreement, subject to Commission 
approval, was reached between the staff and Licensees’ representatives with 
respect to certain proposed adjustments involving (1) the reclassification of 
certain items within the project plant accounts in the total amount of $675,- 
405.19 ($665,592.97, Susquehanna Power; $9,812.22, Philadelphia Electric); (2) 
a net reduction in the claimed and recorded project cost changes for the period 
July 1, 1928, through December 31, 1956, in the amount of $4,395.69 ($15,331.99, 
Susquehanna Power; ($19,727.68), Philadelphia Electric); (3) the reduction 
of the project reserve for depreciation as of December 31, 1956, as recorded by 









































phia Licensees, in the net amount of $13,048.19 ($11,903.47, Susquehanna Power; 
oject $1,144.72, Philadelphia Electric); and (4) the accounting disposition of all 
the amounts involved in the proposed adjustments. 
eriod The accounting for the proposed reclassifications within the project plant 
7 accounts, which do not affect the total claimed net project cost change, is 
cam shown by the following composite journal entries of the separate Licensees: 
ginal Susquehanna Power 
ting 321 Structures and improvements----..-.-..-.---- $27, 258. 11 
r 31, 322 Reservoirs, dams and waterways-----..------ 630, 601. 36 
proj- 324 Accessory electric equipment__.._....--------- 7, 733. 50 
alling 323 Water wheels, turbines and generators___......_.--- $3, 626. 52 
Elec: 326 Roads, railroads and bridges___...........---.---- 630, 601. 36 
7 360 Distribution meters._...........-.----..--------- 7,733. 50 
hown 371 General structures and improvements_-___......---- 23, 631. 59 
; also Philadelphia Electric 
nm re 325 Miscellaneous powerplant equipment _-__-___-_-_- $6, 567. 48 
isque- 342 Transmission structures and improvements- -- -- 3, 244. 74 
| that 371 General structures and improvements_--......----- $3, 244. 74 

372 General office furniture and equipment_-____.....---- 6, 567. 48 
rds of Based upon the proposed adjustments, the resulting revised total net increase 
of the in the project cost would be $1,338,442.86, consisting of gross additions of 
i and $1,987,110.17 ($1,958,708.70, Susquehanna Power ; $28,401.47, Philadelphia Elec- 
in the tric) and gross retirements of $648,667.31 ($640,164.42, Susquehanna Power; 
roject. $8,502.89, Philadelphia Electric) ; and the resulting revised actual legitimate 
uthor- original cost of the project as of December 31, 1956, would be $52,234,345.71 
» effec: ($43,635,666.85, Susquehanna Power; $8,598,679.86, Philadelphia Electric). 
C 74), The proposed accounting disposition of the amounts involved in the proposed 
United adjustments to reflect a net credit amount of $4,395.69 in the claimed cost of 
itimate increases and decreases in project plant accounts as of December 31, 1956, and 
902.85, to bring Licensees’ recorded project costs into agreement with the recommended 
bed < project cost and changes tentatively agreed to between Licensees and the staff 
r addi- are shown by the following composite entries to be recorded on the books of 
ions of account of Licensees: 
of the Account and company 
better- ° 
et al, eg oy Wel ae 2 
depre- 250 e for depreciation—Project No. 405. 
able in Operating expense—Maintenance..........-...------------------- 

Sy. Copsey ee BB SII oak Sac ktcncbatecenscdiinn cds jussastacenaeed 

yer and Philadelphia Electric: 
tization 250 Reserve for depreciation—Project No. 405 
sees to oO ting expense—Maintenance.-.-..................-.-.---.----- 


502 
100.1 Electric plant in service—Project No. 405 
ginning 
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The net debit adjustment of $13,048.19 to the recorded reserves for depre- 
ciation of project properties represents the difference between the total debit 
amount of $100,488.06 ($99,343.34, Susquehanna Power; $1,144.72, Philadelphia 
Electric) resulting from the disposition of staff adjustments to plant accounts 
as summarized in the above journal entries, and the additional adjustment in 
the credit amount of $87,439.87 (Susquehanna Power) for maintenance ex- 
penses improperly debited to the reserve for depreciation which is proposed to 
be disposed of by a debit in a like amount to Account 503, Depreciation. 

In addition to the above-described adjustments, the staff’s review of the 
adequacy of project reserves for depreciation revealed that the book reserves 
would be deficient as of December 31, 1956, on the basis of a computation of 
depreciation reserves by the straight-line method since commercial operations 
of the project properties began on July 1, 1928. Following a conference with 
Licensees’ representatives regarding this apparent deficiency and the staff's 
proposed revision of the service lives assigned to various depreciable proper- 
ties, Licensees made independent studies that showed an apparent deficiency 
in the book reserves of approximately $1,906,000.00 ($1,874,000.00, Susque- 
hanna Power; $32,000.00, Philadelphia Electric) as of December 31, 1958, if 
such reserves were compared to reserves computed on the basis of straight- 
line accruals from July 1, 1928, and revised service lives of depreciable 
properties. 

Based upon a revised service life of 76 years and 70 years, respectively, for 
project properties of Susquehanna Power and Philadelphia Electric, the project 
properties had an expired life of 30.5 years as of December 31, 1958, and a 
remaining life of 45.5 years for approximately 99% of the project depreciable 
plant. The staff, therefore, proposed that the $1,906,000 deficiency as of De 
cember 31, 1958, be diminished over a remaining life of 45.5 years at the rate 
of approximately $41,000 per year on the ground that such additional accruals 
would provide a more realistic and appropriate reserve for the project property. 

By letters dated October 19, 1959 and December 3, 1959, Licensees concurred 
in the staff proposals for revision of service lives and for depreciation accru- 
als on the straight-line basis commencing January 1, 1959, at rates resulting 
therefrom, together with the reduction of the apparent deficiency in deprecia- 
tion reserves as of December 31, 1958, over the remaining service life of project 
property of 45.5 years at the rate of approximately $41,000 per year. 

After giving effect to the above adjustments, the Commission’s staff recom- 
mends and Licensees, by their letters of October 19, 1959, and December 8, 
1959, confirming their agreement to the proposed adjustments, including those 
relating to the apparent deficiency in depreciation reserves, accounting dispo- 
sition and resulting project costs for Project No. 405 (Conowingo), concur 
that the Commission determine: 

(1) The net increase or change in the actual legitimate original cost of 
Project No. 405 during the period July 1, 1928, through December 31, 1956, 
to be $1,338,442.86, comprised of gross additions of $1,987,110.17 and gross re- 
tirements of $648,667.31. 

(2) The resulting actual legitimate original cost of Project No. 405 as of 
December 31, 1956, to be $52,234,345.71, classified by primary plant accounts of 
the Commission’s Uniform System of Accounts Prescribed for Public Utilities 
and Licensees as shown in attached Schedule I. 

(3) The reserve for accrued depreciation applicable to Project No. 405, as 
of December 31, 1956, to be $10,768,754.53 ($9,669,960.14, Susquehanna Power; 
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$1,098,794.39, Philadelphia Electric) all as classified functionally as shown in 
attached Schedule II. 

The Public Service Commission of Maryland and the Public Utility Com- 
mission of Pennsylvania were separately advised by letters of this Commission 
dated July 21, 1960, of the proposed adjustments, accounting disposition, re- 
sulting project costs and accrued depreciation, all as described above. By 
their respective letters dated July 25, 1960, and September 28, 1960, the Public 
Utility Commission cf Pennsylvania and the Public Service Commission of 
Maryland indicated no objection thereto. 


The Commission finds: 


(1) Licensees, by their tentative agreement to the proposed adjustments, 
including those relating to the apparent deficiency in depreciation reserves, the 
accounting disposition and the resulting project costs, together with their let- 
ters of October 19, 1959, and December 3, 1959, and the Public Utility Commis- 
sion of Pennsylvania and the Public Service Commission of Maryland by their 
respective letters dated July 25, 1960, and September 28, 1960, have obviated 
the necessity for the notice and opportunity to protest provided by Sections 4.4 
and 4.5 of the Commission’s Regulations under the Federal Power Act. 

(2) The foregoing adjustments, including the accounting disposition, are 
reasonable and appropriate for the purposes of the Federal Power Act; and, 
therefore, should be approved and directed as hereinafter provided. 

(3) It is necessary and appropriate for the purposes of the Federal Power 
Act that Licensees be directed to initiate as of January 1, 1959, and to com- 
plete all actions relative to the reserve for accrued depreciation of project 
properties of Project No. 405 in the manner agreed upon by the staff and 
Licensees, as contemplated in the staff recommendations set forth above; ail 
in the manner as hereinafter provided. 

(4) The net increase or change in the actual legitimate original cost of 
Project No. 405 for the period July 1, 1928, through December 31, 1956, is 
$1,338,442.86 ($1,318,544.28, Susquehanna Power; $19,898.58, Philadelphia Elec- 
tric), comprised of gross additions of $1,987,110.17 ($1,958,708.70, Susquehanna 
Power ; $28,401.47, Philadelphia Electric) and gross retirements of $648,667.31 
($640,164.12, Susquehanna Power; $8,502.89, Philadelphia Electric). The re- 
sulting actual legitimate original cost of Project No. 405 as of December 31, 
1956, is $52,234,345.71 ($43,635,666.35, Susquehanna Power; $8,598,679.36, Phila- 
delphia Electric), classified as to each of the joint Licensees by primary plant 
accounts as shown in attached Schedule I. 

The amount of the reserve for accrued depreciation applicable to project 
properties as of December 31, 1956, is $10,768,754.53 ($9,669,960.14, Susque- 
hanna Power; $1,098,794.39, Philadelphia Electric), all classified functionally 
as shown in attached Schedule II. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 45 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The foregoing adjustments and accounting disposition, as proposed by 
the staff and agreed to by the Licensees, are hereby approved and directed to 
be made by Licensees. 

(C) Licensees shall initiate, as of January 1, 1959, and shall complete all 
actions relative to the reserve for accrued depreciation of project properties of 
Project No. 405, in the manner agreed upon by the staff and Licensees, all as 
set forth in the recital above. 
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(D) Licensees, to the extent that they have not already done so, shall (a) 
establish and maintain control and detailed plant accounts for Project No. 4065, 
showing the debit amount of $1,338,442.86 as the net increase or change in the 
project cost for the period July 1, 1928, through December 31, 1956; and the 
total debit balance of $52,234,345.71 as the actual legitimate original cost of 
the project as of December 31, 1956; all as more specifically shown in attached 
Schedule I classified as to each of the joint Licensees by primary plant accounts 
of the Commission’s Uniform System of Accounts Prescribed for Public Utili- 
ties and Licensees; and (b) establish and maintain a reserve account for 
accrued depreciation applicable to project properties showing a total credit 
balance as of December 31, 1956, of $10,768,754.53 all classified as to each of 
the joint Licensees and by functional groups as shown in attached Schedule II. 

(E) Licensees shall within 60 days from the date of issuance of this order 


file certified copies of their adjusting journal entries showing compliance with 
this order. 


ScHEDuLeE II.—Functionalized project reserves for depreciation as of Dec. 31, 1956 






Adjustments 
Depreciation 
reserve per | Reclassifi- 
company cations Improper | Disposition | As adjusted 
Company and account records charge to of plant 
reserve account 
adjustments 
(1) (2) (3) (4) (5) 








The Susquehanna Power Co.: 
Hydraulic production 


$8, 664, 715.36 | $16, 165.28 | $87,439.87 | ($33, 864. 11) |$8, 734, 456. 40 















i ES DN Rit a eee sete (65, 479. 23) 938, 372. 62 
Distribution--- x ee bo We oc raeabgeisimegiescincelasaienieaens 
GRIN «unis Sc cumniiniitbonknad tt i EE A Cay BU BOB oinecccSaccunnfewecasccncacss *2, 323. 32 
Unclassified, retirement work in 
rs i tlh ccna nathecctahtewnndbenosdsnecdaes (5, 192. 20) 
Total—the Susquehanna 
I is cle ee ivincntintanninnis 9, 681, 863.61 }|............ 87, 439. 87 (99, 343. 34) | 9, 669, 960. 14 
Philadelphia Electric Power Co.: 
Hydraulic production. .-.......-- 8, 215. 74 DED Dariiccinatn ee cliutiuiscmmadtad 14, 783, 22 
Transmission -| 1,081, 911.15 STFS hoc cconsscse (1, 144. 72)} 1, 084, 011. 17 
GE dec sccattownendebhdente TES Gls CE is aicnncacdecisctinndancbulieesehbesddaceees 
Total—Philadelphia Electric 
BOE GO. nimmodevcen eaatia RE SEE B8 Brcneuscecndictabaeaohed (1, 144. 72)| 1, 098, 794. 39 
TOUR POR ais cebin sence WR TER SOR TB bkeccccsncsd 87, 439.87 | (100, 488. 06) | 10, 768, 754. 53 


( ) Denotes reduction. 
*Adjusted balance December 31, 1956 
applicable to: 
Furniture retired in 1957-. $90.35 
Communication  equip- 
BUR ncicndeadeaminaains 2, 232. 97 





it 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE WASHINGTON WATER POWER COMPANY, PROJECT NO. 2058 


ORDER DETERMINING ACTUAL LEGITIMATE ORIGINAL COST OF PROJECT AND 
PRESCRIBING ACCOUNTING THEREFOR 


(Issued February 7, 1961) 


The Washington Water Power Company, Licensee for Project No. 2058, on 
January 7, 1955, filed its initial cost statement with respect to Project No. 2058 
pursuant to Section 4.1 of the Commission’s Regulations under the Federal 
Power Act, claiming a total cost of the project as of July 31, 1954, of $48,128,- 
395.40, as is more specifically shown in the attached schedule. 

The Commission’s staff made a field examination of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness of 
the claimed and recorded project costs. Following that study, tentative agree- 
ment, subject to Commission approval, was reached between the Licensee’s 
representatives and the staff with respect to proposed adjustments involving 
the elimination of charges totaling $1,545,486.34 from the claimed cost, the re 
classification of certain items within the project plant accounts, and the ac- 
counting disposition of all amounts involved in the proposed adjustments. 
Based upon the proposed adjustments, the resulting total actual legitimate 
original project cost as of July 31, 1954, would be $46,582.909.06. 

The proposed adjustments to the claimed cost of the project totaling 
$1,545,486.34 are composed of the following items: 


Transfer of Beacon substation facilities to nonproject elec- 





NP tote ns hah ag cl ona ahs Maan i eels cal ($1, 405, 594. 97) 
Transfer of roads, buildings and railroad spur track to non- 

REGINES GINUIIIG THEE: niin cncminncsnenincradnnenneneee (93, 405. 99) 
Temporary construction buildings removed from project_ - (40, 100. 00) 
Miscellaneous minor adjustments for operating expenses 

erroneously capitalized, ete........-...-.---.-.--.-- (7, 708. 31) 
Additional FPC annual charges and land lease rentals 

GCOS GENIN ios vance uniniessamanmen date 1, 322. 93 
Reclassifications within project detailed plant accounts_-- 0 

DOE inh ankeaegdaciatasemnintmaknecamaua aan (1, 545, 486. 34) 


The claimed cost of the project exceeded the total book cost of the project as of 
July 31, 1954, by the amount of $78,320.61, which offset against the total elimina- 
tions of $1,545,486.34 from the claimed cost, results in a net elimination from the 


1 The project is located on the Clark Fork River about 9 miles upstream from Pend 
Oreille Lake in Bonner County, Idaho, and Sanders County, Montana, and affects public 
lands and lands of the United States within the Cabinet National Forest. Its Trans- 
mission lines are located in Bonner and Kootenai Counties, Idaho, and Spokane County, 
Washington. It may be described, generally, as the Cabinet Gorge project. The license 
(issued pursuant to Section 4 (e) of the Federal Power Act), authorizing the construc- 
tion, operation, and maintenance of the project, is effective for a period of 50 years, 
commencing March 1, 1951. The project began commercial operation on March 1, 1953. 
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recorded project cost of $1,467,165. 73, which is proposed to be disposed of by the 
following adjusting journal entry:? 


Debit Credit 
100.1 Electric plant in service—nonproject-_...........-..--...-..----.-- ON EEE 
100.3 Construction work in progress—Project No. 2075........---------- DEED Ininvcénsontuerte 





100 Ce SN III noid ccccdatncsdncccsssccepeghaqosesigioes 
125.2 Other accounts receivable 
131.1 Materials and supplies 
501 SIDING... sadn nccdinisieh iene mentantinegesemlrtl 
502 I ns csia sen iic cnereencearoneeneenatindieidianh enema 
100.3 Construction work in progress—Project No. 2058. 
146 Other deferred debits 
222 Ee eee 
100.1 Electric plant in service—Project No. 2058. 







After giving effect to the above adjustments, the Commission’s staff recom- 
mends end Licensee, by its revised initial statement of cost filed December 2, 
1957, and ‘ts letter dated June 11, 1959, confirming its agreement to the pro- 
posed adjustments, accounting dispositions and resulting project costs for Proj- 
ect No. 2058 (Cabinet Gorge), concurs that the Commission determine the 
actual legitimute original cost of the project as of July 31, 1954, to be $46,582,- 
909.06, classified by primary plant accounts of the Commission’s Uniform Sys- 
tem of Accounts Prescribed for Public Utilities and Licensees as shown in the 
attached schedule. 

The above resulting cost figure of $46,582,909.06 includes an amount of $1,152,- 
270.34 representing charges to Licensee by Ebasco Services Incorporated 
(Ebasco) for its generally acting as an agent of Licensee in the construction 
of the project and furnishing engineering, superintendence, and purchasing 
services pursuant to a contract with Licensee dated December 20, 1950. At the 
time the contract was entered into, Ebasco and Licensee were affiliates, and 
Ebasco accordingly billed Licensee for its services on a cost basis which in- 
cluded overheads for affiliates until April 1, 1953, as of which date Ebasco 
considered that the affiliation had ended. Thereafter, for the balance of the 
period under consideration (to July 31, 1954), Ebasco billed Licensee with 
charges that included overheads for non-affiliates with the result that the afore- 
mentioned $1,152,270.34 may include an element of profit. However, in view 
of the small difference between the overhead rates for affiliates and non- 
affiliates and the relatively small amount of overhead charges for the period 
after April 1, 1953, the profit element, if any, would be inconsequential. There- 
fore, the staff did not challenge Licensee’s claim that the affiliation had ended. 
However, except with regard to this possible inconsequential profit element, 
the Commission reserves the question of affiliation until such time as its con- 
sideration may become necessary. 

The Idaho Public Utilities Commission, the Washington Public Service Com- 
mission, and the Montana Board of Railroad Commissioners were advised by 
letters of this Commission dated April 11, 1960, of the proposed adjustments, 
including the accounting dispositions and resulting project costs, as recom- 
mended by the Commission’s staff and agreed to by the Licensee as set forth 
above. By letters of May 31, 1960, and April 20, 1960, the Idaho Public Utilities 
Commission and the Washington Public Service Commission, respectively, in- 


2 This adjusting entry is to accounts as prescribed by the Commission’s Uniform System of Accounts Pre- 
scribed for Public Utilities and Licensees, effective January 1, 1937. If made after the close of Licensee’s 
books and records for the calendar year 1960, it is to be made to corresponding accounts as prescribed by the 
Commission’s Uniform System of Accounts Prescribed for Public Utilities and Licensees, effective January 
1,1961. See comparison table contained in Appendix II of the pamphlet edition of the Uniform System of 
Accounts effective January 1 1961. 
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dicated no objection to the foregoing. No response was received from the Mon- 
tana Board of Railroad Commissioners. 


The Commission finds: ° 


(1) Licensee, by its tentative agreement to the proposed adjustments, in- 
cluding the accounting dispositions and the resulting project costs, its revised 
initial statement of cost filed December 2, 1957, and its letter dated June 11, 
1959; the Idaho Public Utilities Commission, by its letter of May 31, 1960; 
the Washington Public Service Commission, by its letter of April 20, 1960; and 
the Montana Board of Railroad Commissioners, by its not indicating objec- 
tions, have obviated the necessity for notice and opportunity to protest pro- 
vided in Sections 4.4 and 4.5 of the Commission’s Regulations under the Federal 
Power Act. 

(2) The foregoing adjustments, including the accounting dispositions, are 
reasonable and appropriate for the purposes of the Federal Power Act, and, 
therefore, should be approved and directed as hereinafter provided. 

(3) The actual legitimate original cost of the project as of July 31, 1954, is 
$46,582,909.06, classified by primary plant accounts as shown by the attached 
schedule. 


The Commission orders: 

(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The foregoing adjustments and accounting dispositions, as proposed by 
the staff and agreed to by the Licensee, are hereby approved and directed to 
be made by Licensee. 

(C) Licensee, to the extent that it has not already done so, shall establish 
and maintain control and detail plant accounts for Project No. 2058 showing 
the total debit balance of $46,582,909.06 as the actual legitimate original cost 
of the project as of July 31, 1954, classified by primary plant accounts of the 
Commission’s Uniform System of Accounts Prescribed for Public Utilities and 
Licensees as shown by the attached schedule. 

(D) Licensee shall within 90 days from the issuance of this order file with 
the Commission FPC Form No. 7 showing compliance with this order. 


Actual legitimate original cost as of July 31, 1954 


Allowed cost 
Staff 
As claimed | adjustments 





Before After 
distribution | distribution 


H vaneios production plant: 
320 Land and land rights.................. $6, 002, 138. 


. 44 $21, 643.04 |$6, 023,781.48 | $7,016, 869. 51 
321 Structures and improvements. .......-. 3, 915, 459. 12 122, 731.80 | 4,038,190.92 | 7,511, 897.15 
322 Reservoirs, dams and waterways...... 8, 424, 563. 09 310, 885.01 | 8, 735,448.10 | 16,174, 737.77 
323 Water wheels, turbines and generators.| 7, 431, 566.16 142, 869. 51 | 7,574, 435.67 | 8, 934,080.16 
324 Accessory electric equipment.......... 639, 862. 70 140, 466. 61 780, 329.31 | 1,046, 807.09 
325 Miscellaneous powerplant equipment} 760,038.24 13, 510. 43 773, 548. 67 933, 647. 44 
326 Roads, rai s and bridges. .-........ 314, 904. 46 5, 598. 63 320, 503. 08 $12, 116. 79 
Total hydraulic production plant... .....|27, 488, 532. 21 757, 705.03 |28, 246, 237.24 | 42, 430,155.91 
Transmission plant: 
340 Land and Jand rights.................- 115, 268. 51 *9, 206. 22 106, 062. 29 117, 584. 94 
341 Clearing land and rights-of-way---....- 363, 412. 66 2, 740.13 366, 152. 79 502, 831.27 
342 Structures and improvements..-....... 138, 963. 34 *90, 649. 79 48, 313. 55 92, 460. 61 
343 Station equipment._--..........------- 2, 796, 923. 50 |*1, 250, 669.72 | 1,546,253.78 | 1, 752,658.96 
344 Towers and fixtures_..............--.. 19, 426.16 344. 06 19, 770. 22 26, 122. 53 
345 Poles and fixtures..................... A”) 5 See 607, 142. 54 774, 264. 62 
346 Overhead conductors and devices......| 737,233.65 |...........-.. 737, 233. 65 882, 033. 00 
OP ae 10, 513.10 *10, 513.10 





Total transmission plant-.-........-.-.---- 4, 788, 883. 46 |*1, 357, 954. 64 | 3,430,928.82 | 4,147, 955.93 


SS 
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Actual legitimate original cost as of July 31, 1954—Continued 


Allowed cost 


Staff 
As claimed | adjustments 





Before After 
distribution | distribution 








General plant: 








376 Laboratory equipment...............- $976. 23 SOG, SD Gicetcnmddnndet-ctibiducnbantn 
378 Communication equipment........... CO eas $4, 314. 98 $4, 797. 22 
TO IE PE i vcs nciciintindicnancins 5, 201. 21 *976. 23 4, 314. 98 4, 797. 22 


PO I Gi iinidncdmstecsaicee nts 32, 282, 706.88 | *%601, 225. 84 /31, 681,481.04 | 46, 582, 909. 06 
Indirect construction costs: i 
51 Purchasing and factory inspection 

52 Stores and stores expenses 


cee 113,054.21 | *113,054. 21 


384, 507.51 | *384, 507.51 |-.-...--------|------ 





41 Temporary construction facilities_..... 2, 506, 741. 26 *915.08 | 2,505, 826.18 
62 Construction ——_ a lichen --| 4,916, 640. 73 *21, 888.04 | 4, 894, 752. 69 
63 Camp and Commissary--.-.-.....- --| 513,620.06 *53, 774.14 459, 845. 92 
CE Rr I iictecnctdsnrisanensenen 298, 329. 59 4, 553. 91 302, 883. 50 


65 Superintendence, timekeepers, clerks, 

Geto <dteideoatcilonneibbeibbiedecebe 
66 Insurance, injuries and damages 
ae SEE Ra Fe 
69 Contractors’ fees 


1,310, 047.53 | *305, 866.33 | 1,004,181. 20 
--| 696,289.78 | *575, 803. 82 120, 485. 96 
--| 1,025, 411. 87 111, 532. 87 | 1,136, 944. 74 
999, 044. 99 *29, 718. 08 969, 326. 91 


12, 763, 687. 53 |*1, 369, 440, 43 |11, 394, 247.10 





Total indirect construction costs 








Overhead construction costs: 
71 1, 268, 886. 26 418, 591.66 | 1, 687, 477.92 





72 Law expenditures-_.-. < 37, 095. 40 EF sac nineeenan 
a, RR RAED 37, 420. 91 *48. 29 37, 372. 62 
76 Administrative and general expenses_-_ 65, 021. 56 1, 209.14 66, 230. 70 
Se SEs sca ncandesweghantuadhdnnensen 1, 674, 298. 40 42, 740.17 | 1,717, 038. 57 
80 Earnings and expe 





struction *721. 54 *217.35 *938. 89 


Total overhead construction costs.......- 





3, 082, 000. 99 425, 179.93 | 3, 507,180.92 
15, 845, 688.52 | *944, 260. 50 |14, 901, 428. 02 


48, 128, 395. 40 |*1, 545, 486.34 /46, 582, 909.06 | 46, 582, 909. 06 








*Denotes credit. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


WISCONSIN MICHIGAN POWER COMPANY, PROJECT NO. 1980 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST, 


ACCRUED DEPRECIATION, AND PRESCRIBING ACCOUNTING THEREFOR; AND DETERM- 
INING NET INVESTMENT 


(Issued February 7, 1961) 


Wisconsin Michigan Power Company, Licensee for Project No. 1980;1 filed 
statements, pursuant to Section 4.1 of the Commission’s Regulations under the 
Federal Power Act, claiming for the period from January 1, 1951, through 
December 31, 1957, project additions, retirements, and credit adjustments re- 
sulting in an $18,111.58 net increase in project cost over the previously deter- 
mined amount of actual legitimate original cost of the project, $3,249,427.86, 
as of December 31, 1950,2 and a total claimed actual legitimate original cost of 


1 The project, located at Big Quinnesec Falls on the Menominee River, a navigable 
water of the United States, in Dickinson County, Michigan, and Marinette and Florence 
Counties, Wisconsin, may be described generally as Licensee’s Big Quinnesec Falls project. 
The license, issued pursuant to Section 4(e) of the Federal Power Act, is for a period 
of 50 years, effective as of March 1, 1948. 

2 See order of the Commission issued August 6, 1958, Project No. 1980 (20 FPC 137). 
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the project as of December $1, 1957, of $3,267,539.44. The $18,111.58 claimed 
net increase for the period results from claimed gross additions of $63,690.07, 
gross retirements of $10,551.06 and a net credit adjustment of $35,027.43, and 
is shown in Column 4 of the attached Schedule I. 

On May 2, 1960, the Licensee submitted a computation of its estimated 
project accrued depreciation as of the effective date of the license, March 1, 
1948, and as of each year-end thereafter to December 31, 1957, in a volume 
titled “Wisconsin Michigan Power Company, Licensed Project Hydro Plants, 
Estimated Accrued Depreciation as of December 31, 1957.” The amount of 
accrued depreciation as of December 31, 1957, developed therein was $405,380.07. 
The Commission has not heretofore determined the amount of the reserve for 
accrued depreciation applicable to the project properties of Licensee. 

The Commission’s staff recently made a field examination of the books and 
records of Licensee and other data for the purpose of ascertaining the cor- 
rectness of (1) the claimed and recorded project cost changes during the 
period from January 1, 1951, through December 31, 1957, and resulting project 
costs as of December 31, 1957, and (2) the reserve for accrued depreciation 
reported by Licensee as of the effective date of the license, March 1, 1948, and 
as of December 31, 1957. 

Following the above-mentioned examination, agreement, subject to Com- 
mission approval, was reached between the staff and Licensee’s representatives 
with respect to a proposed credit adjustment to the claimed and recorded 
project cost changes for the period from January 1, 1951, through December 
31, 1957, in the amount of $29.45 involving a price correction on three trans- 
formers transferred to Project No. 1759. Based on this proposed adjustment 
the revised net increase in project cost for the period would be $18,082.13, 
consisting of gross additions of $63,690.07, gross retirements of $10,551.06, and 
net credit adjustments of $35,056.88; and the resulting revised actual legitimate 
original cost of the project as of December 31, 1957, would be $3,267,509.99. 

The proposed accounting disposition of the amount involved in the proposed 
adjustment to bring Licensee’s recorded project cost into agreement with the 
recommended project cost tentatively agreed to between Licensee and the staff 
is shown by the following journal entry: 


Debit Credit 


100.1 Electric plant in service—Project No. 1759 
100.1 Electric plant in service—Project No. 1980 


Following the afore-mentioned field examination of the books and records 
of Licensee and other data, agreement, subject to Commission approval, also 
was reached between the staff and Licensee’s representatives with respect to 
certain proposed revisions in Licensee’s afore-mentioned estimated accrued 
depreciation study, resulting in an increase of $90,339.58 over the $405,380.07 
estimated amount of accrued depreciation reflected therein as of December 31, 
1957, and establishment of the amount of $49,458.30 as the reserve for accrued 
depreciation as of March 1, 1948, the effective date of the license. Inasmuch 
as the Licensee has not set up on its books of account separate project re- 
serve for depreciation accounts, but maintains only memorandum records of 
the claimed depreciation as of March 1, 1948, and December 31, 1957, no 
adjustment of its records is necessary. However, the staff has recommended 
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that Licensee be required to set up a separate project reserve for accrued 
depreciation account in its records showing balances therein as of March 1, 
1948, and December 31, 1957, in the amounts of $49,458.30 and $495,719.65, 
respectively, classified by functional groups as shown in the attached Sched- 
ule II. 

Article 23 of the license provides: “The actual legitimate original cost, 
estimated where not known, and the accrued depreciation of the project as of 
the effective date of this license, namely, March 1, 1948, shall be determined 
by the Commission in accordance with the Act and the rules and regulations 
of the Commission, and such cost less such accrued depreciation, so deter- 
mined, shall be the net investment in the project as of such effective date.” 
The Commission order issued in the above-entitled matter August 6, 1958 
(20 FPC 187), expressly reserved for future Commission consideration the 
matter of accrued depreciation and net investment in the project as of the 
effective date of the license. Based on the actual legitimate original cost of 
the project as of such effective date in the amount of $437,350.85, as deter- 
mined by the afore-mentioned August 6, 1958, order and the recommended 
accrued depreciation in the amount of $49,458.30 as of that date, as set forth 
above and in Schedule II attached hereto, the net investment in the project as 
of the effective date of the license would be $387,892.55. 

After giving effect to the above adjustments, the Commission’s staff recom- 
mends, and Licensee by letters dated December 22, 1959, and August 18, 1960, 
confirming its agreement to the proposed adjustments, including the account- 
ing disposition, and the resulting project costs and project depreciation re 
serves for Project No. 1980, concurs that the Commission determine: (1) the 
net increase or change in the actual legitimate original cost of the project 
during the period from January 1, 1951, through December 31, 1957, to be 
$18,082.13, comprised of gross additions of $63,690.07, gross retirements of 
$10,551.06, and net credit adjustments of $35,056.88 to the plant accounts, (2) 
the actual legitimate original cost of the project as of December 31, 1957, to 
be $3,267,509.99, classified by project plant accounts of the Commission’s Uni- 
form System of Accounts Prescribed for Public Utilities and Licensees, as 
shown in the attached Schedule I, and (3) the reserve for accrued deprecia- 
tion applicable to in-service project properties as of March 1, 1948, the effec- 
tive date of the license, and as of December 31, 1957, to be $49,458.30 and 
$495,719.65, respectively, classified by functional groups as shown in the at- 
tached Schedule II. 

The Wisconsin Public Service Commission and the Michigan Public Service 
Commission were advised by letters of this Commission dated November 3, 
1960, of the proposed adjustments, including the accounting disposition, and 
the resulting project cost and reserve for depreciation, all as recommended by 
this Commission’s staff and agreed to by Licensee as set forth above. By 
letters dated November 9, 1960, those Commissions indicated no objection to 
the foregoing. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the proposed adjustments, in- 
cluding the accounting disposition, and the resulting project costs and reserve 
for depreciation as evidenced by its letters dated December 22, 1959, and 
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August 18, 1960; and the Wisconsin Public Service Commission and the Michi- 
gan Public Service Commission by their letters dated November 9, 1960; have 
obviated the necessity for notice and opportunity to protest provided by Sec- 
tions 4.4, 4.5, 4.22, and 4.23 of the Commission’s Regulations under the Federal 
Power Act. 

(2) The foregoing adjustments with respect to actual legitimate original 
cost and reserve for accrued depreciation, including the accounting disposition, 
are reasonable and appropriate for the purposes of the Federal Power Act, 
and, therefore, should be approved and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of 
Project No. 1980 for the period from January 1, 1951, through December 31, 
1957, is $18,082.13 comprised of gross additions of $63,690.07, gross retirements 
of $10,551.06, and net credit adjustments of $35,056.88 to the plant accounts, 
and the resulting actual legitimate original cost of the project as of Decem- 
ber 31, 1957, is $3,267,509.99, classified by project plant accounts as shown in 
the attached Schedule I. The reserve for accrued depreciation applicable to 
the in-service project properties as of March 1, 1948, the effective date of the 
license, and as of December 31, 1957, is $49,458.30 and $495,719.65, respectively, 
classified by functional groups as shown in the attached Schedule II. The 
resulting net investment in the project as of the effective date of the license 
is $387,892.55. 


The Commission orders: 

(A) The provisions of Sections 4.4, 4.5, 4.22, and 4.23 of the Commission’s 
Regulations under the Federal Power Act are hereby waived for the purpose 
of this order. 

(B) The foregoing adjustments and accounting disposition, as proposed by 
the staff and agreed to by the Licensee, are hereby approved and directed to 
be made by Licensee. 

(C) Licensee, to the extent that it has not already done so, shall (1) estab- 
lish and maintain control and detailed project plant accounts for Project No. 
1980 showing the debit amount of $18,082.13 as the net increase or change in 
the project cost for the period from January 1, 1951, through December 31, 
1957, and the total debit balance of $3,267,509.99 as the actual legitimate origi- 
nal cost of the project as of December 31, 1957, classified by project plant 
accounts as shown in the attached Schedule I; and (2) establish and maintain 
a reserve for depreciation account applicable to the in-service properties of 
Project No. 1980 showing the total credit balances of $49,458.30 and $495,719.65 
as of March 1, 1948, and December 31, 1957, respectively, classified by func- 
tional groups as shown in the attached Schedule II. 

(D) Licensee shall within 60 days from the issuance of this order file with 
the Commission three certified copies of its adjusting journal] entries showing 
compliance with this order. 
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Scuepvute I.— Actual legitimate original cost 






Changes from 
Allowed Jan. 1, 1951 through Dec. 31, 1957 |Allowed cost 
Account Title cost as of as of 
Dee. 31, 1957 





No. Dee. 31, 1950* 







Asclaimed| Adjust- |As adjusted 
ments 


61-FOOT HEAD PLANT 
Production plant: 
















Land and land rights--._-- SO COED Bidcicandscichiecontinnccs idoslncnliocnlel $27, 954. 26 

321 Structures and improve- 
TI 35 scigthicwcoicsees 94, 486.78 | ($5, 380. 63)|--.-........ ($5, 380. 63) 89, 106.15 

322 Reservoirs, dams, and 
WET Be ccccsnnscans GEE Tice wncticcndiscdncscccscleeecessadncs 83, 318. 11 

323 Water wheels, turbines 
and generators_........- WEG OF Sone towenead enemas beektecconnty 65, 595.17 

Accessory electric equip- 


Miscellaneous power 

plant equipment-.-__....- DIT betis ee dncincrcdscniccutautaivnéepicausnd 2, 360. 75 
Roads, railroads and 
bridges 






282, 945. 75 PEED fowscacccnsen 277, 565. 12 





Total production plant_ 


Transmission plant: 









340 Land and land rights___.. Si ME Bias doer sien andes Paci asian rian idarsiiainieaade 1, 258. 48 
343 Station equipment-_____-- 42,972.27 | (1,940. 28) (29. 45) (1, 969. 73) 41, 002. 54 
344 Towers and fixtures____..- QE OD Sitiictcnccccclininewieddtebeenasdeietes 4, 626. 45 
346 Overhead conductors and 


nea hate sabe cbadtonahic . pn dbeedantunstseneimedesinaeitnecenwe. 5, 347. 04 
Total transmission 
OS REE Ee ' (29. 45)| (1, 969. 73) 


52, 234. 51 
Total 61-foot head plant.| 337, 149. 99 (29. 45)| (7, 350.36)| 329, 799. 63 




















92-FOOT HEAD PLANT 
Production plant: 






320 Land and land rights___.. TR SOG Ae. Pitciiccnepudliudtinutidntilniaaaadbiied 86, 761.17 
321 Structures and improve- 

in i eubcdhincnmmns 468, 795. 75 NGS bees nccacan 5, 506. 95 474, 302. 70 
322 Reservoirs dams and 

waterwayS.............- Rp COED (odacadlcnwnndliniacntatindessmotakes 1, 283, 917. 06 
323 Water wheels, turbines 

and generators_........- SUNOS lodidddsnndasbcctiticdnafeceadesasaca 631, 202. 96 
324 Accessory electric equip- 

ea 73, 267.04 RGN besceennnnwe. 3, 639, 31 76, 906. 35 
325 Miscellaneous power 

plant equipment--___.._- 75, 909. 36 GB TA lovenncenss.. 233. 71 75, 675. 65 
326 Roads, railroads and 


WEG tetancinacend OB, B08 GG bison nn ct nncemisncendhienasncnsuns 63, 177. 89 


















Total production plant_| 2,683,031.23 | 8,912.55 |...........- } 2, 691, 943. 78 


Transmission plant: 












340 Land and land rights--.._. Rs Hh ciara iter ditcaitceteainnss Atheism arti 1, 571. 95 
342 Structures and improve- 

ini ceia  hadiclictin Casini 35, 628. 46 CO, EEE 

343 Station equipment-._.__-- 153, 558. 90 52, 148. 40 205, 707. 30 

344 Towers and fixtures. __.._- IEEE lictcatbredeshecsicnhanudbanéaskacen 25, 035. 18 
346 Overhead conductors and 

hcefiteKatammtese inl BEE BeraccnnnntcGalninsbndnnascdtadyiientndnusiod 13, 452.15 





Sees ee aS eee 16, 519. 94 245, 766. 58 
Total 90-foot head plant.| 2, 912, 277. 87 ND Dicatawccnnen 2, 937, 710. 36 


Total, Project No. 1980_| 3, 249, 427. 86 











18, 111. 58 18, 082.13 | 3, 267, 509. 99 





(29. 45) 













( ) Denotes credit. 
*See Commission order issued August 6, 1958, Project No. 1980 (20 F.P.O. 137). 


$9 ‘BIL ‘SOF 08 “ebe ‘OL SE OLE ‘SF Ig "829 ‘S98 £6 °896 ‘Sh 89 699 ‘61k FT “160 ‘O8T LE PLE ‘BZ 
5 G0 “Ege ‘Z9 90 ‘OLL ‘6LE 196 ‘ZZ 6L 929 ‘6E 88 “PEF ‘E8z £F “208 ‘611 9Z “820 ‘€% ‘96 

96 “E88 ‘Z9 L9 “966 ‘SEE "GOL ‘68% £% ‘£69 ‘OF OL ‘Z9T “64Z 62 “bZT “601 ZL ‘Ob ‘ZZ “SE8 ‘98 
18 “98 ‘69 9% ‘982 ‘88z “ESE ‘HHT VE ‘SP ‘EE 62 "F68 ‘OIZ 09 "262 ‘86 £9 S06 “0Z “168 ‘LL 
£6 ‘669 ‘oF 98 "LEO ‘Eb ‘O82 “961 SE ‘RBI ‘9% 0% ‘ZE0 ‘OLT PL IOI “86 89 "96F ‘61 "G09 “EL 
¥8 “LOL ‘LE LE GLE 'P6L "769 ‘SFL 89 ‘06% ‘61 ZF '£0Z “621 TE “98S “8 QT LIZ ‘SI iT 
£1 “2El ‘08 69 'SbZ ‘FFI , PSL ‘TOL ZE ‘OEE ‘ET 96 ‘LIP ‘88 oo ‘TST “EL 18 ‘008 ‘9T 
SF 189 ‘2 96 ‘ZE9 “G6 7 ; 96 “IST ‘2 28 “SE9 "LE 09 ‘96% ‘9 LY 66F ‘ST 
29 “GOT ‘ST % 7 09 “220 ‘I$ ‘608 ‘09 ZO 920 ‘FI , EEZ 
26 ‘692 ‘ZI 99 “$20 ‘OF "POL ‘ZS 26 69L ‘Z1 , 4 ~-"“SF6T ‘18 “99CT 
£6 ‘BLL ‘TIS 2E 619 ‘LE$ “BSP ‘64S £6 ‘BLL ‘TIS LE 619 ‘LE$ “"""""Sb6T “TE ABIL 


(6) (8) (¥) (€) (2) 
uoTs oy} uoys 01} wo}s uo} 
-SJUISUBL], -onpolg [810.1 -s]UISUBL, -onpolg 1810.L -sTUIsuBl, -onpoid 


g 
2 
nt 
; 
a 
fa 








sajeqd 


18104 qoofolg quid prey 400j-76 que[d perey 400j-19 








693-489—64——_20 


£961 ‘TE “9a 97 
4a}f{00104) pua-ivah yova 7D pun asuaar ay7 fo ayop aarzoaff[a ay) fo sv ‘suoyounf pun szunjd fiq uowviwasdap sof aasasas yIal04J— J] AINAAHOG 








272 FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 
CITIES SERVICE GAS COMPANY, DOCKET NO. CP61-10 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued February 10, 1961) 





On July 18, 1960, as supplemented on September 6, and November 3, 1960, 
Cities Service Gas Company (Applicant), Oklahoma City, Oklahoma, filed in 
Docket No. CP61-10 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of a meter and regulator setting and related appur- 
tenances on Applicant’s existing 8-inch pipeline in Atchison County, Kansas, 
and the sale and delivery through said facilities of natural gas to the City of 
Effingham, Kansas, for resale in and near that community, all as more fully 
set forth in the application and supplement. 

The estimated natural gas requirements of the Effingham area are: 
Mef @ 14.73 psia 


Ist Year 2nd Year 


8rd Year 


WRN 2 5 SoS ccc cuacetebasionsace 396 437 479 
RR So iisiict Canicccewalc eee 34, 915 38, 691 42, 520 


The proposed sales will be made under Applicant’s applicable filed rate schedules. 
The gas is to be used for residential, school and farm services. 

The cost of Applicant’s proposed facilities is estimated at $2,000, which will 
be paid from treasury cash. 

It appears that Applicant anticipated reimbursement from the City of Effingham 
for the cost of the proposed measuring and regulating facilities, but has agreed 
that the question of such reimbursement will not be pressed in this proceeding. 

Ordering paragraph (F) of the Commission’s order issuing a certificate to 
Cities Service in Docket No. CP60-32 on December 27, 1960, restricted Cities 
Service’s total annual sales to certain specified volumes which include both 
firm and interruptible gas. Issuance of the order herein does not imply any 
change in the restriction imposed in Docket No. CP60-32. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
January 31, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c)(1) of the Commission’s 
Rules of Practice and Procedure. 





The Commission finds: 


(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of December 28, 1948, in Docket No. G—298 
(4 FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the 
application and exhibits, as supplemented, in this proceeding, are proposed to 
be used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, and the construction and opera- 
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tion thereof by Applicant are subject to the requirements of Subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commissions thereunder. 

(4) The proposed construction and operation of facilities and the proposed 
sale of natural gas to the City of Effingham, Kansas, for resale, by Applicant, 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter granted to 
Applicant and to the exercise of the rights granted thereunder, and that the 
time within which construction of the facilities authorized by this order shall 
be completed and said facilities placed in actual operation should be fixed at 
12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Cities Service Gas Company to construct and operate 
the facilities and to sell and deliver natural gas to the City of Effingham, 
Kansas, for resale, all as hereinbefore described and as more fully described 
in the application and exhibits, as suppleniented, in this proceeding, upon the 
terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) above and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 12 months from the date on which this order issues. 

(D) Cities Service shall not be reimbursed by the City of Effingham for its 
proposed meter station. 

(E) This order does not in any manner alter the provisions set forth by the 
Commission in ordering paragraph (F) of the order issued to Cities Service 
on December 27, 1960 in Docket No. CP60-32. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


IDAHO POWER COMPANY, PROJECT NO. 466 


ORDER CONSENTING TO WITHDRAWAL OF APPLICATION FOR AMENDMENT OF LICENSE 
(MINOR) AND ACCEPTING SURRENDER OF LICENSE (MINOR) 


(Issued February 10, 1961) 


On August 31, 1960, Idaho Power Company, licensee for minor part Project 
No. 466, filed an application for surrender of the license for the project and 
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a letter requesting permission to withdraw an application for amendment of 
the license for the project filed August 25, 1959. 

The license for the project, which is situated in Boise and Gem Counties, 
Idaho, and affects lands of the United States under the supervision of the 
Department of the Interior, was issued to Idaho Power Company on April 29, 
1926, for a period of 50 years. Included in the project are a 22 kv transmis- 
sion line about 5.5 miles long extending from Idaho Power Company's Horse- 
shoe Bend power plant* to Pearl, Idaho; a 6.6 kv transmission line about 4.9 
miles long extending from the Horseshoe Bend power plant to Montour, Idaho; 
and a canal about 3.62 miles long used in the operation of the Horseshoe Bend 
power plant. 

The application for amendment of the license for the project filed by the 
licensee on August 25, 1959, sought to exclude the canal from the project inas- 
much as the Horseshoe Bend power plant serviced by the canal was in the 
process of abandonment and would no longer be used by the licensee. As so 
amended, the license would cover the transmission lines only. By letter dated 
October 22, 1959 the Commission informed the licensee that as a result of the 
abandonment of the Horseshoe Bend power plant the transmission lines were 
not part of a project within the meaning of Section 3 (11) of the Federal 
Power Act and were not, therefore, within the licensing authority of the Com- 
mission. The Commission’s letter also requested the licensee to withdraw its 
application for amendment of the license for the project and to apply for 
surrender of that license. It was further stated in the Commission’s letter 
that the application for surrender of the license should include evidence of the 
licensee’s obtaining a permit from the Bureau of Land Management of the 
Department of the Interior to occupy the lands of the United States traversed 
by the transmission lines. 

The Secretary of the Interior was notified of the filing of the application for 
surrender of the license for the project and was requested to advise the Com- 
mission whether the lands of the United States traversed by the project canal 
have been restored to a satisfactory condition. By letter dated November 17, 
1960, an Assistant Secretary of the Interior reported that the canal has been 
maintained well and rather neatly and is more of an asset than a detriment 
to the area involved and that the Department of the Interior has no objection 
to approval of the application for surrender of the license for the project as 
far as lands of the United States are concerned. 

The licensee has obtained Special Use Permits from the Bureau of Land 
Management of the Department of the Interior for occupancy of lands of the 
United States traversed by the licensee’s transmission lines. 

The licensee’s copy of the license instrument for the project has been 
returned. 

The annual charges under the license for the project have been paid through 
the calendar year 1959. The annual charges subsequent to December 31, 1959, 
have been determined to be $50.58, which amount has not been paid. 

The Commission consents to the withdrawal of the application for amend- 
ment of the license for minor part Project No. 466 filed August 25, 1959. 


The Commission finds: 















































Acceptance of surrender of the license for the project, effective as of Novem- 
ber 17, 1960, the date of the above-mentioned report of the Department of the 


Interior, is appropriate, subject to the payment of annual charges, as herein- 
after provided. 


*Horseshoe Bend power plant is not under license. 
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The Commission orders: 


Surrender of the license for minor part Project No. 466 is accepted, effective 
as of November 17, 1960, subject to the payment of annual charges of $50.58. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NO. RP61-19 
ORDER INSTITUTING INVESTIGATION AND PROVIDING FOR HEARING 
(Issued February 13, 1961) 


Midwestern Gas Transmission Company (Midwestern), a Delaware corpora- 
tion with its principal place of business at Houston, Texas, is engaged in the 
transportation and sale of natural gas in interstate commerce for resale and 
is, therefore, a natural-gas company within the meaning of the Natural Gas 
Act, as heretofore found by the Commission in Opinion No. 320, issued May 12, 
1959, in Midwestern Gas Transmission Company, et al., Docket No. G—16841, 
et al., 21 FPC 653, 663. 

In Opinion No. 320, the Commission provided that “* * * We shall arrange 
that shortly after the expiration of a year and a month from the commence- 
ment of operations a hearing shall be scheduled under Section 5 (a) of the 
Natural Gas Act so as to permit prompt inquiry into the justness and reason- 
ableness of the rate filed with” * * * the Commission pursuant to paragraph 
(E) of the order accompanying Opinion No. 320. On December 14, 1960, Mid- 


western filed a statement and supporting data in purported compliance with 
the aforesaid paragraph (E) in which the Commission had provided and re- 
quired that Midwestern should file rates satisfactory to the Commission within 
one month after the end of the first year of operation of its Southern System. 


The Commission finds: 


(1) Midwestern’s tender of December 14, 1960 does not appear to meet the 
requirements imposed by Opinion 320, issued May 12, 1960, in Docket No. 
G-16841. 

(2) It is necessary and proper in the public interest and to aid in the enforce- 
ment of the provisions of the Natural Gas Act that an investigation be insti- 
tuted by the Commission, upon its own motion, into and concerning the rates, 
charges, or classifications demanded, charged, or collected by Midwestern for 
or in connection with any transportation or sale of natural gas subject to the 
jurisdiction of the Commission, and any rules, regulations, practices, or con- 
tracts affecting such rates, charges or classifications. 


The Commission orders: 


(A) An investigation of Midwestern be and it hereby is instituted under the 
provisions of the Natural Gas Act, for the purpose of enabling the Commission 
to determine with respect to Midwestern’s operations, whether in connection 
with any transportation or sale of natural gas, subject to the jurisdiction of 
the Commission, any rates, charges, or classifications demanded, observed, 
charged, or collected, or any rules, regulations, or contracts affecting such rates, 
charges, or classifications are unjust, unreasonable, unduly discriminatory, or 
preferential. 

(B) If after hearing has been had, the Commission finds that any rates, 
charges, or classifications, rules, regulations, practices, or contracts applicable 
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to Midwestern’s operations in its Southern System are unjust, unreasonable, 
unduly discriminatory, or preferential, the Commission shall thereupon deter- 
mine, fix and prescribe by appropriate order or orders, just, reasonable, non- 
discriminatory, and non-preferential rates, charges, classifications, rules, regu- 
lations, practices, or contracts to be thereafter observed and in force in Mid- 
western’s Southern System. 

(C) Pursuant to the authority contained in and subject to the jurisdiction 
conferred upon the Federal Power Commission by the Natural Gas Act, par- 
ticularly Sections 5, 14, 15 and 16 thereof, and the Commission’s Rules of 
Practice and Procedure, a public hearing be held at a date later to be desig- 
nated by notice from the Secretary of the Commission in a hearing room of 
the Commission at 441 G Street, N.W., Washington 25, D.C., concerning the 
matters specified in paragraph (A) above. 

(D) Notices of intervention or petitions to intervene may be filed with the 
Federal Power Commission, Washington 25, D.C., in accordance with the Com- 
mission’s Rules of Practice and Procedure [18 CFR 1.8 and 1.37 (f)] on or 
before March 31, 1961. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SACRAMENTO MUNICIPAL UTILITY DISTRICT, PROJECT NO. 2101 


ORDER APPROVING REVISED PROJECT EXHIBITS AND ADJUSTING 
AUTHORIZED INSTALLED CAPACITY 


(Issued February 13, 1961) 


Sacramento Municipal Utility District, licensee for major Project No. 2101, 
filed for Commission approval on September 6, 1960 Exhibit M-2 dated Septem- 
ber 1, 1960, and on January 3, 1961 Exhibits L-82 through -85 (FPC Nos. 
2101-130 through -133). 

The new filings would revise the Exhibits L and M now parts of the project 
license to: increase the authorized capacity of the Union Valley power plant 
from 18,000 kilowatts to 35,000 kilovolt-amperes (or 33,250 kilowatts) ; to defi- 
nitely locate the powerhouse; and to accomplish slight realignment of the power 
tunnel serving the powerhouse. The licensee states that the increase in capac- 
ity of the Union Valley power plant is proposed: to match the increases in the 
capacities of Jaybird and Camino power plants which were authorized by our 
orders issued February 27, 1959, 21 FPC 277, and June 8, 1960, 23 FPC 779, 
respectively ; and to avoid excessive overloading of the generator during maxi- 
mum reservoir storage. 

The changes indicated by the revised Exhibits L and M are desirable. 

The increase in the authorized installed capacity for the project will be from 
291,000 horsepower to 312,000 horsepower. 


The Commission finds: 


(1) The presently authorized installed capacity of the project for the purpose 
of computing the capacity component of the administrative annual charge is 
by this order increased from 291,000 horsepower to 312,000 horsepower, and 
the annual charge for reimbursing the United States for the costs of adminis- 
tration of Part I of the Federal Power Act, based on such capacity, is reason- 
able as hereinafter provided. 
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(2) The following described revised Exhibit L exhibits, filed January 3, 
1961, conform to the Commission’s rules and regulations and should be approved 
as parts of the license for the project as hereinafter provided, and supersede 
in their entirety those portions of Exhibits L-4 and L-45 (FPC Nos. 2101-10 
and —87, respectively) which have not heretofore been superseded and which 
are now parts of the license: 

Exhibit L-82 (FPC No. 2101-130) entitled “Union Valley Power Conduits— 
General Arrangement”; L-83 (FPC No. 2101-131) entitled “Union Valley 
Powerhouse—General Arrangement—Generator Floor & Section thru Unit”; 
L-84 (FPC No. 2101-132) entitled “Union Valley Powerhouse—General Arrange- 
ment—Lower Gallery & Turbine Floor”; and L-85 (FPC No. 2101-133) entitled 
“Union Valley Penstock—Plan & Profile”; 

(3) Revised Exhibit M-2, filed September 6, 1960, consisting of two type- 
written pages entitled “Union Valley Power Plant—General Description of 
Equipment”, superseding in part Exhibit M filed July 28, 1955, insofar as it 
applies to Union Valley power plant on page M-1 thereof, and superseding in 
part Exhibit M (Revised), filed March 14, 1958 insofar as the last sentence 
of the first full paragraph on page 2 thereof is deleted, conforms to the Com- 
mission’s rules and regulations and should be approved as part of the license 
for the project as hereinafter provided. 

(4) Superseded Exhibits L-4 and L-45 (FPC Nos. 2101-10 and -87, respec- 
tively) should be eliminated from the license as hereinafter provided. 

(5) Exhibit M entitled “General Description of Equipment’, in seven sheets 
filed July 28, 1955, now part of the license as amended, should be revised by 
eliminating therefrom all reference to Union Valley power plant on page M-1, 
and as so revised should be approved as part of the license, and Exhibit M 
(Revised) entitled “General Description of Equipment”, in two sheets filed 
March 14, 1958, now part of the license as amended, should be revised by 
eliminating therefrom the last sentence of the first full paragraph on page 2 
thereof and as so revised should be approved as part of the license—all as 
hereinafter provided. 

The Commission orders: 

(A) Article 46 (a) of the license for Project No. 2101 is further amended, 
effective as of January 1, 1961, by substituting “(312,000 horsepower)” for 
“(291,000 horsepower)” as the authorized installed capacity. 

(B) The revised project exhibits described in findings (2) and (3) above 
are approved as part of the license for the project. 

(C) Superseded Exhibits L-4 and L-45 (FPC Nos. 2101-10 and -87, respec- 
tively) are eliminated from the license for the project. 

(D) Exhibit M filed July 28, 1955, revised by eliminating therefrom all refer- 
ence to Union Valley power plant on page 1, and Exhibit M (Revised) filed 
March 14, 1958, revised by eliminating therefrom the last sentence of the first 
full paragraph on page 2 thereof, are approved as part of the license for the 
project. 

(E) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) 
of the Federal Power Act and failure to file such an application shall consti- 
tute acceptance of this order. In the acknowledgment of the acceptance of 
this order, it shall be signed for the licensee and returned to the Commission 
within 60 days from the date of its issuance. 
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SOUTH GEORGIA NATURAL GAS COMPANY, DOCKET NO. CP60-11 
DECISION 


ISSUING A CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY FOR THE CONSTRUC- 
TION AND OPERATION OF CERTAIN FACILITIES AND SALES OF NATURAL GAS, 


(Issued January 12, 1961)* 
Syllabus 


1. Commission issues certificate of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act, to South Georgia, for construction of neces- 
sary facilities, and for the sale, of natural gas to Sylvester and Ocilla, 
Georgia. P. 284. 


Lawrence Dumas, Jr., and M. Camper O’Neal for South Georgia Natural Gas 
Company. 

Jerome J. McGrath, James A. Gammon and Thomas H. Adams for Home Gas 
Corporation; Charles Tipton, doing business as Tipton Gas Company; and 
Tri-County Gas and Appliance Company. 

Agnes Mae Wilson for the Staff of Federal Power Commission. 


Law, Presiding Examiner: On January 18, 1960, South Georgia Natural Gas 
Company (South Georgia) filed an application in the above-entitled matter 
for a Certificate of Public Convenience and Necessity to construct and operate 
lateral lines of 3.5-inch O. D. steel pipe to the cities of Sylvester, Georgia and 
Ocilla, Georgia, together with metering and regulating stations for the sale and 
delivery of natural gas by the Applicant to the said cities. By subsequent 
amendments, the length of the said lateral line to Sylvester is shown to be 
approximately 1.2 miles and the length of the lateral line to Ocilla to be 
1.3 miles. 

After various supplemental information requested by the Staff of this Com- 
mission was filed by South Georgia, the Secretary of the Commission issued 
a Notice of Application wherein the hearing was set for August 22, 1960, and 
a final date of August 12, 1960, was set within which objections or petitions 
to intervene might be filed. The said notice provided for a non-contested hear- 
ing, in accordance with the provisions of Section 1.30 of the Commission’s 
Rules of Practice and Procedure, in the absence of such protests or interven- 
tion petitions. On August 16, 1960, the undersigned Hearing Examiner was 
designated to preside at the said hearing in this matter. On August 12, 1960, 
Home Gas Corporation, Charles Tipton, doing business as Tipton Gas Company, 
and Tri-County Gas and Appliance Company (hereinafter referred to as the 
LPG Interveners) duly filed a joint petition to intervene in the proceeding. 

The hearing convened on August 22, 1960, in accordance to notice theretofore 
issued. At the opening of the hearing, Staff Counsel and counsel for the pro- 
posed interveners requested a recess to October 5, 1960 (no action having then 
been taken on the petition to intervene and counsel having been tentatively 
admitted for the purpose of discussing on the record the proposed date of the 
continued hearing). Upon consideration of the request made by counsel and 
it appearing that such request was reasonable, the: hearing was recessed to 
October 5, 1960. On September 2, 1960, the Commission issued an order per- 
mitting intervention by the three above-named LPG Interveners, such inter- 
vention to be limited to the grounds stated in the petition to intervene, the 


*No exceptions to the initial decision having been filed or review initiated by the 
Commission, the decision became effective on February 13, 1961, as the final decision 
and order of the Commission. 
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said interveners being engaged in the sale and distribution of liquid petroleum 
gases and in the sale of gas appliances in or near the cities of Sylvester and 
Ocilla or both. 

Hearing sessions were held on October 5 and 6, 1960. Briefs were filed by 
South Georgia, by Staff Counsel and the LPG Interveners and a final reply 
brief was filed by South Georgia on December 2, 1960. 

In earlier proceedings (Docket No. G—9892 et al) the Commission issued an 
Opinion No. 325 and order dated August 7, 1959, 22 FPC 211, in which South 
Georgia was authorized to construct and install laterals from Albany to Tifton 
and from Tifton to Fitzgerald, all in the State of Georgia. By this same 
application in Docket No. G—9892 et al, South Georgia also sought to construct 
further laterals from the Tifton-Fitzgerald lateral to the cities of Sylvester 
and Ocilla and the right to construct the facilities necessary for this service. 
The opinion and order did not authorize the service to the two cities of Ocilla 
and Sylvester or construction of the facilities useful only for the delivery of 
gas to these cities. Authorization to serve a third city (Lumpkin) was also 
denied by the order of August 7, 1959. On application for rehearing, service 
to Lumpkin was authorized by an order issued November 9, 1959. 

South Georgia has now constructed the Tifton-Fitzgerald lateral authorized 
in Docket No. G-—9892 et al. This lateral crosses Worth County, and passes 
within 1.2 miles of the city of Sylvester. It also passes within 1.3 miles of 
the city of Ocilla. Construction of the necessary facilities to receive natural 
gas and render service within the respective communities has been delayed in 
so far as concerns the communities of Ashburn, Tifton, Lumpkin and Nash- 
ville, Georgia, as well as the Town of Meigs, for service to which town a 
83-inch lateral with a length of approximately 1.7 miles was authorized in 
Docket No. G—9892 et al. In addition, the Town of Meigs has advised the 
Applicant that it proposes to postpone indefinitely the construction of its natu- 
ral gas distribution system and will not presently seek to purchase gas from 
South Georgia. 

By an order issued December 29, 1960, in Docket No. G—9892 et al, the Com- 
mission deleted from the order of August 7, 1959, as previously amended, 
authority for the construction and operation of the 1.7 miles lateral to serve 
the Town of Meigs. By the same order, the Commission extended until Decem- 
ber 31, 1960, the time for completion and beginning of operation of the facilities 
to serve Tifton and Nashville and further authorized a change in the location 
of the Nashville lateral. The change in the Nashville lateral was made because 
the community of Adel which had been expected to purchase gas from South 
Georgia was no longer considered a potential customer of South Georgia. 

The cost of construction of the additional facilities proposed by South 
Georgia in the present case is comparatively small. The entire additional 
facilities required to serve Sylvester are estimated to cost $18,789 and the 
entire cost of the additional facilities required to serve Ocilla is approximately 
$19,887. South Georgia has the necessary pipe for these laterals in stock and 
the cost of labor and other material will be paid from funds on hand. The 
Tifton-Fitzgerald lateral was so designed that South Georgia has adequate 
facilities to transport and deliver natural gas to the said two communities. 
An agreement has been entered into by Southern Natural Gas Company (South- 
ern) by which Southern agrees to provide any additional gas to South Georgia 
which may be necessary to enable South Georgia to render the service here 
proposed. 

A study of the record shows that the income to be received by South Georgia 
from the additional sales would yield a return in the third year after deprecia- 
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tion and taxes. Since construction is to be performed by utilizing materials 
on hand and by paying costs of other materials and labor from current funds, 
the problem of interest raised by the LPG Interveners in their cross-examina- 
tion and brief may be disregarded. Even a public utility such as South 
Georgia may plow back profits from other sources in hope of enlarged markets 
and profits. 

From the evidence submitted by South Georgia, it appears that the present 
facilities of that Applicant and the additional facilities for which authorization 
is sought will be adequate to provide the service proposed. The record also 
shows that South Georgia has the ability and willingness necessary to serve 
Sylvester and Ocilla, which leaves for consideration here only the question 
whether the two communities have shown their ability to construct and oper- 
ate the facilities to receive and distribute the natural gas which South Georgia 
proposes to sell and deliver to them. 


The Ocilla Distribution System 


Both the original and the present survey of the proposed system for Ocilla 
were made by the J. E. O’Toole Engineering Company, Inc., of Birmingham, 
Alabama. Mr. J. E. O’Toole, President of that company (under whose super- 
vision the surveys were made), testified at the hearing. The original survey 
was made in November 1955, and rechecked in January and May of 1959, and 
in September 1960. As a result of the latest study made by the O’Toole Com- 
pany, the system was redesigned to reduce construction cost whenever prac- 
ticable and consistent with safe and adequate service. The new design reduces 
both the total length of pipe used and the sizes of much of the pipe to be 
installed. The total distribution system is reduced from 93,900 linear feet to 
85,000 linear feet and in addition one railroad crossing has been eliminated. 
Under the earlier plan Ocilla would also use 75,000 linear feet of 1-inch I. D. 
steel pipe for service lines. It is now proposed that only 3,400 feet of 414-inch 
O. D. pipe be used for distribution mains as against 24,800 feet in the January 
1959 estimate. The 69,100 feet of 23-inch O. D. distribution lines is reduced 
to 36,200 linear feet and Ocilla now proposes to construct 21,000 feet of 14-inch 
I. D. and 25,300 feet of 1-inch I. D. transmission lines. The smallest trans- 
mission lines proposed originally were apparently 2%-inch outside diameter. 
The city now proposes to utilize 34-inch black steel pipe for service lines instead 
of the 1-inch I. D. steel pipe previously proposed for this purpose. The linear 
footage for service lines is increased from 75,000 to 80,000 feet. 

The resulting $100,000 decrease in cost of the municipal system has improved 
the earlier low earnings/cost ratio, which constituted one of the principal 
objections to the project, to 1.55 in the third year. Upon this basis Mr. Herbert 
J. Sims, of Herbert J. Sims and Company, Inc., testified that his company had 
entered into a contract with Ocilla to purchase the $245,000 of revenue bonds 
which would be issued to pay for the cost of the proposed natural gas system. 
He stated that these bonds are negotiable and could be sold on the current 
market. These bonds provide for the payment of 514% interest as well as 
retirement of the bonds from the revenues received from operation of the 
natural gas system and (in the event that natural gas revenues prove insufii- 
cient) from the net revenues of Ocilla’s existing water and sewer system. 

While we cannot recommend to any community the pledging of the revenues 
of an existing facility in order to construct a second municipal utility system, 
which (in the absence of any local industry) can only serve to make life more 
comfortable, without contributing to the economic welfare of the community, 
this is a problem primarily for the citizens of a local community and its gov- 
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erning body, subject to any restrictions placed thereon by the State of Georgia. 
We are therefore authorizing South Georgia to construct the facilities for which 
it seeks a certificate in this proceeding, upon condition that the City of Ocilla 
shall have sold the necessary bonds for the construction of the distributing 
system and have actually begun the construction thereof within 12 months 
from the date of issuance of the certificate hereinafter authorized. 


The Sylvester Distribution System 


The City of Sylvester employed Goodwin Engineers, Inc., to prepare and 
design a natural gas system for it. The company has been in existence for 
26 years. Mr. Stark B. Perry, an engineer who has been associated with that 
company since 1950 and is now a vice president thereof, testified as to the 
engineering design and market estimates for Sylvester. Goodwin Engineers, 
Ine., have designed natural gas distributing systems for approximately twenty 
cities and towns in the southeast. The original survey was made by Goodwin 
Engineers, Inc., in 1955. In April 1958, a further survey was made by Goodwin 
Engineers, Inc., under Mr. Perry’s direction. This was checked against the 
1955 survey and Mr. Perry inspected the service area personally and spot- 
checked various blocks to verify the customer information collected by his 
subordinates. His last verification trip to Sylvester was made in September, 
1960. He estimated the number of potential customers at 1,057, he also esti- 
mated the load factor for the overall operation for the Sylvester system as 
21% the first year, and 22% for the second and third years. Mr. Perry testi- 
fied that the comparable unit prices for the distribution system are based on 
experience of various other natural gas systems which his firm had designed. 
The construction cost is estimated to be $272,000, which includes two years 
interest at 514% to provide for the construction and development periods. The 
witness Sims testified that his company would be willing to enter into an agree- 
ment with Sylvester to purchase its bonds, secured only upon revenues of that 
natural gas system. He further testified that, in his opinion, the bonds are 
marketable and can be sold on the current market at the interest rate proposed. 

While the ratio of 1.53 is close enough to the usual minimum requirement 
of 1.50 for an earnings/cost ratio on such bonds as to appear marginal, we are 
impressed by the willingness expressed by Mr. Sims to commit his company 
to the purchase of the said bonds. It is shown by the engineers’ report (Hear- 
ing Exhibit No. 6) that the community does contain some light manufacturing. 
In this respect Sylvester seems to be in slightly better shape than Ocilla. We 
also note that the proposed rates for Sylvester provide for and include the pos- 
sibility of industrial sales although there is no indication that any immediate 
probability exist of the connection of industries as customers at Sylvester. 

The facilities provided for distribution in Sylvester (other than customer 
services) include only 44-inch O. D., 2%-inch O. D. and 2%-inch O. D. steel 
pipe. The present proposal provided for use of 3,200 feet less of 41%4-inch than 
originally proposed in Docket No. G-9892 et al. The 2%-inch pipe has been 
increased by about 2000 feet and the 2%-inch pipe has been decreased by about 
2000 feet. The witness stated that the change of pipe size represents no 
scaling-down, but only a re-arrangement of principal and secondary transmis- 
sion lines. The slight reduction in construction cost is (for all practical pur- 
poses) offset by increased interest charges, so that there has been virtually no 
change in overall costs of the Sylvester system. The distribution system has 
been designed to operate at pressures varying from 15 to 30 pounds per square 
inch. 
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The estimated gas use for the first 3 years was based upon the experience 
of other communities of which Mr. Perry had personal knowledge and his 
second-hand knowledge as an officer of Goodwin Engineers, Inc. The estimate 
appears reasonably conservative. We are therefore authorizing both the con- 
struction and operation of the necessary facilities, for which South Georgia 
seeks authorization and the sale and delivery of natural gas by South Georgia 
to Sylvester. 

Due to delay in the connecting of the other communities, which South 
Georgia has heretofore been authorized to serve and the apparent determina- 
tion of both Meigs and Adel (as shown in the order of December 29, 1960, in 
Docket No. G-—9892 et al), not to seek natural gas at this time, we are inclined 
to believe that the Applicant may be able to take up some slack in its existing 
markets by serving additional communities such as Ocilla and Sylvester and 
that such service may be a means of improving the economic position of South 
Georgia. We do feel, however, that the difficulty which South Georgia has 
experienced in connecting towns and cities for which service has been hereto- 
fore authorized in Docket No. G—9892 et al, requires us to place a time limit 
upon any duty of South Georgia to serve the communities of Ocilla and 
Sylvester. We are therefore providing that authority for the construction of 
facilities to serve Sylvester is conditioned upon the sale by that community of 
its bonds and the beginning of the construction of its distribution system 
within 12 months from the date of issuance of the certificate. We are further 
providing that South Georgia shall not begin construction of any facilities to 
serve the cities of Ocilla and Sylvester until such time as the respective com- 
munities present to this Commission and to South Georgia, evidence that the 
bonds of the respective communities have been sold and that the contracts 
have been signed for the construction of the distribution facilities of said com- 
munities and that construction of such facilities has actually begun. This 
restriction can work no hardship upon any one, since it is obvious that the 
construction of South Georgia’s proposed facilities can be completed in a rela- 
tively short time as compared to that required for construction of the respec- 
tive distribution systems of Ocilla or Sylvester. In the case of Sylvester, con- 
struction time of the distribution system is estimated at 150 days. The interest 
computation in the Ocilla Engineering Report indicate that a six-month con- 
struction period is anticipated in the case of the distribution system of that city. 


The LPG Interveners 


The LPG Interveners labored ceaselessly in both their cross-examination and 
brief to point out matters which, they allege, show the project not to be eco- 
nomically feasible for the Applicant or for the two cities involved. We are 
inclined to believe that they protest too much and that the very fact of their 
protests indicate that they fear the proposed service will be successful and 
result in reducing their sales of liquid petroleum gases. While we appreciate 
the fact that the introduction of natural gas to additional communities will 
probably have some adverse effect on vendors of liquid petroleum fuels, we are 
inclined to believe that there are advantages to be derived from the construc- 
tion of a stable gas system, in which distribution is through mains, over the 
use and storage upon the user’s premises of highly combustible liquids, which 
more than offset any possible loss to the general economy of the communities 
through probable reduction of the sales now being made by the LPG Interveners. 

If there is any serious doubt as to the economic feasibility of the project 
from the stand-point of the two communities of Ocilla and Sylvester, we do 
not believe that the option to construct will be taken up within the 12 month 
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period which we hereinafter provide for. In that event the LPG Interveners 
will have no problem of lost customers and South Georgia will not be indefi- 
nitely committed to furnish a supply of natural gas to the two communities. 
We are inclined to believe the complaints of the LPG Interveners arise not 
from any altruistic fear that the project will be unsuccessful and that South 
Georgia and the two cities will lose money thereby, but rather from fear that 
it will be successful and that such success will tend to diminish the liquid 
fuel markets of the said interveners. 

In the brief filed by Staff Counsel, it is recommended that the Applicant 
(South Georgia) be authorized to serve the cities of Sylvester and Ocilla and 
to construct the necessary facilities for such service. Staff counsel submitted 
the only, recommended formal findings and conclusions presented by any par- 
ticipant in these proceedings. These findings and conclusions have been here- 
inafter utilized, with certain necessary additions. 


FURTHER FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record in this proceeding including the 
pleadings and briefs and in addition to the findings and conclusions herein- 
before stated, it is further found and concluded that: 

(1) South Georgia Natural Gas Company is a “natural-gas company” within 
the meaning of the Natural Gas Act, by reasons of the sales being made and 
the completion and placing in operation of the facilities constructed under 
authorization of an initial decision filed August 2, 1954, in Docket No. G—1915, 
which subsequently became the action of the Commission under and by reason 
of the provisions of Section 1.30 (d) (3) of the Commission’s Rules of Practice 
and Procedure. 

(2) The facilities proposed to be constructed and operated, as hereinbefore 
described, are proposed to be used in the transportation and sale of natural 
gas in interstate commerce to the cities of Ocilla and Sylvester, Georgia, for 
resale to the public, subject to the jurisdiction of the Commission, as an in- 
tegral part of South Georgia’s existing pipeline system, and the construction 
and operation thereof by South Georgia are subject to the requirements of 
subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) South Georgia has, under various contracts with Southern, adequate 
supplies of natural gas to meet the estimated third year requirements of Syl- 
vester and Ocilla. 

(4) The existing facilities of South Georgia are adequate for the transpor- 
tation of the natural gas, for sale of which a certificate is here sought from 
the point of acquisition from Southern to the points of take-off of the pro- 
posed Sylvester and Ocilla laterals from the existing Tifton-Fitzgerald lateral 
of South Georgia. 

(5) The facilities, which South Georgia here proposes to construct, are 
adequate for the presently proposed service to Sylvester and Ocilla. 

(6) The sale of natural gas by South Georgia to Sylvester and Ocilla which 
is here proposed, and the construction of the facilities therefor will not place 
any undue burden upon the existing resale customers of South Georgia. 

(7) The proposed construction and operation of the facilities hereinbefore 
described are required by the public convenience and necessity, and a certifi- 
cate therefor should be issued as hereinafter ordered and conditioned. 

(8) South Georgia is able and willing properly to do the acts and to per- 
form the service proposed and to conform to the provisions of the Natural 


Gas Act and the requirements, rules, and regulations of the Commission there- 
under. 
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(9) Public convenience and necessity requires that the motion to amend the 
application to conform to the proof, made orally on behalf of South Georgia 
on Thursday, October 6, 1960, following the close of presentation of evidence 
and appearing at page 364, line 11, through page 367, line 16, of the transcript 
should be granted. 

(10) The public convenience and necessity require that this certificate be 
so conditioned as to each of the two cities of Ocilla and Sylvester, that as to 
each of the two groups of facilities here involved, the said certificate shall 
be void and of no effect unless the said city (in each instance) shall submit 
to this Commission and to South Georgia, within 12 months of the issuance 
of said certificate, proof that the bonds of the respective city providing funds 
for said construction, have been sold and that the contract has been let and 
work actually begun upon the construction of the said facilities. 

(11) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter issued to South 
Georgia and to the exercise of the rights granted thereunder, and that the 
time within which construction of each of the groups of the facilities author- 
ized by this order shall be completed and placed in actual operation should 
be fixed at 5 months in the case of Sylvester and 6 months in the case of 
Ocilla from the date on which each of said cities shall have submitted to this 
Commission and South Georgia the proof of the sale of bonds and the begin- 
ning of construction under contract referred to in the preceeding paragraph 
hereof. 

ORDER 


WHEREFORE, IT Is OrDERED, Subject to review by the Commission that: 

(A) The motion of South Georgia Natural Gas Company, to conform the 
application to the proof, made orally upon the record on October 6, 1960, is 
hereby granted. 

(B) A Certificate of Public Convenience and Necessity is hereby issued to 
South Georgia Natural Gas Company, authorizing sale and delivery of natural 
gas by South Georgia to the cities of Sylvester and Ocilla, Georgia, and the 
construction and operation of the additional facilities necessary to the con- 
summation of such sales and deliveries, all as more fully described in the 
application filed January 18, 1960, in this proceeding, as now amended. 

(C) The provisions of this certificate are severable as to the service and 
the facilities therefor to the two cities of Sylvester and Ocilla, Georgia. 

(D) This certificate shall not be effective as to the sales and the additional 
facilities necessary to the consummation of such sales to either of said cities 
of Sylvester and Ocilla, Georgia, unless, and until the said city shall have 
presented proof, to this Commission and to South Georgia, that the necessary 
bonds for the construction of its proposed distribution system (as described 
in the record) have been sold and that a contract for the construction of such 
distribution system has been let and construction begun under said contract. 

(E) South Georgia Natural Gas Company shall be under no obligation to 
sell and deliver natural gas to either of the cities of Sylvester and Ocilla or 
to construct additional facilities for the purpose of consummating such sale or 
sales, unless such city shall, within 12 months from the date of this order, 
have submitted to this Commission and to South Georgia Natural Gas Com- 
pany the proof described in paragraph (D) hereof. 

(F) The general terms and conditions set forth is paragraphs (a), (b), 
(c) (3), (¢) (4), and (e) of Section 157.20 of the Commission’s Regulations 
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under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (B) hereof and the exercise of the rights granted there- 
under. 

(G) The time within which the facilities hereby authorized for service to 
Sylvester and Ocilla, Georgia, shall be constructed and placed in actual opera- 
tion as provided by paragraph (b) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act is hereby fixed at 5 months in the case of 
Sylvester and 6 months in the case of Ocilla from the date on which each of 
the said cities may hereafter submit, to the Commission and to South Georgia 
Natural Gas Company the evidence described in paragraph (D) hereof. 

Gen R. Law, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PUBLIC UTILITY DISTRICT NO. 2 OF GRANT COUNTY, WASHINGTON, 
PROJECT NO. 2114 


ORDER FURTHER AMENDING LICENSE (MAJOR) 
(Issued February 14, 1961) 


Application was filed December 31, 1959 by Public Utility District No. 2 of 
Grant County, Washington, licensee for major Project No. 2114, located on the 
Columbia River in Chelan, Douglas, Kittitas, Grant, Yakima, and Benton 
Counties, Washington, for further amendment of the license for the project to 
include therein a proposed third 230-kilovolt, single-circuit transmission line 
extending approximately 7.2 miles from the project’s Priest Rapids powerhouse 
to the Midway Substation of the Bonneville Power Administration. 

The proposed line, to be known as Priest Rapids-Midway 230-kv Line No. 3, 
will closely parallel the existing similar Line No. 1 of the project. 

The Chief of Engineers and the Secretary of the Army have reported that 
the proposed third line is satisfactory insofar as the interests of navigation 
are concerned, subject to the issuance of a permit for construction of the line 
by the District Engineer, Corps of Engineers, Seattle District. 

The Commission finds: 

(1) The license, further amended as hereinafter provided, is in the public 
interest. 

(2) Public notice of the application has been given. No protests have been 
received. 

(3) A preliminary investigation of the approximate route of the proposed 
third line indicates that no lands of the United States will be affected. 

(4) The proposed third line will serve as part of the project within the 
meaning of Section 3 (11) of the Federal Power Act and should be included 
in the license for the project. 


The Commission orders: 

(A) The license for Project No. 2114, as amended, is further amended, ef- 
fective as of January 1, 1960, by changing the word “two” appearing in line 
20 of sub-paragraph (1) of paragraph (b) of the Commission’s order issued 
March 3, 1959 to the word “three”. 

(B) This amendment in the manner set out above shall not operate to 
alter or amend the license in any other respect, and shall not in any wav 
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constitute a waiver of any other part, provision or condition of the license 
as heretofore amended. 

(C) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) 
of the Federal Power Act and failure to file such an application shall con- 
stitute acceptance of this amendment of license. In acknowledgment of the 
acceptance of this amendment of license, it shall be signed for the licensee 
and returned to the Commission within 60 days from the date of issuance of 
this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ALFRED C. GLASSELL, JR., ET AL., DOCKET NO. RI60-130 


ORDER DENYING MOTION FOR RECONSIDERATION AND MODIFICATION OF NOTICE OF 
EFFECTIVENESS OF PROPOSED RATE CHANGE AND REQUIRING FILING OF BOND TO 
ASSURE REFUND OF EXCESS CHARGES 


(Issued February 15, 1961) 


On January 16, 1961, Alfred C. Glassell, Jr., et al., (Glassell) filed a motion! 
seeking rehearing, reconsideration and modification of the Commission’s Notice 
issued herein on December 16, 1960, pertaining to Glassell’s motion to make 
effective.the increased rate contained in Supplement No. 5 to Glassell’s FPC 
Gas Rate Schedule No. 1, applicable to jurisdictional sales of natural gas to 
Tennessee Gas Transmission Company produced from the Carthage Field, 
Panola County, Texas (Railroad District No. 6). 

This proceeding involves a proposed redetermined increased rate to 14.4248¢ 
per Mcf at 14.65 psia contained in Glassell’s afore-mentioned supplement and 
suspended by the Commission’s order issued February 10, 1960, until July 11, 
1960, and thereafter until such time as it is made effective in the manner 
prescribed by the Natural Gas Act. On November 3, 1960, Glassell filed their 
motion to make the suspended rate effective in the manner prescribed by 
Section 4 (e) of the Natural Gas Act. On December 16, 1960, the Commission 
issued its Notice of effectiveness of proposed rate change requiring Glassell 
to file a surety bond and to charge and collect the increased rate contained 
in Supplement No. 5 to their FPC Gas Rate Schedule No. 1 as of November 3, 
1960, subject to refund. By their motion for reconsideration, Glassell is seek- 
ing deletion of this requirement that they file bond and charge and collect 
the increased rate. 

In their motion, Glassell states that (1) under Section 4 (e) of the Natural 
Gas Act, the giving of a bond is not prerequisite to the becoming effective of 
a proposed rate increase; (2) that the only statutory authority for requiring 
a bond is that the Commission may require a bond as a condition to the col- 
lection of a proposed rate increase; (3) that their motion filed on November 8, 
1960, simply required that the rate of 14.4248¢ per Mcf be made effective and 
did not propose that such increased rate be collected under bond or otherwise 
subject to refund; and (4) that their said motion was filed in accordance with 
the recent decision in Associated Oil € Gas Co. v. FPC, 280 F. 2d 31 (5th Cir., 
1960). In addition, Glassell states that their motion filed on November 8, 


1A petition for rehearing of an intelocutory order such as here involved may not 
properly be filed. [Section 1.30 (e) of the Rules of Practice and Procedure (18 CFR 
1.30 (e))]. The instant tender has been considered as a motion for reconsideration pur- 
suant to Section 1.12 of the Commission’s Rules of Practice and Procedure. 
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1960, to make their proposed change in rate effective, complied with Section 
154.102 of the Commission’s Regulations under the Natural Gas Act, as it ex- 
isted on that date, and that their said motion recognized the dichotomy pro- 
vided in Section 154.102 of the Commission’s Regulations between a proposed 
rate increase “becoming effective” and the “collection” of such proposed rate 
increase; that subsequent to the filing of their motion, the Commission issued 
its Order No. 230 on December 5, 1960, amending Section 154.102 which order 
expressly provided that “(E) These amendments shall pe effective on the issu- 
ance of this order.” Glassell contends that it is clear that amendment of 
Section 154.102, as provided in Order No. 230, does not affect their motion to 
make the proposed rate increase effective. 

In support of their motion, Glassell contends that one of the reasons under- 
lying their decision not to exercise their statutory right to collect the in- 
creased rate under bond or otherwise subject to refund is the fact that 68% 
of the proposed increase is attributable to the interest of twelve spendthrift 
trusts. Glassell states that there are serious legal questions as to the power 
of the trustees to assume any obligations to refund the increased amounts 
that would be collected, plus interest, and/or to incur the expense of the bond 
which the Commission would require. In addition, Glassell states that they 
did not propose to collect the increased rate under bond, and the giving of a 
bond is not a condition to the becoming effective of the proposed rate increase, 
and that they believe that the Commission’s Notice dated December 16, 1960, 
is erroneous insofar as it would require them to file a surety bond and charge 
and collect the proposed rate increase subject to- refund. 

The Commission on December 5, 1960, issued Order No. 230 in Docket No. 
R-193, 24 FPC 1058, amending Section 154.102 of the Commission’s Regulations 
under the Natural Gas Act. That order requires that increased rates made 
effective pursuant to a motion filed under Section 4 (e) of the Natural Gas 
Act shall be charged and collected. Glassell’s assertion that Order No. 230 is 
inapplicable to the subject increased rate because Glassell’s motion was filed 
prior to the issuance of Order No. 230 is clearly inapposite. Glassell’s motion 
pertains only to their increased rate becoming effective, while Order No. 230 
relates to the collection of those increased rates made effective pursuant to 
Section 4 of the Natural Gas Act. 

Glassell’s reliance on the Associated decision to support their position that 
they need not collect their increased rates is misplaced. For the Associated 
ease holds only that the filing of a surety bond is not a condition precedent to 
an increased rate becoming effective. Such decision has no effect on the sepa- 
rate and distinct right of the Commission to require respondent to collect an 
increased rate made effective under Section 4 of the Natural Gas Act. 

The policy decision enunciated by the Commission in Order No. 230 to re- 
quire collection of increased rates is clearly in accord with the filed rate doc- 
trine as announced by the Supreme Court in the Montana-Dakota case. The 
Court there held that the company “can claim no rate as a legal right which 
is other than the filed rate, whether fixed or merely accepted by the Commis- 
sion, and not even a court can authorize commerce in the commodity on other 
terms.” And as the EKourth Circuit in an earlier opinion in Hope Natural Gas 
Company v. FPC clearly stated (134 F. 2d 287, 311): 


When rates were filed with the Commission pursuant to Section 4 (c) 
of the Act they become the only lawful rates which the utility could 
charge or accept (citing cases). 


2 Montana-Dakota Utilities Company-Northwestern Public Service Company, 841 U.S. 
246, 251. 


693-489—64——_21 
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Furthermore, if independent producers were not required to collect increased 
rates made effective by motion, serious problems would confront not only pipe- 
line purchasers of natural gas and, in turn, distribution company purchasers, 
but also the Commission itself in the administration of the Natural Gas Act. 

In view of the foregoing, it is concluded that Glassell’s motion should be 
denied. 


The Commission finds: 


Glassell’s motion sets forth no new matters or principles of law which were 
not fully considered by the Commission when it issued its Notice herein on 
December 16, 1960, or which, now being considered, warrant any change in or 
modification of such Notice. 


The Commission orders: 

The motion for reconsideration and modification of the Commission’s Notice 
issued herein on December 16, 1960, so as to delete therefrom any require- 
ment that Glassell file a surety bond and charge and collect their increased 
rate subject to refund, is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G-12221 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued February 16, 1961) 


On November 28, 1960, El Paso Natural Gas Company (Applicant), P. O. Box 
1492, El Paso, Texas, filed a petition to amend the Commission’s order issued 
July 19, 1957, in Docket No. G—12221, 18 FPC 57, which order issued a certifi- 
cate of public convenience and necessity to Pacific Northwest Pipeline Corpora- 
tion (now El Paso Natural Gas Company) authorizing, inter alia, the delivery 
of natural gas on a direct, interruptible basis to the Northwestern Portland 
Cement Company near Grotto, King County, Washington. 

Said petition to amend seeks authorization to make the aforesaid delivery 
and sale to Pacific Natural Gas Company (Pacific Natural), an existing cus- 
tomer of Applicant, on a firm basis for resale to Ideal Cement Company, suc- 
cessor to Northwestern Portland Cement Company, for use in the same cement 
plant near the community of Grotto. 

Pacific Natural holds a certificate of public convenience and necessity from 
the Washington Public Service Commission to serve the area near the afore- 
said cement plant. 

The purpose of the subject petition to amend is to eliminate Applicant’s direct 
sale to this industrial customer and to substitute Pacific Natural as the pur- 
chaser, thereby permitting the locally regulated utility to supply the service 
to the cement plant. 

The facilities authorized to be constructed and operated by Applicant to 
serve the cement plant in the original certificate order of July 19, 1957, will 
be used to serve Pacific Natural and service is proposed to be rendered under 
Applicant’s filed DI-1 rate schedule. The volume of natural gas involved was 
limited by said order of July 19, 1957, to a maximum of 8,350 Mef per day. 
Ideal’s presently estimated requirement is a maximum of 2,857 Mcf per day. 

Notice of the subject petition to amend was published in the Federal Register 
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on January 14, 1961 (26 FR 314). No petition to intervene or protest to the 
granting of said petition has been received. 


The Commission finds: 


It is in the public interest and appropriate in carrying out the provisions 
of the Natural Gas Act that the Commission’s order issued July 19, 1957, in 


Docket No. G—12221 (Docket No. G—12221, et al., 18 FPC 57), be amended as 
hereinafter ordered. 


The Commission orders: 


(A) So much of Paragraph (A) of the Commission’s order issued July 19, 
1957, in Docket No. G—12221, et al., as authorized El Paso Natural Gas Com- 
pany’s predecessor, Pacific Northwest Pipeline Corporation, to deliver natural 
gas to Northwestern Portland Cement Company be and the same is hereby 
amended to authorize the delivery of said natural gas to Pacific Natural Gas 
Company on a firm basis for resale to Ideal Cement Company, successor to 
Northwestern Portland Cement Company. 

(B) In all other respects, said order issued July 19, 1957, in Docket No. 
G—12221, et al., shall remain unchanged and in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTHWESTERN 
POWER ADMINISTRATION, DOCKET NO. E-6973 


ORDER CONFIRMING AND APPROVING RATE SCHEDULE 
(Issued February 16, 1961) 


Pursuant to the Flood Control Act of 1944 (58 Stat. 887), the Secretary of 
the Interior on behalf of the Southwestern Power Administration (SWPA), on 
December 7, 1960, submitted for confirmation and approval, a schedule of rates 
and charges for Supplemental Peaking Power Service to Arkansas Electric 
Cooperative Corporation (Arkco). Approval of the proposed rate schedule 
designated “SP-1”, is requested for a period extending from July 1, 1965 to 
July 1, 1970. 

SWPA’s presently effective rate schedules for various services rendered in 
its service area, were approved by the Commission for a five-year period termi- 
nating August 9, 1962, by orders issued August 9, 1957, June 11, 1958 and 
October 1, 1959, in Docket No. IT-5971. Those schedules were designated as 
F-1 for Wholesale Firm Service, P-1 for Wholesale Peaking Power Service, 
IC for Interruptible Capacity, EE for Excess Energy and SP for Special Whole- 
sale Low-Load Factor Peaking Power. 

Rate Schedule SP and P-1 are the same, both as to form and pricing. The 
SP Schedule, however, provides for the delivery of 1200 kwh per kw of capacity 
during each fiscal year; whereas, 1800 kwh per kw is provided for in the P-1 
Schedule. Contractually, purchasers under both schedules are limited in the 
amount of energy which can be taken during each month and during any con- 
secutive seven-month period. 

The proposed Rate Schedule SP-1 provides for peaking service at the same 
rates and charges as the P-1 and SP schedules. It differs from the SP (1200 
kwh allowance) rate in that Arkco may take an additional 75 kwh per kw 
during each of the months of October through May. The contractual limita- 
tions on the scheduling of energy are applicable to the 1200 kwh entitlement, 
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but not to the additional 75 kwh allotted to Arkco under SP-1. It is requested 
that the rate be effective for the five-year period beginning July 1, 1965; it 
will be available only to Arkco. 

The proposed Rate Schedule is as follows: 


RATE SCHEDULE SP-1 
Applicable: 


To the Power Sales Agreement dated November 28, 1960 (Contract No. 
14-02-001-938), between the Southwestern Power Administration (SWPA) and 
the Arkansas Electric Cooperative Corporation. 


Amount of Energy with Supplemental Peaking Power Capacity: 

Energy associated with supplemental peaking power service will be made 
available in the following amount: 

(i) 1200 kilowatt-hours per kilowatt of supplemental peaking contract de 
mand during each contract year which shall be the twelve-month period be- 
ginning on July 1 of each year; plus 

(ii) 75 kilowatt-hours per month per kilowatt of supplemental peaking con- 
tract demand during the months of October, November, December, January, 
February, March, April and May of each contract year. 


Character and Condition of Service: 


Supplemental peaking power service will be delivered as three-phase alter- 
nating current, at approximately 60 cycles per second, at such point or points 
of delivery and at such voltages as are specified by contract. 


Annual Rates: 


DEMAND CHARGE: $19.20 per year per kilowatt of supplemental peaking 
contract demand, payable at the rate of $1.60 per month per kilowatt of con- 
tract demand. 


ENERGY CHARGE: $0.002 per kilowatt-hour. 
Discounts for Conditions of Service. 


(a) A discount of $1.20 per kilowatt of supplemental peaking billing demand 
per year will be allowed on the total annual charge for supplemental peaking 
power service if delivery of power and energy is made from the 69 kv, 138 kv, 
or 161 kv transmission facilities owned or leased by SWPA and if transforma- 
tion and substation facilities are required at the point of delivery and are 
furnished by Arkco at no cost to SWPA. Discount is payable at the rate of 
$0.10 per month per kilowatt of supplemental peaking contract demand. 

(b) A discount of $4.80 per kilowatt of supplemental peaking billing de- 
mand per year will be allowed on the total annual charge for supplemental 
peaking power service if delivery of power and energy is made from, and at 
the voltage of, the 138 kv or the 161 kv transmission facilities owned or leased 
by SWPA or at lower or intermediate voltages from substations directly con- 
nected to such transmission facilities, and if SWPA is thereby relieved of 
additional transmission costs. Discount is payable at the rate of $0.40 per 
month per kilowatt of supplemental peaking contract demand. 


Minimum Bill: 


$1.60 per month per kilowatt of supplemental peaking contract demand less 
applicable discounts for conditions of service. 


Supplemental Peaking Contract Demand: 


The supplemental peaking contract demand will be the maximum rate in 


kilowatts which SWPA is, by contract, obligated to deliver associated energy 
to Arkco. 








FEDERAL POWER COMMISSION 291 


Supplemental Peaking Billing Demand: 


The supplemental peaking billing demand for any month shall be the sup- 
plemental peaking contract demand. 


Adjustment in Supplemental Peaking Billing Demand: 
For Reduction in Demand: 


In the event of one or more reductions in Arkco’s demand during any 
monthly billing period, each of which continues for two hours or more, due 
to the inability of SWPA to supply the supplemental peaking contract demand, 
the supplemental peaking billing demand for such period shall be reduced for 
each such reduction in demand by an amount equal to the reduction in demand 
(in kilowatts) times the ratio that the number of hours of each such reduc- 
tion bears to the total number of scheduled hours in such billing period. 


For Power Factor: 


None. Arkco normally will be required to maintain a power factor at the 
points of delivery of not less than 90% lagging. 

The Secretary advises that the sale of power under the proposed rate sched- 
ule is part of a plan to supply the long-term requirements of Arkco’s member 
cooperatives. This plan includes the construction by Arkco of a 50,000 kw 
steam generating plant and the purchase by Arkco of the entire output of the 
Dardanelle project which is now being constructed by the United States Corps 
of Engineers. It is expected that this project will be completed about July 1, 
1965. The output of the project will be sold at the project bus at the cost 
allocated to power and will include SWPA’s marketing and transmission costs 
associated with marketing the project power. Arkco will resell the Dardanelle 
output to Arkansas Power & Light Company and as a part of a package deal, 
will arrange for SWPA to re-purchase the proposed special peaking power at 
the SP-1 rate. In the final transaction, Arkco will sell the supplemental 
peaking service to Southwestern Electric Power Company who will provide 
firm service to Arkco’s member cooperatives. According to the Secretary, 
SWPA’s “present repayment ability” will not be affected since the revenue 
from the sale of SP-1 power will exactly equal SWPA’s cost of obtaining it. 

The request for approval of the proposed SP-1 rate for a period from 1965 
through 1970 is noted. The administrative practice of reviewing the rate 
schedules of SWPA every five years for the purpose of determining whether 
any adjustments should be made as a result of changes in SWPA’s system 
costs has been long established. The next review of SWPA’s system rates is 
scheduled for August, 1962 and our orders of approval have been limited 
accordingly. In accordance with this policy, SWPA’s rates would again be 
reviewed in 1967. Since the service under the proposed rate schedule will not 
be rendered in 1962, the year of the next scheduled review, it is reasonable to 
assume that the proposed rate will not be affected by such review. However, 
it is impossible to foretell the results of the review in 1967. The request 
would allow the proposed rate to be maintained until 1970 even though the 
review of the cost of service in 1967 may indicate the need for a change. The 
claim that the cost of power purchased under the proposed SP-1 rate will 
equal the revenues from the power sold under this rate may not necessarily 
hold true until 1970 inasmuch as the service rendered under this rate will be 
furnished from the entire power system of SWPA. Therefore, we do not be- 
lieve that such a request is justified. Accordingly, our approval will be lim- 
ited to the period expiring in 1967. 

Notice of the filing of the proposed rate schedule was published in the 
Federal Register on January 12, 1961, requesting that any comments or sug- 
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gestions with respect thereto be submitted on or before January 20, 1961. No 
comments or suggestions have been received. 


The Commission finds: 


The proposed rate schedule for the Supplemental Peaking Power Service 
designated Rate Schedule SP-1 for the period beginning July 1, 1965 and 
expiring August 9, 1967 will not be inconsistent with the provisions of the 
Flood Control Act of 1944. 


The Commission orders: 


The proposed rate schedule for Supplemental Peaking Power Service desig- 
nated as SWPA’s Rate Schedule SP-1, all as set forth above, is confirmed and 
approved for a period beginning July 1, 1965 and terminating August 9, 1967. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ATLANTIC SEABOARD CORPORATION, DOCKET NOS. G-12196, 
G-16817, G-18422, G—19326, G—20272 


OBDER DENYING MOTION FOR CLARIFICATION AND MODIFICATION OF HEARING 
AND PROCEDURAL ORDER 


(Issued February 17, 1961) 


Lynchburg Gas Company (Lynchburg), a Viriginia corporation with its 
principal place of business in Lynchburg, Virginia, filed on January 23, 1961 a 
motion for clarification or modification of the order of the Commission issued 
January 10, 1961 (1) fixing a date of hearing concerning certain issues pre- 
sented by a Settlement Agreement filed by Atlantic Seaboard Corporation 
(Seaboard) on September 12, 1960, and objections of Lynchburg presented in 
its answer filed September 20, 1960 to Seaboard’s proposal; (2) prescribing 
procedures; and (3) allowing certain revised tariff sheets to become effective 
subject to the provisions of all orders issued and to be issued in the proceed- 
ing in Docket No. G—20272. 

The motion of Lynchburg contains assertions of fact which are wholly in- 
supportable, and upon the assumption of the validity of such facts contends 
in substance the Commission is without authority under the Natural Gas Act 
to dispose of rate proceedings by any means other than by a formal hearing 
involving all the issues that may be presented in such a proceeding. 

It is clear to the Commission that the Natural Gas Act does not so unrea- 
sonably restrict the administrative powers of the Commission. On the con- 
trary, the Act clothes the Commission with discretionary powers concerning 
the administration of the Act, and the disposition of rate proceedings under 
Section 4 thereof. The authority granted the Commission by Section 16 of 
the Act is sufficient, in the Commission’s judgment, to enable it to determine 
the reasonableness of proposed settlement agreements on the record available 
to the parties to such agreement. 

It is appropriate that the Commission consider the proposals of Seaboard, 
the expressed agreement of all customer companies of Seaboard, except Lynch- 
burg, and if within the area of reasonableness consistent with public interest, 
effect a disposition of the proceeding. The Commission by its order issued 
January 10, 1961, has also afforded Lynchburg full opportunity to present 
evidence as to the nature and extent of its objections to the proposed settlement. 
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The Commission after considering the motion of Lynchburg finds that the 
order of the Commission issued January 10, 1961, is clear and explicit, and 
does not require either clarification or modification. 

The Commission finds: 

It is appropriate to the proper administration of the Natural Gas Act, the 
Regulations of the Commission and the Rules of Practice and Procedure re- 
lating thereto, that the motion of Lynchburg filed on January 23, 1961 be 
denied. 

The Commission orders: 


The motion of Lynchburg filed January 23, 1961 for clarification or modifi- 
eation of the order of the Commission issued January 10, 1961, in these dock- 
ets hereby is denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


CARTER-JONES DRILLING COMPANY (OPERATOR), ET AL., 
DOCKET NO. RI61-202 


ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDING 


(Issued February 17, 1961) 


On January 23, 1961, Carter-Jones Drilling Company (Operator), ef al. 
(Carter-Jones) filed a “Motion to Re-submit Offer of Settlement” and “Motion 
to Make Effective Suspended Change in Rate,” both in the above-entitled pro- 
ceeding. This proceeding concerns a proposed renegotiated rate increase, filed 


September 30, 1960, and contained in Supplement No. 8 to Carter-Jones’ FPC 
Gas Rate Schedule No. 2, of from 10.0¢ to 14.49¢ per Mcf at 14.65 psia, inclu- 
sive of tax reimbursement, for sales of natural gas to Lone Star Gas Company 
(Lone Star) from the Carthage Field, Panola County, Texas, and subject to 
the jurisdiction of the Commission. By order issued October 28, 1960, in 
Docket No. RI61-—202, the proposed increased rate was suspended and the use 
thereof deferred until March 31, 1961, and thereafter until made effective in 
the manner prescribed by the Natural Gas Act. 

Also on September 30, 1960, Carter-Jones filed an offer of settlement, to- 
gether with a supplemental agreement amending its gas-sales contract with 
Lone Star, the latter contained in Supplement No. 7 to Carter-Jones’ FPO 
Gas Rate Schedule No. 2. Among other things the offer of settlement pro- 
vided for a rate of 14.0¢ per Mcf, plus tax reimbursement of .49¢ per Mcf, 
and, while eliminating the favored-nation provision from the contwact, pro- 
vided for a fixed periodic price escalation to 16.0¢ per Mcf, plus tax reimburse- 
ment of .56¢ per Mcf in July of 1963. This offer of settlement was denied by 
letter dated December 29, 1960, sent by direction of the Commission, which 
stated as grounds for denial “* * * that the proposed future escalation pro- 
vided for * * * exceeds the maximum escalation specified * * * [in the Second 
Amendment to Statement of General Policy No. 61-1].” 

The amended offer of settlement by Carter-Jones, filed herein on January 
23, 1961, meets the requirements of the Second Amendment to Statement of 
General Policy No. 61-1, issued December 20, 1960, 24 FPC 1107, and is accepta- 
ble. The price increase to a total of 14.499 per Mcf remains the same as orig- 
inally proposed, and is below the area-price level for Texas District No. 6 of 
14.6¢ per Mcf at 14.65 psia for rate schedules which contain fixed periodic 
price-escalation provisions and from which favored-nation and price-redetermi- 
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nation provisions have been eliminated. The fixed escalation provisions as 
now proposed provide for an increased price of 1.0¢ per Mcf every five years, 
commencing in July of 1963, plus tax reimbursement not to exceed 0.6¢ per 
Mcf. The favored-nation provision is eliminated as originally proposed, the 
contract term is extended by more than seven years, minimum delivery pres- 
sure is reduced from 1,200 to 1,050 psig, and buyer is required to reimburse 
seller for 75% of any future tax increase. 

Carter-Jones also filed on January 23, 1961, a further amendment to its gas- 
sales contract with Lone Star (Supplement No. 1 to Supplement No. 7), em- 
bodying the provisions now proposed. Carter-Jones states that it makes its 
offer of settlement for itself and the non-operators! and that it is authorized 
to do so. Lone Star, in addition to executing the amended gas-purchase con- 
tract, has joined and concurred in the offer of settlement. 

No petitions to intervene have been filed in this proceeding and no com- 
ments or protests have been received with respect to the offer of settlement. 
Carter-Jones’ request for an effective date of October 1, 1960 for its proposed 
settlement rate increase has not been shown to be justified, and an effective 


date 30 days after the date of filing of the instant amendatory agreement is 
hereinafter provided. 


The Commission finds: 


The offer of settlement filed on September 30, 1960 by Carter-Jones, as re- 
vised in its “Motion to Re-submit Offer of Settlement” filed January 23, 1961, 
in Docket No, RI61-202, is, with the exception of the effective date proposed, 
reasonable, proper, and in the public interest in carrying out the provisions 
of the Natural Gas Act, and such proposal, with the exception stated above, 
should be approved and made effective as hereinafter provided. For the same 
reasons, Carter-Jones’ motion to terminate this proceeding, contained in its 


“Motion to Make Effective Suspended Change in Rate” filed January 23, 1961, 
should be granted. 


The Commission orders: 


(A) the offer of settlement filed herein on September 30, 1960, as revised 
January 23, 1961, with the exception of the effective date proposed, is hereby 
accepted. 

(B) The Amendatory Agreement entered into January 10, 1961, and filed 
January 23, 1961, designated as Supplement No. 1 to Supplement No. 7 to 
Carter-Jones’ FPC Gas Rate Schedule No. 2 and superseding Supplement No. 7 
filed September 30, 1960, is hereby accepted for filing. 

(C) Supplement No. 8 to Carter-Jones’ FPC Gas Rate Schedule No. 2, con- 
taining the notice of change in rate to 14.49¢ per Mcf suspended in Docket 
No. RI61-202, is hereby allowed to become effective without obligation to re- 
fund on February 23, 1961. 

(D) The proceeding in Docket No. RI61-202 is hereby terminated. 

(E) The acceptance of this settlement is without prejudice to any findings 
or determinations that may be made in any other proceeding now pending 
or hereinafter instituted by or against Carter-Jones. In addition, acceptance 


1 The non-operators listed are as follows: L. L. Allums, C. R. Bundy, Roy G. Carter, 
Maurice Cohen, Laverne Hill Collum, Harold Donnell, C. L. Du Puy, Frank Elder, Jr., 
F. R. Files, Douglas Godfrey, A. R. Graves, C. O. Graves, J. T. Harris, H. C. Holland, 
G. J. Hollandsworth, Hyman Hurwitz, Sam Hurwitz, F. M. Keeling, Clarence Keese, 
Blizabeth Laney, Lyons & Logan, J. Robert McCollum, Bobby Manziel Estate, A. Mar- 
shall, Mendel Melasky, Merritt Tool Company, A. P. Merritt, Nafco Oil & Gas, Ine., 
Dan Oppenheimer, Bryant Penn, W. M. Plaster, W. C. P’Pool, Jack E. Price, Smith P. 
Reynolds, Henry R. Rose, A. M. Rozeman, Allan Shivers, Skelly Oil Company, Roy 
Snider, The Texstar Corporation, J. L. Tune, T. L. Tune, Jr., and John Young. 
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of this settlement shall not be construed as approval of any future increased 
rates proposed by Carter-Jones under the fixed escalation provisions contained 
in any of its gas rate schedules filed with this Commission. 


EAST TENNESSEE NATURAL GAS COMPANY, DOCKET NO. G-5470 


‘ORDER MODIFYING IN PART AND ADOPTING IN PART INITIAL DECISION OF PRESIDING 
EXAMINEB DISALLOWING PROPOSED INCREASED RATES AND PROVIDING FOR REFUND 


(Issued February 17, 1961)* 
Syllabus 


1. Because of marked change in use by different classes of service through 
“locked-in” period, multiple test years are used, in determining cost of 
service. P. 296. 

2. Demand costs should be allocated to classes of customers in accordance with 
relative peak period deliveries. P. 297. 

3. Since Commission is concerned here with fixing rates not for future but for 
a past period in which facts of actual operations are known, peak periods to 
be used for allocating demand costs between jurisdictional and non-juris- 
dictional customers should be related to periods in which demand costs 
were incurred. P. 297. 

4. Appropriate method of distributing demand costs in this case for 1955 and 
1956 (locked-in period) is by averaging deliveries to jurisdictional and non- 
jurisdictional customers during 3-day peak periods of both winter seasons 
which formed a part of each calendar year. P. 299. 

5. Since Commission is concerned with only 1st half of 1957 (part of a locked- 
in period), in allocating demand costs between jurisdictional and non- 
jurisdictional customers, it uses January 1957 3-day peak period without 
averaging. P. 299. 

‘6. Segregation of facilities allocation method proposed by East Tennessee 
rejected. P. 303. 

7. Since Tennessee Code specifically states required payment of fees does not 
apply to any public utility engaged in interstate commerce under federal 
jurisdiction, fees cannot be included in cost of service. P. 304. 

8. Proposed “Excess Capacity Method” of cost allocation rejected in favor of 
Atlantic Seaboard method. P. 308. 

9. Commission allows and disallows increased rates for locked-in period pro- 
posed by East Tennessee under Section 4(e) of the Natural Gas Act. P. 300. 


Carl E. Hartley, Lambert McAllister and Francis J. Walsh for East Tennessee 
Natural Gas Company. 

W. D. Spears, Richard J. Connor and John T. Miller for Chattanooga Gas 
Company. 

W. W. Kennerly for the City of Knoxville. 

E. G. Hunter for Volunteer Natural Gas Company. 

Frank Wilson for Oak Ridge Utilities District. 

John L. Wallace for the City of Lewisburg, Tennessee. 

James L. Bomar, Jr., and James OC. Burns for the United Cities Gas Company, 
Tennessee Division, and the Cities of Gallatin, Cookeville, Athens, Fayetteville, 
‘Cleveland Natural Gas Company, and the Dik River Utility District. 

Cc. EB. Perkins for the City of Harriman. 


*Pxaminer’s decision appears on p. 300. 
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Leo E. Forquer, Julius C. Meier and Cyril 8. Wofsy for the Staff of the 
Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

This proceeding arose under Section 4(e) of the Natural Gas Act on a filing 
by East Tennessee Natural Gas Company (East Tennessee) with the Commis- 
sion on November 12, 1954, of proposed increased rates as contained in certain 
revised tariff sheets By its order issued December 2, 1954, the Commission 
suspended the operation of the proposed increased rates until December 15, 1954, 
when they became effective subject to refund. Subsequently, East Tennessee, 
in Docket No. G—12264, filed for further increased rates which became effective 
on July 14, 1957. The proceeding in Docket No. G-—12264 was terminated by a 
settlement approved in the Commission’s order of December 16, 1960. As a 
result, the instant proceeding does not involve the establishment of just and 
reasonable rates for the future but only for the “locked-in” period of approxi- 
mately thirty-one months from December 15, 1954 through July 13, 1957. 

This case is before us on exceptions to the presiding examiner’s decision 
issued August 31, 1960.2 Except for the examiner’s determination with respect 
to the selection of peak periods for the distribution of demand costs and the 
rates determined therefrom, we adopt the examiner’s decision as the Commis- 
sion’s decision in this case. 

As test periods for determining the cost of service for the period in question 
and as peak periods for allocating the demand component of this cost for each 
test period, East Tennessee proposed the following twelve month periods and 
three day peak periods: 

Calendar year 1966. 2... ccassusnssna November 28, 29, and 30, 1955 
Year ending June 30, 1957___.-------- January 16, 17, and 18, 1957 


Alternatively, it proposed: 


Year ending March 31, 1956__--__---- November 28, 29, and 30, 1955 

Year ending March 31, 1957__-------- January 16, 17, and 18, 1957 
The Commission staff proposed the following: 

Calendar year 1060... ccd secccccduncs November 28, 29, and 30, 1955 

Oalendar year 1056... ....501. 55-2655 January 23, 24, and 25, 1956 

Caleniab 9ait TOG7 5... eeaswns oeects January 16, 17, and 18, 1957 

Year ending June 30, 1957_.---------- January 16, 17, and 18, 1957 


Because of the marked change in use by the different classes of service through 
the thirty-one month “locked-in” period, the examiner approved the use of 
multiple test years and adopted the calendar years 1955, 1956, and 1957 as 


“appropriate and reasonable.”’ For allocating the demand components of the 
cost of service for each calendar year, he used the following three day peak periods. 
SNES PERL TOG. 6 > sssecs oot cSsk November 28, 29, 30, 1955 
COIS PORE NOOO 6 tind e cei ae January 16, 17, 18, 1957 
eet? FOR TOR 5 none en cndeuas January 16, 17, 18, 1957 


1 First Revised Sheets Nos. 5, 8, 11, 14, 16, 17, 19, and 20 to East Tennessee’s FPC 
Gas Tariff, Third Revised Volume No. 1. 

2 Exceptions were filed by all parties to the proceedings viz., Commission staff coun- 
sel, East Tennessee Natural Gas Co., Chattanooga Gas Company, City of Knoxville, and 
a group who refer to themselves as the small interveners: Tennessee Gas Co. (now a 
division of United Cities Gas Co.), Cleveland Natural Gas Co., Elk River Public Utility 
District, Volunteer Natural Gas Co., The Cities of Lewisburg, Fayetteville, Gallatin, 
Cookeville, Athens, and Harriman, Tennessee, and the Oak Ridge Public Utility District. 
Oral argument was requested by East Tennessee. 
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The examiner found that jurisdictional revenues for the test years 1955 and 
1957 exceeded jurisdictional costs by $256,687 and $151,338, respectively, and 
fell below them by $53,160 for the year 1956. Consequently, he found East 
Tennessee’s proposed increase in rates for the periods December 15, 1954 to 
December 31, 1955, and January 1, 1957 to July 13, 1957, inclusive, to be unjust, 
unreasonable, unduly discriminatory or preferential, or otherwise unlawful and 
ordered refunds to jurisdictional customers for those periods. For the period 
from January 1, 1956 to December 31, 1956, the examiner found the proposed 
rates to be just and reasonable. 

Of the exceptions filed we find merit only in those which relate to the propriety 
of the peak periods selected by the examiner in allocating calendar year demand 
costs. 

The three calendar years 1955, 1956 and 1957 employed by the examiner as 
test periods encompass four winter seasons: 1954-1955, 1955-1956, 1956-1957, 
and 1957-1958. In allocating the demand costs for the test years between 
jurisdictional and non-jurisdictional customers, the examiner utilized the three- 
day peak periods which occurred in only two of these four winter seasons. For 
the calendar year 1955 he employed the November 1955 three-day peak and for 
the calendar years 1956 and 1957 he employed the January 1957 three-day peak. 

The examiner justified his choice of peak periods as in accordance with long 
standing Commission practice of using the “Peak Responsibility Method” for 
distributing the demand (or capacity) component of the total cost of service 
between jurisdictional and non-jurisdictional customers in proportion to the 
peak period use of each group. He held that the peak period to be used is that 
which occurs during a winter heating season, not during a calendar year, or an 
accounting period, since it is the peak demand for a winter heating season to 
which a pipeline commits its dollar investment, to which the Commission gave 
consideration in granting the pipeline company its certificate, and “on which 
the customers projected their future needs.” Since, according to the examiner, 
the customers, the pipeline and the Commission envisioned that “the peak de- 
mand would be supplied whenever it occurred in the heating season . . . there 
is no reason why an arbitrary limitation with respect to a calendar year should 
be permitted to annul either an economic or physical fact.” 

We have held in numerous cases that demand costs should be allocated to 
classes of customers in accordance with relative peak period deliveries. In 
these decisions, the peak period used for allocation purposes was deemed typical 
of system operations. In determining rates for the future the peak period 
which appears to be representative of future operations may be used even if it 
falls outside the winter season of the test year. However, we are here con- 
cerned with fixing rates not for the future, but for a past period in which the 
facts of actual operations are known. In these circumstances the peak periods 
to be used for allocating demand costs between the jurisdictional and non- 
jurisdictional customers should be related to the periods in which the demand 
costs were incurred. 

There is considerable merit, as a general rule, in the examiner’s view that 
the proper three-day peak period to be used for allocating test year demand 
costs is that contained in one continuous winter heating season. However, in 
this case cost of service data were used on a calendar year basis for the calen- 
dar years 1955, 1956, and 1957, each of which contains a portion of two winter 
seasons. Consequently, unless actual experience showed one winter season to 
be typical of use in other winter seasons, there would appear to be no rational 


3 Panhandle Eastern Pipe Line Co., Opinion No. 269, 1954, 138 FPC 53 at 108; North- 
ern Natural Gas Co., 11 FPC 123. 
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basis for distributing demand costs incurred in a calendar year in accordance 
with a formula derived from peak period operations in the single winter season 
either at the beginning or at the end of the calendar year or from peak period 
operations in any other single winter season. 

In the circumstances of this case, we are unable to conclude that the peak 
period of any particular winter season can be regarded as typical or representa- 
tive of the period with which we are here concerned for the purpose of dis- 
tributing demand costs between jurisdictional and non-jurisdictonal customers. 
Although the test calendar years include four winter seasons, only three winter 
seasons occur in the thirty-one month period for which we are here determining 
rates. The relative gas deliveries to jurisdictional and non-jurisdictional cus- 
tomers during the three-day sustained peak periods of these three winter sea- 
sons varied considerably. In the 1954-1955 winter season 40.24 percent of total 
gas deliveries during the three-day sustained peak period was made to jurisdic- 
tional customers; in 1955-1956, 44.29 percent; and in 1956-1957, 57.29 percent. 

The problem of selecting a proper peak period for distributing demand cost 
is further complicated by three other factors peculiar to this case which relates 
to the capacity of the pipeline: (1) There is some indication in the record that 
a larger portion of the pipeline was constructed of 22-inch pipe although a 16- 
inch pipeline would have satisfied delivery requirements. Pipeline capacity, 
therefore, is not directly related to customers peak demand. (2) The large 
pipeline, moreover, provided considerable line storage capacity which enabled 
East Tennessee to reduce the demand cost of its purchased gas by making rela- 
tively constant purchases throughout the year. Thus, the demand cost of pur- 
chased gas has little relationship to deliveries to jurisdictional and non-juris- 
dictional customers on peak days. (3) East Tennessee was able to arrange 
with the Atomic Energy Commission (AEC), its largest non-jurisdictional cus- 
tomer, to take less than its contract demand during peak days when it continued 
to make deliveries to interruptible customers. Prior to the 1956-1957 winter 
heating season AEC received its total firm contract requirements from East 
Tennessee. However, on 61 days during the 1956-1957 winter heating season, 
pursuant to agreement with AEC, East Tennessee delivered less than AEC’s 
contract demand. These included January 16, 17, 18, 1957, the three days which 
the examiner used in determining peak demand for 1956 and 1957. On these 
days, East Tennessee’s interruptible customers, both direct and resale, received 
their full requirements. 

Because of these unusual circumstances it appears inequitable to distribute 
to jurisdictional customers the high proportion of demand costs which would 
result from the use of the January 1957 peak period (57.29 percent in 1957, as 
compared with the 1955-1956 peak of 44.29 percent, and the 1954-1955 peak of 
40.24 percent) in the manner employed by the examiner. Neither investment in 
pipeline nor the demand cost of purchased gas for the thirty-one month period 
with which we are here concerned can properly be attributed to jurisdictional 
customers on a basis which gives such predominant effect, as does the ex- 
aminer’s decision, to the January 1957 three-day sustained peak period. 

Despite the substantial variation from year to year in relative peak demand 
use by jurisdictional and non-jurisdictional customers, the relative volume of 
purchases remained comparatively level. In 1955 jurisdictional customers were 
responsible for 30.43% of East Tennessee’s sales; in 1956, 34.29%; and in 1957, 
35.48%. Since costs associated with pipeline investment and the demand cost 
of purchased gas, in the circumstances of this case, are not distributable to 
classes of customers on the basis of peak period use in any particular winter 
season, it seems that a more equitable result would be achieved by distributing 
demand costs in accordance with peak period use in the winter period most 
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closely identified with the period in which the costs were incurred. This can 
best be accomplished by some averaging of the various winter peak periods in 
the thirty-one month period under consideration. 

Since the revenue and cost of service data for the purpose of determining 
just and reasonable rates have been presented on a calendar year basis for the 
years 1955, 1956, and 1957, we find that an appropriate method of distributing 
demand costs in this case for the years 1955 and 1956 is by a formula derived 
from averaging deliveries to jurisdictional and non-jurisdictional customers 
during the three-day peak periods of both winter seasons which formed a part 
of each calendar year. Since we are concerned with only the first half of 1957, 
we use the January 1957 peak without averaging for this period, as used by 
the examiner. For the calendar year 1955, the three-day January 1955 peak is 
averaged with the three-day November 1955 peak. For 1956, the November 
1955 and January 1957 three-day peaks are averaged. By this method we 
attribute 42.31% of demand costs to jurisdictional customers for 1955; 50.62% 
for 1956; and 57.29% for 1957. 

The application of these percentages results in an excess of jurisdictional 
revenues over jurisdictional costs for the test calendar years, as follows: 1955, 
$360,524; 1956, $296,856; and 1957, $151,338. In 1955, 15,165,562 Mcf of gas 
were sold to jurisdictional customers; in 1956, 17,371,001; and in 1957, 17,663,- 
938. The excess charges to jurisdictional customers for the three test years 
thus amounted to 2.37725 cents per Mcf in 1955; 1.70892 cents per Mcf in 1956, 
and 0.85676 cents per Mcf in 1957. The portion of the increased rates collected 
by East Tennessee, subject to refund, during this period should be refunded 
to its jurisdictional customers on the basis of the total increase for each Mcf 
purchased from December 15, 1954 through December 31, 1955; 1.70892 cents 
for each Mcf purchased in 1956; and 0.85676 cents for each Mcf purchased 
from January 1, 1957 through July 13, 1957 together with interest at the rate 
of 6 percent per annum from the respective dates of receipt of such excess 
amounts to the date of refund. This results in a total refund for the thirty-one 
month period involved of $724,320, exclusive of interest. 


The Commission finds: 


(1) The proposed increased rates and charges contained in East Tennessee’s 
First Revised Sheets Nos. 5, 8, 11, 14, 16, 17, 19, and 20, to its FPC Gas Tariff, 
Third Revised Volume No. 1 filed November 12, 1954, for the period of January 
1, 1956 through December 31, 1956, inclusive, are unjust, unreasonable, unduly 
discriminatory or preferential, or otherwise unlawful and should be disallowed. 

(2) The lawful rates and charges for East Tennessee for sales of natural 
gas subject to the jurisdiction of this Commission for the period December 15, 
1954 through July 13, 1957 are the proposed increased rates and charges re- 
duced by 2.15 per Mcf from December 15, 1954 through December 31, 1955, by 
1.70892 cents per Mcf for 1956, and 0.85676 cents per Mcf from January 1, 1957 
through July 13, 1957. 


The Commission orders: 


(A) The decision “of the presiding examiner issued herein on August 31, 1960, 
is hereby modified as set forth in this order and as so modified the same is 
adopted as the decision of the Commission. 

(B) The findings of the examiner that the proposed increased rates filed by 
East Tennessee, contained in its First Revised Sheets Nos. 5, 8, 11, 14, 16, 17, 
19 and 20, to its FPC Gas Tariff, Third Revised Volume No. 1 for the periods 
of December 15, 1954 through December 31, 1954; January 1, 1955 through 
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December 31, 1955; and January 1, 1957 through July 13, 1957, are unjust, un- 
reasonable, unduly discriminatory or preferential, or otherwise unlawful, and 
should be disallowed, are hereby affirmed. 

(C) The proposed increased rates set forth in First Revised Sheets Nos. 5, 
8, 11, 14, 16, 17, 19, and 20 to East Tennessee’s FPC Gas Tariff, Third Revised 
Volume No. 1 for the period January 1, 1956 through December 31, 1956, are 
found to be unjust unreasonable, unduly discriminatory or preferential, or 
otherwise unlawful, and are hereby disallowed. 

(D) Within forty-five (45) days from the date of issuance of this order, 
East Tennessee shall refund to its jurisdictional customers, with interest at the 
rate of 6 percent per annum from the date of payment to East Tennessee to 
the date of refund, the excess of the total amounts charged and collected for 
sales made on and since December 15, 1954 to July 13, 1957, over the total 
amount which would have been charged for sales to such customers under the 
lawful rates set forth in finding (2) of this order; and East Tennessee shall 
bear the costs of such refunds. 

(E) Within sixty (60) days after making any refund as provided by para- 
graph (D) above, East Tennessee shall report to the Commission, in writing 
and under vath, the amount of the refund made to each of its jurisdictional 
customers, showing separately the amount of principal and interest so paid, 
the billing determinants or other basis used for such determination, and shall 
serve a copy of such report upon each of the customers receiving a refund. 

(F) Upon completion of the refunds as herein ordered, to the satisfaction 
of the Commission, the undertaking filed by East Tennessee to make refunds 
shall be discharged and these proceedings terminated. 

(G) All exceptions filed herein by the parties to the proceedings under this 
docket are granted to the extent hereinabove set forth; otherwise they are 
denied. The request of East Tennessee for oral argument is denied. 


DECISION 
UPON A PROCEEDING PURSUANT TO SECTION 4 OF THE NATURAL GAS ACT 
(Issued August 31, 1960) 


Frazee, Presiding Examiner: This proceeding arose under Section 4(e) of 
the Natural Gas Act, and concerns a proposed annual rate increased as con- 
tained in certain revised tariff sheets filed with the Federal Power Commis- 
sion on November 12, 1954, by the East Tennessee Natural Gas Company 
(East Tennessee). The Commission issued an order on December 2, 1954, 
suspending the operation of the proposed increase in rates until December 15, 
1954, on which date said rates became effective subject to an undertaking to 
assure the refund of any excess charges found not justified. The proposed 
rate increase by East Tennessee was stated to be for the purpose of reimburs- 
ing it for an increase in purchased gas costs resulting from proposed increased 
rates and charges (Texas tax increase of .25¢ per Mcf and commodity increase 
of 1.90¢ per Mcf) by its sole supplier of natural gas, the Tennessee Gas Trans- 
mission Company (Tennessee) in FPC Docket No. G-5259, 18 FPC 428. On 
December 14, 1954, Tennessee placed in effect, an increase of 2.15¢ per Mcf 
in the commodity charge of its G-1 rate schedule which was applicable to 
East Tennessee. The Commission on October 17, 1957, after a hearing Jn the 
Matter of the Tennessee Gas Transmission Company, G-5259, 18 FPC 428, 


1 First Revised Sheets Nos. 5, 8, 11, 14, 16, 17, 19, and 20 to East Tennessee’s FPC 
Gas Tariff, Third Revised Volume No. 1. 
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determined a just and reasonable, and thereby lawful, rate? for Tennessee 
and directed refunds be made of the excess amounts collected. 

On July 14, 1957, the rates and charges of East Tennessee, which became 
effective on December 15, 1954, were superseded by higher rates and charges 
proposed by East Tennessee which are under consideration by the Commission 
in FPC Docket No. G—12264. 

The Commission permitted intervention by the Chattanooga Gas Company, 
the Volunteer Natural Gas Company, the City of Knoxville, Tennessee, the 
City of Harriman, Tennessee, the Bristol Gas Corporation, the City of Cooke- 
ville, Tennessee, the City of Lewisburg, Tennessee, the United Cities Gas 
Company, Tennessee Division, the City of Fayetteville, Tennessee, the City of 
Athens, Tennessee, the City of Gallatin, Tennessee, the Oak Ridge Utilities 
District, the Cleveland Natural Gas Company, and the Elk River Utility Dis- 
trict (Tullahoma). 

By an order issued on October 20, 1958, the Commission fixed November 17, 
1958, as the date for hearing in this matter. Pursuant to this order a public 
hearing was held at which all participants were afforded an opportunity to 
present testimony and documentary evidence and thereafter to file briefs. 

The East Tennessee system is an integrated and unified wishbone shaped line 
without compressor or pumping stations. East Tennessee purchases its entire 
natural gas requirements from Tennessee Gas Transmission Company at the 
two ends of the furculum, on the south end at Lobelville and on the north end 
at Greenbrier, both points being within the State of Tennessee. The line from 
Lobelville is a 16” main and extends generally eastward to the City of Chat- 
tanooga where it bends north and east to a junction with the line running 
generally eastward from Greenbrier at a point between the Cities of Knoxville 
and Marysville, from this junction a 16” main extends east and north to the 
City of Bristol. The main from Greenbrier to the Atomic Energy Commission 
plant near Oak Ridge is 22” in diameter. From the AEC plant, on the 22” 
Greenbrier line, there is a tie line running south through Lenoir City to a con- 
nection with the 16” Lobelville line at a point 8.9 miles east and north of the 
Sweetwater and Madisonville laterals. No additional transmission capacity 
was added to the East Tennessee system during the locked-in period. Gas in 
the East Tennessee system moves interchangeably, as its operations and de- 
mands may require, from the Lobelville, or south, line to the Greenbrier, or 
north, line, and from the Greenbrier, or north, line to the Lobelville, or 
south, line. 

Test Periods 


In any rate proceeding it is elementary that there must first be established a 
proper as well as an appropriate test year or test years as a starting point for 
the development of the cost of service and the eventual establishment of just 
and reasonable rates for the period under consideration. Normally, in a rate 
proceeding involving only rates for the future, a single test year is used by 
the Commission. In this proceeding, involving the rates and charges from 
December 15, 1954 through July 13, 1957, one of the first issues to be resolved 
is whether there should be considered a single test year or multiple test years, 
and which of the many twelve months of record proposed by the parties should 
be adopted. All parties herein are at variance with regard to the selection of 


2The Texas tax increase of .25¢ per Mcf was permitted to become effective without 
suspension. The proposed increase in commodity rates of 1.90¢ per Mcf was, by order 
of the Commission reduced to 1.685¢ per Mcf. The total increase allowed was for a total 
of 1.935¢ per Mcf. The Commission prescribed a G-1 rate consisting of a demand charge 
of $1.80 per month and a commodity charge of 17.285 cents per Mcf. 
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the proper test periods, but it is noted that all have recommended the use of 
more than one test period. The examiner agrees with the parties that the use 
of multiple test years is proper because of the marked change in use by the 
different classes of service through the impoundment period. 

During the hearing, East Tennessee submitted various test period proposals 
of twelve months within the locked-in period. One proposal would use the 
ealendar year 1955 and a second test period commencing July 1, 1956 and end- 
ing June 30, 1957. This excluded from consideration a six-month gap from 
January 1, 1956 to June 30, 1956, except to the extenf that the first three 
months of such six-month period would be governed by the costs determined 
for the year 1955, and the second three months of the six-month period would 
be related to the costs determined for the twelve-month period ending June 30, 
1957. Another proposal would use two twelve-month test periods, the first 
commencing April 1, 1955, and ending March 31, 1956, and the second com- 
mencing April 1, 1956, and ending March 31, 1957. This again leaves a 3% 
month interval at the beginning of the locked-in period which, again, would be 
split between the two twelve-month periods for cost consideration purposes. 

The Commission Staff selected the calendar years of 1955, 1956, 1957 and a 
twelve-month period ending June 30, 1957. The Chattanooga Gas Company 
(Chattanooga), an Intervenor, advocated the use of the calendar years 1955, 
1956 and the full year of 1957 as opposed to the Staff proposal of a twelve- 
month period ending June 30, 1957, alleging the Staff’s treatment gives a double 
emphasis to the last six months of 1956. 

It is concluded the calendar years 1955, 1956 and 1957 are appropriate and 
reasonable test years for the determination of costs and rates as there is no 
substantial difference in costs as between the calendar year and the other 
accounting periods proposed and further the fiscal reports of East Tennessee 
to the Commission and its stockholders are prepared on a calendar year basis. 
There are no compelling reasons to adopt the different test periods recom- 
mended by East Tennessee or the Staff. 


Rate Base 


In determining the separate net investment rate bases for the calendar years 
1955, 1956 and 1957 the parties presenting evidence herein followed methods 
consistent with the established practices of the Commission by using the thir- 
teen months average of Gas Plant in Service, Gas Plant completed but not 
transferred, and Reserve for Depreciation. The figure so used reflect original 
cost per book and the original cost adjustments of Gas Plant in Service, and 
Accrued Depreciation and Amortization utilized by the Staff. 

There is no significant difference between the figures used by the Staff and 
those used by Chattanooga.’ A comparison of the return computed separately 
by the Staff and Chattanooga for the three years reveals a maximum difference 
of $563 in the year 1956, an amount so de minimis it could have no possible 


3 See p. 17, Initial Brief of Chattanooga Gas Company. 
2. There are actually very few items in dispute in East Tenneasece’s cost of 
service insofar as calendar years 1955, 1956 and 1957 are concerned. 
There is very little difference between the total cost of service presented by 
East Tennessee, the Staff, and Chattanooga for identical 12-month periods. 


See p. 10, Brief of Commission Staff. 


As previously noted, there is great unanimity between Bast Tennessee and fhe 
Staff as to the costs properly to be included in the costs of service. 


See p. 2, Reply Brief of United Cities Gas Company, 


As previously mentioned, the positions of the small Intervenors and the Staff 
are identical with respect to cost of service, 
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effect on the rates to be determined. For the purpose of this decision the ex- 
aminer accepts the Staff computed rate bases to be as follows: 


Year 1955 


Year 1956 23,830,917 
Year 1957 


Special Facilities 


In Docket No, G-2078, East Tennessee proposed that the Commission, in de 
termining the costs applicable to the AEC sales, make a segregation of the 
investment and operating costs relating to actual facilities used to serve AEC. 
In the present hearing East Tennessee would make a segregation of its lateral 
facilities and meter stations between the jurisdictional and non-jurisdictional 
customers where such facilities could be directly identifiable, and an allocation 
of lateral facilities jointly used by both classes of customers. In Docket No. 
G-2078, the Commission in considering the proposal of East Tennessee to assign 
the AEC sale for special treatment went into detail in denying the segregation. 
In most instances a project is initially certificated by the Commission on the 
basis of its total cost and not by the segregation of a part of the total invest- 
ment to any one class of customer. The Commission has consistently used 
system wide, rather than segregated, costs for the purpose of allocating costs 
between different classes of customers. This Commission, in the matter of 
Interstate Natural Gas Company, Inc., 3 FPC 416, 428, said, “There are two 
methods of making allocations. Under one, an allocation of the cost of physical 
property and of operating expenses is made. Under the other, the return of 
the property, rather than the cost of the property itself, is allocated along with 
the operating expenses. If the same pertinent figures are used in the calcula- 
tions, the results will be the same under both methods. The method which 
allocates the return along with operating expenses is far more practical and 
is easier to understand and to apply. This may be denominated the ‘reasonable 
cost of service method.’ All that can be accomplished by an allocation of the 
physical property can be, and is, obtained by an allocation of the reasonable 
cost of service, including therein a proper return.” See also Colorado Inter- 
state Gas Co. v. F.P.C., 324 U.S. 581; Mississippi River Fuel Corp. v. F.P.C., 
163 F. 2d 483. In the Matter of the Canadian River Gas Company et al., 3 
FPC 32, 62, it was said, “All that can be accomplished by an allocation of 
physical properties can be attained by allocating costs including the return. 
The latter method is by far the most practical and business-like.” So, follow- 
ing these precedents, the segregation of facilities proposed by East Tennessee 
is rejected and the reasonable allocation method consistently followed by the 
Commission is adopted. 


Cost of Service 


The cost of service studies presented by the parties succinctly show that 
there is remarkably little difference between East Tennessee, the Intervenors 
or the Staff as to the total cost of service for any of the test years. Three 
points of difference arise through claims of East Tennessee for costs which 
are disputed either by the Staff, the intervenors or by both parties. The points 
in dispute are the Wade Thompson matter, the Tennessee Public Service Com- 
mission payments and the rate of return. They are considered separately under 
appropriate headings. 


Wade Thompson Matter 


During the period here under consideration East Tennessee charged against 
its Administrative and General Expenses, Special Services, the sum of $15,000 
€693-489—64——22 
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per year in accordance with the terms of a contract between East Tennessee 
and Wade Thompson dated May 20, 1949. Mr. Thompson devoted much of his 
time to the organization of East Tennessee and to the procurement of its cer- 
tificates of public convenience and necessity. It was incorporated on April 2, 
1947, and Mr. Thompson became its president, in which position he served until 
April 1, 1951, when he was elected chairman of the board of directors, which 
position he held to the date of his death on November 19, 1952. The contract 
of May 20, 1949, between East Tennessee and Mr. Thompson, its then chief 
executive officer, employed Mr. Thompson as its Public Relations Representative 
for a period of ten years from and after June 1, 1949, at an annual salary of 
$15,000, payable in monthly installments. Under the terms of the contract, in 
the event of Mr. Thompson’s death prior to the termination date of the contract, 
East Tennessee would pay to his heirs, or estate, the monthly installments 
provided for in the agreement for the remainder of its term. The Commission 
staff contends since Mr. Thompson died before December 15, 1954, no personal 
services were performed during the locked-in period and the $15,000 per year 
should be eliminated from the jurisdictional cost of service. In the Matter of 
the Panhandle Eastern Pipe Line Company, 14 FPC 438, 475, it was held that 
certain pension payments made during a refund period for services of em- 
ployees performed prior to the beginning of the refund period constituted a 
cost incurred prior to the refund period and its inclusion in the jurisdictional 
cost of service was disallowed. It is here determined that in view of the fact 
that no service was performed by Mr. Thompson during the refund period the 
payments under the Wade Thompson contract were properly excluded from the 
total costs of service by the Staff. 


Tennessee Public Service Commission Payments 


Section 65-408 of the Tennessee Code provides for the payment of certain 
inspection fees related to the regulation of rates to the Tennessee Public Service 
Commission. During the locked-in period East Tennessee paid $9,551.00 in 
1955, $10,241.00 in 1956, and $10,195.00 in 1957 for this Tennessee Inspection 
Fee and included such payments in its cost of service herein. The Tennessee 
Code,5 under the title “Regulation of Public Utilities,” provides for the payment 
of certain fees and states “the provisions of this chapter shall be construed to 
apply to and affect only public utilities which furnish products as services 
within the state, and this chapter shall not be construed to apply to any publie 
utility engaged in interstate commerce for the government or regulation of 
which jurisdiction is vested in the Interstate Commerce Commission or other 
Federal Board or Commission.” The Commission Staff excluded these Tennes- 
see Inspection Fees, paid during the period here under consideration, from East 
Tennessee’s cost of service. This Commission has heretofore found East Ten- 
nessee to be engaged in the transportation of natural gas in interstate com- 
merce for resale and subject to its jurisdiction under the provisions of the 
Natural Gas Act. See In the Matter of Hast Tennessee Natural Gas Company, 
(1948) 7 FPC 5. Since the Tennessee Code specifically states the payment of 
such fees shall not apply to any public utility engaged in interstate commerce 
the regulation of which jurisdiction is vested in a Federal Board or Commis- 


sion these fees cannot properly become a part of the cost of service for the 
jurisdictional sales of East Tennessee. 





5 Acts 1919, Ch. 49, 510; Shann Supp. 53, 059 a 93; Code 1932, 545b. 
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Rate of Return 


In arriving at a decision as to what constitutes a fair rate of return in a rate 
case there are numerous factors to be considered. The Supreme Court has 
succinctly stated the principal ones. In Bluefield Water Works & Improvement 
Company v. Public Service Commission, 262 U.S. 679, it was said the return of 
a public utility should be sufficient to assure confidence in the financial sound- 
ness of the utility, to maintain its credit, to enable it to attract the capital 
necessary for the proper discharge of its public duties, and that the rate of 
return should equal that generally being made on investments in other enter- 
prises with corresponding risks. Since then, in Federal Power Commission v. 
Hope Natural Gas Company, 320 U.S. 591, it has been held that revenues should 
be adequate to cover operating expenses and the capital cost of the business, 
which includes service on the debt and dividends on the stock. 

In the instant proceeding the rate to be determined, and allowed, applies not 
for an indefinite future period, but for a known past period. Here the actual 
results of East Tennessee’s operation are available for the entire period under 
consideration. With these facts available it is not necessary to resort to esti- 
mates and no concern need be given to abnormal and non-recurring conditions. 
This Commission stated in Tennessee Gas Transmission Company (G—5259), 
18 FPC 428, 482, “It is our judgment that in the practical business of fixing 
rates, we must proceed insofar as possible on the basis of the known facts of 
the actual operating experience of the pipeline company. A most salient seg- 
ment of such experience are the facts respecting the company’s sales and the 
revenues thus produced. These data provide a convenient and logical starting 
point and basis for a comparison with the company’s costs. They afford for all 
eases a consistent point of departure firmly grounded in the actual results of 
operations, no matter what uncertainties may otherwise exist, or what adjust- 
ments may be indicated. This element of uncertainty is obviously important in 
a process as empirical as that of fixing rates. .. .” 

In the data supporting its revised tariff sheets, filed on November 12, 1954, 
East Tennessee used a 6% rate of return. During the hearing, however, it 
presented evidence in support of a 614% rate of return. The Commission Staff, 
and certain Interveners, presented evidence using a 6% rate of return. In 
Docket No. G—12264, filed in July, 1957, which filing superseded the filing here 
under consideration, East Tennessee again supported its application for an in- 
crease in rates by a 6% rate of return. East Tennessee did no public financing 
during the period here under consideration. Its last previous financing was 
completed in April 1953, In the Matter of East Tennessee Natural Gas Co., 
Docket No. G-1336, however its rate of return witness contended its investors 
should be allowed the same rate of return that would be necessary to attract 
capital if the company were doing some financing during the period. As the 
Commission said in Natural Gas Pipeline Company of America, 14 FPC 222, 
this would disregard the cost of the outstanding debt and give consideration 
only to the current cost of debt money. This the Commission refused to do, 
adding they saw no reason for departing from past precedent. The evidence 
of record shows the average allowance on equity to East Tennessee at 6% rate 
of return for the three years? here under consideration would amount to 
12.02% * on the common equity after payment of the interest on the debt and 


6 United Gas Fuel Co., 12 FPC 251; Panhandle Eastern Pipe Line Co., Opn. 269, 
13 FPC 53; Michigan-Wisconsin Pipe Line Co., Opn. 276, 13 FPC 380; El Paso Natural 
Gas Co., Opn. 278, 13 FPC 421. 

71955, 1956, and 1957. 

812.50% for 1955, 12.18% for 1956, and 11.38% for 1957. 
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dividends on the preferred stocks, which is within the upper range of returns 
allowed by this Commission. During the period here under consideration East 
Tennessee not only met its sinking fund requirements but paid out an average 
of 79.1% of its earnings in dividends,® which percentage is higher than the 
average for the ten natural gas pipeline companies used in the Staff's Ex- 
hibit 54. 

The cost of service found to be proper in these proceedings for the purpose 
of classifying costs, of allocating costs and the determination of just and rea- 
sonable rates in each of the separate test years has been summarized in the 
table included in Appendix No. 1 of this decision. 


Classification of Cost of Service 


There is no dispute among the parties as to the proper classification of the 
costs of service as between the demand and commodity components. The parties 
have consistently followed the principles enunciated by the Commission in the 
Atlantic Seaboard and Northern Natural cases” and upheld by the Courts. 
The classification of costs as found by the Examiner is shown in Appendix 2, 
of this decision. 

Allocation of Costs 


Three issues relating to the proper method of allocating costs were fully de- 
veloped in these proceedings. The first issue was raised by Chattanooga, an 
Intervenor, by proposing that the “Seaboard” method of allocation™ not be 
adopted but, in substitution therefor, a new method of allocation, called the 
“excess capacity” method as sponsored by Chattanooga, should be used. The 
second issue was raised by the Staff by proposing that the demand responsi- 
bility factors to be used in allocating costs should not be based upon the actual 
demand experienced by Atomic Energy Commission on January 16, 17 and 18, 
1957 but rather upon the Contract Demand East Tennessee was obligated to 
supply the Atomic Energy Commission. The third issue arose out of the dis- 
agreement among the parties concerning the selection of the proper peak period 
to be used for allocating the demand component of the cost of service. Each 
of the three issues is hereinafter considered and determined. 


Excess Capacity Method 


The record in this proceeding clearly reflects the full consideration given the 
method of cost allocation sponsored by Chattanooga and denominated the “Ex- 
cess Capacity Method.” The direct evidence relating to this novel method of 
cost allocation was detailed and extensive; the cross-examination of the witness 
sponsoring the method was thorough and analytical. By reason of the mass of 
testimony directed to this phase of the hearing it is a difficult task to express 
in concise terms and readily understandable language the entire compass of 
the presentation by Chattanooga. In abbreviated summary, however, the salient 
features of the theory and its mechanical application are as follows: 

1. The East Tennessee system is unusual in that its sustained delivery 
capacity is much greater than the aggregate of the maximum demands of all 
firm customers. (Non-coincident peaks.) 

2. Because of the excess of sustained delivery capacity East Tennessee dur- 
ing the period under consideration here used its transmission line both as a 
pipeline and a storage facility. 


993.8% in 1955, 72.3% in 1956, and 71.4% in 1957. 
10 Atlantic Seaboard Corp., 11 FPC 43; Northern Natural Gas Co., 11 FPC 123. 
11 Atlantic Seaboard Corp., 11 FPC 43. 
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8. The multiple use of the pipeline facilities enabled East Tennessee to pur- 
chase its gas requirements from Tennessee at an unusually high load factor, 
delivering to customers their daily requirements and storing (holding as line 
pack) the gas not needed by the customers during any day of operations. 

4. The actual mode of operations permitted East Tennessee to serve during 
the peak period not only the firm customers but also a variable portion of the 
total interruptible load, depending on a day-to-day operations. 

5. The high load factor operations allowed East Tennessee to purchase its 
requirements at a minimum cost, to the advantage of all its customers. 

6. Therefore as not all the purchased gas was required for firm customers 
it is incumbent that a portion of the purchased gas demand costs be allocated 
to the interruptible customers of East Tennessee. 

7. The properly allocable portion of the purchased gas demand costs to be 
assigned to the various classes of customers should in the first instance be 
determined by calculating the portion of the purchased gas billing demand 
(purchases from Tennessee) which would be required to satisfy the annual firm 
loads of East Tennessee, assuming utilization of the storage capacity of the 
pipeline. This calculated figure is denominated “Purchased Gas Billing De- 
mand.” The remainder of the purchased gas billing demand is assigned to the 
interruptible customers. The proportion of each group’s assigned “Purchased 
Gas Billing Demand” to the total “Purchased Gas Billing Demand” is the 
proper allocation factor. 

8. The properly allocable portion of the demand costs of East Tennessee’s 
pipeline facilities should be spread among the firm customers only (none to the 
interruptibles) in relation to the non-coincidental peaks. 

9. Purchased gas commodity costs as well as the commodity costs associated 
with pipeline facilities should be distributed to classes of customers in propor- 
tion to their percentage responsibility for total annual sales. 

It is apparent that the basic premise or the first step of Chattanooga’s pro- 
posed cost allocation procedure is that there is substantial sustained delivery 
capacity in the East Tennessee system over and above the capacity required by 
its firm customers. This “excess capacity” appears to be identical to “unused 
capacity” on any pipeline system which has a capacity greater than that re- 
quired to serve its peak day firm requirements. This record contains the ex- 
perience of East Tennessee for the period under consideration and its demon- 
strates clearly that the actual operation of the system left little, if any, unused 
eapacity. East Tennessee’s operating policy, as stated by its operating wit- 
nesses, was to purchase gas from Tennessee at as uniform rate as possible in 
order to maintain its purchased gas contract demand }2 costs (purchased from 
Tennessee) at a uniform level. Thus when its purchases were greater than its 
sales the difference became line pack which became available when sales were 
greater than its uniform controlled purchase, the difference coming from line 
pack. When the total demands of the East Tennessee customers could not be 
supplied from its normal purchases and from line pack, then East Tennessee, 
instead of increasing its purchases from Tennessee, thereby creating a new 
contract demand and_increasing costs, would curtail its deliveries to the Atomic 
Energy Commission and to Bowaters, a large paper mill. Ostensibly, East 
‘Tennessee considers that it has an obligation to serve not only the firm cus- 
tomers but all customers it was certified to supply and to supply gas service 
to all customers at the lowest possible cost. 


12 The contract demand of East Tennessee’s purchases approximated 142,000 Mcf/d 
during the entire locked-in period. (Tr. 2273.) 
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The use of the “excess capacity” method for purposes of allocating costs and 
the eventual determination of rates is founded on a theory which has no sup- 
portin actual operating data. 

The second step in the Chattanooga theory of “excess capacity” is that the 
excess capacity of the system is in effect a storage facility. If such be true, 
then it must be admitted that the “storage” facility is used to supply the re- 
quirements of all the customers of East Tennessee, most particularly during 
the periods of the customers’ winter peak requirements. It logically follows, 
within the scope of allocation and pricing concepts and principles, particularly 
as followed by this Commission, that those customers who made use of the 
storage facilities during the peak period must pay their proportionate part of 
the cost of service associated with those facilities. The cost associated with 
the facilities should be allocated to the jurisdictional and nonjurisdictional 
customers on the basis of their respective peak day demands and not on the 
split basis recommended by Chattanooga, which would allocate the “storage” 
costs among the firm customers only, and on the basis of the maximum non- 
coincidental peak of each such firm customer. 

Chattanooga’s method of allocating purchased gas demand costs (purchases 
from Tennessee) is based upon an assumption that the total purchased gas 
costs incurred by East Tennessee during an annual period can be separated 
into two components: the purchased gas demand cost which would be required 
solely to supply the requirement of the firm customers and the remainder of 
the cost which would be assigned to the interruptible customers. This hypo- 
thetical division requires a calculation of the demand responsibility that the 
firm customers would be assessed if full use were made by this class of cus- 
tomers of the storage capacity of the pipeline. This constitutes a segregation 
of costs in an arbitrary method and is no less objectionable than East Ten- 
nessee’s arbitrary segregation of the cost of laterals and meter stations. In 
view of the determination herein made with respect to the segregation of these 
laterals it would be inconsistent to approve this feature of the proposed allo- 
cation method. 

One of the most conspicuous contradictions in the “excess capacity” method 
of allocation proposed by Chattanooga becomes apparent by a comparison of the 
treatment of purchased gas demand costs with the treatment of demand costs 
of pipeline transportation of gas by East Tennessee, as may be seen from Ex- 
hibit 46, Schedule 1. Reduced to fundamentals, the purchased gas demand cost 
paid by East Tennessee to Tennessee is a payment of one-half the fixed costs 
of transportation incurred by Tennessee from the source of procurement of the 
gas to the point of delivery to East Tennessee. This purchased gas demand 
cost is allocated by Chattanooga on an assigned billing demand basis among 
both firm and interruptible customers. By contrast, in the Chattanooga theory, 
the demand component of the cost incurred by East Tennessee in moving gas 
from the point of receipt to the point of delivery to its customers is allocated 
on an entirely different basis, one which requires that none of the transporta- 
tion costs be assigned to interruptible customers. This examiner cannot accept 
different treatment of costs directly related to the physical act of transportation. 

For this examiner to depart from the precedents established by orders and 
opinions of this Commission which prescribe the allocation methods set forth 
initially in the Atlantic Seaboard and Northern Natural cases *° there must be 
a positive and definitive showing of a need for such departure. None has been 
shown on this record. 


13 Atlantic Seaboard Oorp., 11 FPC 43; Northern Natural Gas Co., 11 FPC 123. 
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For all of the foregoing reasons, the “excess capacity” proposal of intervenor, 
Chattanooga, is found to be without merit and therefore inappropriate. This 
examiner adopts the method of cost allocation used by the Staff, such method 
being entirely consistent with Commission established precedents. 


Atomic Energy Commission Adjustment 


The Staff would adjust the demand responsibility of the jurisdictional and 
the nonjurisdictional classes of customers during the winter peak period on 
January 16, 17 and 18, 1957, by increasing the demand responsibility of the 
AEC firm sale from its actual demand of 89,759 Mcf (See: Exhibit No. 58, 
Schedule VIII) to 120,000 Mcf, this latter figure being the firm contract re 
quirement of 40,000 Mcf/d for each of the three days, January 16, 17 and 18, 
1957. A corollary adjustment was also proposed through a reduction of the 
demand responsibility of the interruptible direct sales and the interruptible 
resale sales in an amount equal to the increase to the AEC (30,241 Mcf). The 
allocation of this reduction was made to the two classes of interruptible service 
in proportion to the total actual peak period take of each group to the total 
actual peak period take of the two groups. 

The evidence herein is clear that by arrangement between the AEC and East 
Tennessee the purchaser frequently reduced its daily purchases during the 
1956-1957 winter season below its contract demand thus making this capacity 
available for deliveries to other customers of East Tennessee. This case is not 
analogous to those in which the Commission determines rates for the future; 
here the problem is to determine just and reasonable rates for the locked-in 
period—a period which has actually passed—and for which the actual operating 
experience, the expenses and the revenues of East Tennessee are known and 
are in this record. The record shows that there were many days during the 
1956-1957 winter heating season when the AEC takes were below its contract 
demand but an adjustment is proposed to be made to just the three peak period 
days and then without the further and corollary adjustments to sales and 
revenues. If such an adjustment were proper then it should have been made 
throughout the entire period on each day that the AEC demands were less than 
40,000 Mcf, corresponding adjustments would then be required in sales and 
revenues as between jurisdictional and nonjurisdictional customers and then 
additionally to each specific resale customer and end user. No such evidence 
is in this record. The actual sales data of record is considered here, not the 
adjusted sales, hence the Staff adjustment of sales and peak responsibilities 
during January 16, 17 and 18, 1957, is not considered proper and is accordingly 
disallowed. 

Selection of Peak Periods 


Since the same facilities of East Tennessee are used to serve its jurisdictional 
as well as its nonjurisdictional customers it is necessary to determine that 
portion of the total cost of service fairly attributable to the customers whose 
rates are subject to the jurisdiction of this Commission. In this case there is 
unanimity of the-parties as to the classification of costs between the demand 
and commodity components and as to the total quantities of gas sold to both 
jurisdictional and non-jurisdictional customers; subject to the minor adjust- 
ments hereinbefore noted, there is also equal agreement among the parties as 
to the total cost of service. Therefore, within such adjustments and agree- 
ment, there is no dispute among the parties as to the allocation of costs here- 
tofore classified under the commodity component. 

To the contrary, all parties herein are at variance with regard to the selec- 
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tion of the peak periods, which govern the allocation of the classified demand 
costs. During the hearing, East Tennessee proposed using the 1955-56 winter 
heating season 3-day sustained peak of November 28, 29 and 30, 1955, for allo- 
eating costs in the calendar year 1955. It then set up a test period commencing 
July 1, 1956, and ending June 30, 1957, using the 3-day sustained peak of the 
1956-57 winter heating season which occurred on January 16, 17 and 18, 1957. 
In alternate proposals involving twelve-month periods ending March 31, 1956, 
and March 31, 1957, it used the same peak periods previously mentioned. The 
Staff recommended the use of the peak periods of November 28, 29 and 30, 
1955; January 23, 24 and 25, 1956; and January 16, 17 and 18, 1957, for the 
test years 1955, 1956 and 1957, respectively. 

For a period of years the Commission has consistently followed one single 
method of allocating the capacity component in the total cost of service in 
accordance with what is known as the “Peak Responsibility Method.” Under 
this method of cost allocation the costs classified as demand costs are distribu- 
ted between the jurisdictional and non-jurisdictional classes of customers in 
proportion to the relative responsibility of each group for its portion of the 
actual maximum peak period demand created jointly by both groups. Since 
such demand is an actual demand it cannot be an artificial demand based upon 
the supposition of what might have or should have happened, nor can it be a 
demand that is prescribed within the boundary of a calendar year or of an 
accounting period. The actual demand is the demand that is established within 
a heating season.145 It is the peak demand for a heating season to which the 
pipeline supplying company commits its dollars of investment in facilities. It 
is the same peak heating season demand which the Commission took into con- 
sideration in granting a certificate to the pipeline supplier and the same demand 
on which the customers projected their needs for the future. Neither the cus- 
tomers, the pipelines nor the Commission 1 envisioned a restriction of the peak 
demand to a fiscal year or a calendar year—rather the concept was that the 
peak demand would be supplied whenever it occurred in the heating season. 
Since this is true there is no reason why an arbitrary accounting limitation 
with respect to a calendar year should be permitted to annul either an eco- 
nomic or physical fact. 

For the purpose of allocating demand costs for the calendar years 1955, 1956 
and 1957, respectively, it is concluded the following heating season peaks will 
be used: for the year 1955, the 3-day sustained peak of November 28, 29 and 
30, 1955; 17 for the year 1956, the 3-day sustained peak of January 16, 17 and 
18, 1956; for the year 1957, the 3-day sustained peak of January 16, 17 and 
18, 1957.19 

Appendix No. 3, to this decision reflects the allocation of costs as determined 
herein to be just and reasonable for the years 1955, 1956 and 1957, after mak- 
ing the adjustments to the total cost of service herein determined to be proper. 


14 Chattanooga does not use 3-day peak periods for allocating costs. The development 
of the demand responsibility factors it used for purposes of allocation has been consid- 
ered herein under the heading, “Excess Capacity Method.” 

15 The chief executive officer of East Tennessee, during the locked-in period, testified 
the winter heating season on the Hast Tennessee system extends from November 1 of 
one year through March 31 of the following year. This record does not indicate other- 
wise. (Tr. 2297, lines 5, 6 and 7.) 

16 See Commission Rule 154.63(b) (3) (f), Statement I, referring to the data to be sup- 
plied to permit an overall allocation of cost of service; also in the Annual Report 
(Form #2) required to be filed by Natural Gas Companies, under the heading, TRANS- 
MISSION SYSTEM PRAK DELIVERIES, especially Note 1 to instructions. 

17 Exh. 58, Table No. VII, p. 7, lines 11, 12, 18 and 14. 

18 Exh. 58, Table No. VII, p. 7, lines 31, 32, 33 and 34. 

29 Exh. 58, Table No. VII, p. 7, lines 31, 32, 33 and 84. 
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Rates for the Locked-in Period 


It will be noted in Appendix No. 3, to this decision, columns 8 through 11, 
that the allocated jurisdictional costs for the years 1955, 1956 and 1957, when 
compared with the jurisdictional revenues for the corresponding periods, show 
an excess of revenues for the years 1955 and 1957 and a deficiency of revenues 
for the year 1956. Accordingly, for the calendar year 1956 the just and reason- 
able rates of East Tennessee are those actually charged during that period and 
no refunds are required. For the years 1955 and 1957, respectively, the juris- 
dictional revenues exceeded the jurisdictional costs by 1.693¢ per Mcf and 0.857¢ 
per Mcf sold. Conversely expressed, the difference between the 2.15¢ per Mcf 
increase filed for by East Tennessee in this application and put into effect by 
Commission order effective December 15, 1954, and the excessive revenue col- 
lection of 1.693¢ per Mcf for the year 1955, results in a rate of 0.457¢ per Mcf 
which, when added to the commodity charge of the just and reasonable rates 
determined in Docket No. G—2312, will constitute the just and reasonable rates 
to be applied to the jurisdictional sales of East Tennessee for the calendar year 
1955, and also for the period December 15, 1954 through December 31, 1954. By 
similar computation the just and reasonable rates for the period January 1, 
1957 through July 18, 1957, are the rates and charges determined in Docket 
No. G-2312, increased by 1.293¢ per Mcf in the commodity charges of such rates. 

The just and reasonable rates as determined herein for the locked-in period 
are fully set forth in Appendix No. 4 to this decision and made a part thereof. 
The difference between the jurisdictional revenues actually collected during the 
locked-in period under the rates and charges then effective, and the revenues 
resulting from the rates prescribed herein, shall be refunded to the jurisdic- 
tional customers of East Tennessee together with interest at the rate of 6% per 
annum from the respective dates of receipt of such excess amounts to the date 
of refund. 

FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record in this proceeding, the evidence 
adduced and the briefs filed, the Presiding Examiner finds and concludes, in 
addition to the findings and conclusions hereinbefore stated, that: 

(1) The proposed increase in rates filed by East Tennessee, contained in its 
First Revised sheets Nos. 5, 8, 11, 14, 16, 17, 19 and 20, to its FPC Gas Tariff, 
Third Revised Volume No. 1 for the periods of December 15, 1954 through 
December 31, 1954; January 1, 1955 through December 31, 1955 and January 1, 
1957 through July 13, 1957, are unjust, unreasonable, unduly discriminatory or 
preferential, or otherwise unlawful, and should be disallowed. 

(2) The proposed increase in rates filed by East Tennessee, as described in 
Finding No. (1), supra, for the period January 1, 1956 through December 31, 
1956, are just, reasonable, non-discriminatory and nonpreferential, and thereby 
lawful, and should be allowed. 

(3) The just, reasonable, non-discriminatory and nonpreferential, and thereby 
lawful rates and charges for East Tennessee for sales of natural gas subject to 
the jurisdiction of this Commission for the periods of December 15, 1954 
through December 31, 1955, and January 1, 1957 through July 13, 1957, are 
those set out in Appendix No. 4 attached hereto and made a part thereof. 


ORDER 
WHEREFORE, IT Is ORDERED, subject to review by the Commission on appeal, 
or review by the Commission on its own motion, as provided in its Rules of 
Practice and Procedure, that: 
(A) The proposed increase in rates filed by East Tennessee, contained in its 
First Revised Sheets Nos. 5, 8, 11, 14, 16, 17, 19, and 20, to its FPC Gas Tariff, 





312 FEDERAL POWER COMMISSION 


Third Revised Volume No. 1 are hereby disallowed for the periods December 
15, 1954 to, and including, December 31, 1955, and January 1, 1957, through 
July 13, 1957. 

(B) The proposed increase in rates filed by East Tennessee, contained in its 
First Revised Sheets Nos. 5, 8, 11, 14, 16, 17, 19 and 20, to its FPC Gas Tariff, 
Third Revised Volume No. 1, for the period January 1, 1956, through December 
81, 1956, are just, reasonable, non-discriminatory, nonpreferential, and other- 
wise lawful, and are therefore allowed. 

(C) East Tennessee shall file substitute FPC Gas Tariff Sheets, in lieu of 
those disallowed in Paragraph (A) of this Order, for the periods specified 
therein. 

(D) The effective rates for the various refund periods are set forth in Ap- 
pendix No. 4 attached hereto and made a part thereof. 

(E) Within 45 days from the date of the issuance of this Order, East Ten- 
nessee shall refund to its jurisdictional customers during the refund periods 
those amounts collected under the undertaking to assure refunds found to be in 
excess of the just and reasonable amounts computed at the rates and charges 
as set forth in Appendix No. 4 to this Order. Such refunds shall include inter- 
est at the rate of 6% from the date of the receipt of the payment to the date 
of the refund. 

(F) Within 60 days from the date of the issuance of this Order, East Ten- 
nessee shall report to this Commission in writing and under oath the details 
of its respective calculations resulting in the refunds herein ordered together 
with copies of releases from each of its jurisdictional customers. 

(G) Upon completion of the refunds as herein ordered, to the satisfaction of 
the Commission, the undertaking filed by East Tennessee to make refunds shall 
be discharged and these proceedings shall be determined. 

Harry W. FRAZEE, 
Presiding Examiner. 


AppenpDIx No. 1.—Total cost of service for the years 1955, 1956, and 1957 
Particulars 19551 19563 19578 


Gas supply expense: 
Gas purchased $11, 759,931 | $11,932,097 | $11, 607,138 
Purchased gas expense 16, 806 13, 999 14, 364 
Company used gas. (3, 435) (1, 583) (1, 713) 


Total gas supply expense. .............................. 11, 773, 302 11, 944, 513 11, 619, 789 


Transmission expense: re 


Operation 238,118 268, 178 273, 655 
Maintenance 74, 366 46, 555 38, 416 


Total transmission expense 312, 484 314, 733 312, 071 
————— = 

Customer accounting and collection expense 17, 696 16, 964 17, 558 

Sales promotion expense 28, 976 23. 463 40, 815 

Administrative and general expense 310, 275 325, 768 329, 305 


Total operating expense 12, 442, 733 12, 625, 441 12, 319, 538 


== ——————SSaa=a=mR— SESE SST 
Depreciation 845, 410 847, 611 859, 236 
Other gas revenue (credit) (1, 632) (4, 779) (5, 791) 
Federal income tax 825, 531 845, 562 882, 964 
59, 930 61,144 64, 072 
405, 763 418, 021 425, 427 
1, 477, 444 1, 429, 855 1, 406, 706 


16, 055, 179 16, 222, 855 15, 952, 152 
(106, 152) (107, 865) 


15, 949, 027 16, 114, 990 15, 952, 152 


1 See: Exhibit 564A, Schedule No. 3 (revised). 

2See: Exhibit 56A, Schedule No. 9 (revised). 

3 See: Exhibit 56, Schedule No. 23. 

4 Excludes fees paid to Tennessee Public Service Commission. 
( ) Denotes credit. 
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FEDERAL POWER COMMISSION 


AppEenprx No. 4.—Rates prescribed for the refund period 


Periods 


Dee. 15, > Dee. 31, |Jan. 1, 1956 to Dec. 31, 1956|Jan. 1, 1957 to July 13, 1957 


Rate schedule 


Demand |Commodity| Demand |Commodity| Demand | Commodity 
charge per ane, per oom per 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LYNCHBURG GAS COMPANY, DOCKET NO. G—18322 


ORDER DENYING REHEARING 
(Issued February 17, 1961) 


On January 30, 1961, Lynchburg Gas Company (Lynchburg) filed an applica- 
tion for rehearing of the Commission’s order issued herein on December 30, 
1960, 24 FPC 1217, denying the motion of Atlantic Seaboard Corporation (Sea- 
board) for clarification of the Commission’s order issued November 16, 1960, 24 
FPC 955, amended said order and denying motions for rehearing. As grounds 
for said application for rehearing, Lynchburg contends that the Commission’s 
order issued December 30, 1960, amends its former order to such an extent that 
it substantially changes the effect of the November 16th order upon Lynchburg. 
It complains that paragraph (B) of the December 30th order imposes “a differ- 
ent and more dubious condition” upon it than the original condition. Lynchburg 
also questions its enforceability contending that the Commission has no author- 
ity over local distribution companies which are regulated by state commissions. 

Paragraph (B), which Lynchburg complains of, reads as follows: 

(B) Transcontinental Gas Pipe Line Corporation be and it is hereby 
directed to sell and deliver to Lynchburg Gas Company a supply of natural 
gas in volumes up to 2,000 Mcf per day, supplemental to Lynchburg’s exist- 
ing contract demand of 7,000 Mcf per day presently being supplied to 
Lynchburg Gas Company by Atlantic Seaboard Corporation, and to establish 
physical connection of its transportation facilities with the transportation 
facilities of Lynchburg’s wholly-owned subsidiary, Lynchburg Pipe Line 
Company, upon the condition that Lynchburg purchase from Atlantic Sea- 
board Corporation and pay for the minimum monthly and minimum annual 
volumes in accordance with Atlantic Seaboard Corporation’s presently effec- 
tive CDS-PR-1 Rate Schedule on file with the Commission or any super- 
seding rate schedule fixed by the Commission or made effective pursuant 
to the provisions of the Natural Gas Act. 

Lynchburg complains that there is “not a scintilla of legal or factual justifi- 
cation for the alteration of paragraph (1B) as ordered by the Commission.” 
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This proceeding instituted by Lynchburg is one requesting an order directing 
Transcontinental Gas Pipe Line Corporation (Transco) to sell a supplemental 
supply of natural gas to Lynchburg and to establish physical connection of its 
transportation facilities with facilities proposed to be constructed by Lynchburg 
Pipe Line Company (Pipeline), a subsidiary of Lynchburg, for transportation 
by Pipeline of said supply of natural gas to Lynchburg’s distribution system. 

Lynchburg has been receiving its total supply of gas from Seaboard. Here, 
the record shows, Lynchburg asks the Commission, to direct Transco to sell to 
it a supply of gas in the amount of 2,000 Mcf per day supplemental to that 
which it is now receiving from Seaboard. The Commission has so directed 
Transco. If Lynchburg purchases this gas from Transco it follows that, under 
the law, it must pay both Transco and Seaboard for the gas each respectively 
sells to it at the applicable rate effective and on file with the Commission at 
the date of the sale to Lynchburg. Paragraph (B) does no more than require 
such payment. When Lynchburg begins purchasing a part of its supply of gas 
from a company other than Seaboard, which up to this time has been the sole 
supplier of gas to Lynchburg, under Seaboard’s effective Rate Schedule CDS-1, 
then Seaboard becomes a supplier of part of the gas requirements of Lynch- 
burg, and Seaboard’s CDS-PR-1 (Contract Demand Service—Partial Require- 
ments) Rate Schedule becomes the applicable rate schedule. The Commission 
has considered that it was in the public interest to grant this 7(a) application 
of Lynchburg, and in its order of November 16, 1960, said: 

The Presiding Examiner had said that Lynchburg can obtain additional 
supplies of gas from its present supplier, Seaboard, although the cost will 
be higher. The evidence shows that the savings in costs will be substantial 
if Lynchburg is permitted to purchase part of its gas from Transco. Under 
Lynchburg’s rules and regulations such savings will be passed on to its 
customers in the form of a reduction in the general service rate. 

However, the Commission can but require that the gas be paid for at the price 
set forth in the appropriate rate schedule, which is the effect of the condition 
contained in paragraph (B), of which Lynchburg complains. 

Seaboard’s CDS-PR-1 Rate Schedule became effective on October 2, 1958, 
subject to Commission action. Under this schedule, in addition to the monthly 
demand charge contained in CDS-1, a minimum monthly commodity charge and 
a minimum annual charge have been added, which, Seaboard has stated, is de- 
signed to maintain the historical load factor purchases from it. The condition 
that Lynchburg purchase and pay for gas from Seaboard under the said CDS- 
PR-1 rate schedule, however, is not a prejudgment of the legality of said rate. 
The Commission on September 30, 1958, ordered a hearing to be held upon a 
date to be fixed by notice of the Secretary concerning the lawfulness of said 
proposed rate schedule and permitted said rate schedule to become effective as 
of October 2, 1958, upon Seaboard filing an agreement and undertaking providing 
for refund of any portion of the increased rates found by the Commission not 
justified. The condition that Lynchburg pay for the gas it purchases from 
Seaboard at the price provided in the CDS-PR-1 rate schedule which is in 
effect under the undertaking, does not in any way presume the validity of such 
rate prior to hearing by the Commission to determine its lawfulness. 

Lynchburg in its application for rehearing herein states that the Court in 
Lynchburg Gas Company v. F.P.C., 275 F. 2d 847 (CA3) found that denial of 
supplemental service to a distributing company on the basis of protection of 
the pioneer certificated supplier was improper. We do not agree with this in- 
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terpretation of the Third Circuit’s decision. The Court held that the evidence 
which Seaboard presented did not establish that Seaboard would suffer eco- 
nomic injury because of loss of base load sales in the Lynchburg market area. 
Seaboard’s policy witness gave estimated monetary losses of Seaboard based 
on load factor percentages which had Mead Corporation, a prospective indus- 
trial customer of Lynchburg, using less than 6,500 Mcf of gas per day, which 
Lynchburg claimed it would use. In referring to this testimony, the Court 
said: 

* * * According to the witness this would necessitate Pipeline either 
cutting back on its purchases from Transco or selling the remaining gas to 
Lynchburg. His estimation of Seaboard’s loss was based on an assumption 
of Mead using gas at a 65% load factor and again at an 80% load factor 
and further assuming that Pipeline sold the remaining 35% or 20% to 
Lynchburg thereby displacing that amount from Seaboard. Quite appar- 
ently that testimony, and the exhibits introduced in connection with, are 
simply assertions of possibilities and do not support Seaboard’s stand. This 
is further pointed up by the witness’s admission that he was completely 
unfamiliar with the Mead Company and its operations. 

The Third Circuit’s decision dealt only with the sufficiency of Seaboard’s 
evidence to support its contention and found that such evidence was insuff- 
cient. In the instant proceeding we are dealing with the rate at which Lynch- 
burg must pay for gas received from Seaboard, a natural gas company subject 
to Commission jurisdiction. If Seaboard’s CDR-PR-1 rate schedule is ulti- 
mately found to be unreasonable, Lynchburg will be entitled to a refund of the 
difference between the rates charged under the CDS-PR-1 rate schedule and 
the rate found to be reasonable and fixed by the Commission. 

Lynchburg in its application asserts further that the condition is unenforce- 
able as to Lynchburg in view of the fact that the Commission has no authority 
over local distribution companies which are regulated by state commissions. 
This Commission has no intention of asserting regulatory jurisdiction over 
distribution companies which are regulated by state commissions. However, 
the situation here is quite different. Lynchburg, a distributing company, has 
come to this commission seekingg an order affecting companies under Federal 
Power Commission regulation, and this Commission has granted that order to 
Lynchburg upon a condition, which it considers reasonable and in accordance 
with the law. 


The Commission finds: 


For the reasons heretofore stated, the application filed by Lynchburg on 
January 30, 1961, for rehearing of the Commission’ order issued December 30, 
1960, denying the motion of Atlantic Seaboard Corporation for clarification of 
the Commission’s order issued November 16, 1960, amending said order and 
denying motions for rehearing, should be denied. Said application for rehear- 
ing sets forth no new facts or principles of law which were not considered by 
the Commission when it issued its order to December 30, 1960, or, which having 
now been considered, warrant any change or modification of said order. 


The Commission orders: 


The application for rehearing filed herein by Lynchburg Gas Company on 
January 30, 1961, be and the same is hereby denied. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NEW ENGLAND POWER COMPANY, PROJECT NO. 1855 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST; 
ACCRUED DEPRECIATION ; AND PRESCRIBING ACCOUNTING THEREFOR 


(Issued February 17, 1961) 


New England Power Company, Licensee for Project No. 1855,’ from time to time 
filed statements, pursuant to Sections 4.20 and 4.1 of the Commission’s Regula- 
tions under the Federal Power Act, claiming for the period from January 1, 1938, 
through December 31, 1958, project additions and retirements resulting in (1) 
a $614,945.35 net increase in project cost over the previously determined amount 
of actual legitimate original cost of the project, $8,817,621.63 as of January 1, 
1938,2 and (2) a resulting total claimed actual legitimate original cost of the 
project, as of December 31, 1958, of $9,432,566.98. The claimed net increase 
of $614,945.35 results from claimed and recorded project gross additions and 
gross retirements totaling $809,744.15 and $175,131.22, respectively, and a credit 
adjustment of $19,667.58, and is more specifically shown in the attached Table I. 

Licensee also recorded upon its books of account entries in its depreciation 
reserve account for Project No. 1855 in the net credit amount of $931,263.66 as 
of December 31, 1937, and in the net credit amount of $1,776,867.53 for the 
period from January 1, 1938, through December 31, 1958, making a balance in 
that account of $2,708,131.19 as of December 31, 1958.3 

The Commission’s staff made a field examination of the books and records of 
Licensee and other data for the purpose of ascertaining the correctness of the 
claimed and recorded project cost changes and resulting project cost as of De- 
cember 31, 1958, and of the recorded amounts of accrued depreciation applicable 
to in-service project properties as of that date. 

Following that examination, an agreement, subject to Commission approval, 
was reached between the staff and Licensee’s representatives with respect to 
certain proposed adjustments involving (1) a reclassification of project costs 
within the project plant accounts in the total amount of $32,215.96; (2) the 
elimination of $11,320.92 from the claimed and recorded project costs for the 
period from January 1, 1938, through December 31, 1958; (3) an increase in 
the recorded project depreciation reserve account in the net credit amount of 
$22,803.89 as of December 31, 1958; and (4) the accounting disposition of the 
foregoing amounts. 

Based upon the proposed adjustments, the resulting revised total net increase 
in the project cost would be $603,624.43, consisting of gross additions of $781,- 
035.02, gross retirements of $175,131.22 and a net credit adjustment of $2,279.37; 


1 The project is located on the Connecticut River in the Counties of Windham and 
Windsor, Vermont, the Counties of Cheshire and Sullivan, New Hampshire, and the 
County of Worcester, Massachusetts, and may be described as the Bellows Falls Project. 
The license (issued on October 13, 1943, pursuant to Section 4 (e) of the Federal Power 
Act), authorizing the project, is by its terms effective for a period beginning January 1, 
1938, and terminating June 30, 1970. The license was issued originally to Bellows Falls 
Hydro-Electric Corporation, Connecticut River Power Company, and New England Power 
Company as joint Licensees, but was transferred, effective July 28, 1948, to New England 
Power Company as the sole licensee in accordance with the provisions of the Commis- 
sion’s order issued July 9, 1948 (7 FPC 777). 

2 The Commission, by order issued July 9, 1948 (7 FPC 777), determined the actual 
legitimate original cost of the project, as of January 1, 1938, to be $8,817,621.63. 

3 Article 18 of the license provides for Commission determination of the actual legiti- 
mate original project cost and the accrued depreciation applicable to project properties 
as of the effective date of the license, January 1, 1938. 
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and the resulting revised actual legitimate original cost of the project as of 
December 31, 1958, would be $9,421,246.06. Based also upon such adjustments, 
the net increase or change in the reserve for accrued depreciation applicable to 
in-service project properties for the period from January 1, 1938, through De- 
cember 31, 1958, would be $1,799,671.42; and the amount of the depreciation 
reserve applicable to in-service project properties as of December 31, 1958, would 
be $2,730,935.08. 

The accounting for the proposed reclassifications within the project plant 
accounts, which do not affect the total claimed net project cost change, is shown 
by the following composite journal entry: 








Account Debit Credit 
Ro aa eee ee ee ($32, 215. 96) 
eg gE RR AEN EE itr icmanaiies 
22 Reservoirs, dows and Water Ways. ...< 222025220252. cncscewcnsstinnsussces 93, 208. 0B bo s.22-csece cus 





The proposed eliminations totaling $11,320.92 are composed of the following 
items: 


Transfer to nonproject accounts of the cost of a System sign ~--_ $1,075.00 
Excess claimed cost of project property acquired in 1953 ~...--__ 1,483.68 
Miscellaneous maintenance costs erroneously capitalized ~~~ 1,283.69 
CORE OE, FURIE cise ce peg nisin euepinafianitnioaliemailarntmoaalaiie 7,478.55 

$11,320.92 


The net credit adjustment of $22,803.89 to the recorded reserve for accrued 
depreciation for in-service project properties is to restore a net amount im- 
properly debited thereto for the retirement of nonproject property. 

The proposed accounting disposition of the amounts involved in the proposed 
adjustments to bring Licensee’s recorded project costs and amounts in its de- 
preciation reserve account into agreement with the recommended project cost, 
and the amounts of depreciation reserve applicable to project properties as 
tentatively agreed to between Licensee and the staff are shown by the following 
composite journal entry : 






Debit 


Electric plant in service-Nonproject................-.--.-.-....--...-- 


1 $1, 075. 00 
.1 Reserve for depreciation of electric plant in service-Nonproject ; 

1 

1 


SN ih ed git hiaonteeniirtonthdciendasdaeldbeiratnooers ismensteehoba 


After giving effect to the above adjustments, the Commission’s staff recom- 
mends and Licensee, by letter dated June 2, 1960, confirming its agreement to 
the proposed adjustments, accounting disposition and resulting project cost and 
depreciation reserve for Project No. 1855 (Bellows Falls), concurs that the 
Commission determine: . 

(1) The net increase or change in the actual legitimate original cost of 
Project No. 1855 during the period from January 1, 1938, through December 31, 
1958, to be $603,624.43, consisting of gross additions of $781,035.02, gross retire- 
ments of $175,131.22 and a net credit adjustment of $2,279.37. 

(2) The resulting actual legitimate original cost of Project No. 1855 as of 
December 31, 1958, to be $9,421,246.06, classified by primary plant accounts of 
the Commission’s Uniform System of Accounts Prescribed for Public Utilities 
and Licensees as shown in the attached Table I. 


693—489—64——_23 
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(3) The reserve for accrued depreciation applicable to in-service project 
properties of Project No. 1855, as of January 1, 1938 to be $931,263.66; the net 
increase or change in the project reserve for accrued depreciation for the 
period from January 1, 1938, through December 31, 1958, to be $1,799,671.42; 
and the reserve for accrued depreciation applicable to in-service project prop- 
erties of Project No. 1855, as of December 31, 1958, to be $2,730,935.08, all 
classified by functional groups as shown in the attached Table ITI. 

The Massachusetts Department of Public Utilities, the Vermont Public Serv- 
ice Commission, and the New Hampshire Public Utilities Commission were 
separately advised by letters of this Commission dated September 16, 1960, of 
the proposed adjustments, accounting disposition and resulting project costs, 
and depreciation reserve, all as described above. 

By letters dated September 20, 1960, the New Hampshire Public Utilities 
Commission and the Vermont Public Service Commision indicated no objection 
to the foregoing. No reply has been received from the Massachusetts Depart- 
ment of Public Utilities. 


The Commission finds: 


(1) Licensee, by its agreement to the proposed adjustments, including the 
accounting disposition and the resulting project costs, and depreciation reserve 
as stated in its letter dated June 2, 1960, and the New Hampshire Public 
Utilities Commission and the Vermont Public Service Commission by their 
letters dated September 20, 1960, and the absence of any comment or protest 
by the Massachusetts Department of Public Utilities, have obviated the neces- 
sity for notice and opportunity to protest provided by Sections 4.4, 4.5, 4.22 
and 4.23 of the Commission’s Regulations under the Federal Power Act. 

(2) The foregoing adjustments, including the accounting disposition, are 
reasonable and appropriate for the purposes of the Federal Power Act, and, 
therefore, should be approved and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of 
Project No. 1855 during the period from January 1, 19388, through December 31, 
1958, is $603,624.43, consisting of gross additions of $781,035.02, gross retire- 
ments of $175,131.22 and a net credit adjustment of $2,279.37; and the result- 
ing actual legitimate original cost of Project No. 1855, as of December 31, 1958, 
is $9,421,246.06, classified by primary plant accounts as shown in attached 
Table I. 

(4) As of January 1, 1938, the effective date of the license, the reserve for 
accrued depreciation applicable to in-service project properties as of that date 
is $931,263.66; the net increase or change in the project reserve for accrued 
depreciation for the period from January 1, 1938, through December 31, 1958, 
is $1,799,671.42 ; and the reserve for accrued depreciation applicable to in-service 
project properties as of December 31, 1958, is $2,730,935.08, all classified by 
functional groups as shown in the attached Table II. 

(5) As of January 1, 1938, the effective date of the license, the net invest- 
ment of the Licensee in Project No. 1855 is $7,886,357.97. 


The Commission orders: 


(A) The provisions of Sections 4.4, 4.5, 4.22 and 4.23 of the Commission’s 
Regulations under the Federal Power Act are hereby waived for the purposes 
of this order. 

(B) The foregoing adjustments including the accounting disposition, as pro- 
posed by the staff and agreed to by the Licensee, are hereby approved and 
directed to be made by Licensee. 

(C) Licensee, to the extent that it has not already done so, shall (a) estab- 
lish and maintain control and detailed plant accounts for Project No. 1855, 
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showing the debit amount of $603,624.43 as the net increase or change in the 
project cost for the period from January 1, 1938, through December 31, 1958; 
and the total debit balance of $9,421,246.06 as of December 31, 1958; all as 
more specifically shown by primary plant accounts as set forth in the attached 
Table I; and (b) establish and maintain a reserve account for accrued depre- 
ciation applicable to in-service project properties of Project No. 1855 showing 
the credit balance of $931,263.66 as of January 1, 1938; the credit amount of 
$1,799,671.42 as the net increase or change in the reserve for accrued deprecia- 
tion applicable to project properties for the period from January 1, 1938, 
through December 31, 1958; and the credit balance of $2,730,985.08 as of 
December 31, 1958; all classified by functional groups as shown in the at- 
tached Table II. 

(D) Licensee shall within 60 days from the issuance of this order file three 
certified copies of its journal entries showing compliance with this order. 


TaBLeE I.—Actual legitimate original cost—New England Power Co. 





























Changes from Jan. 1, 1938 through 





Approved Dec. 31, 1958 Allowed 
Account Title | original cost original cost 
No. as 0 as of 
Jan. 1, 1938* | As claimed Staff As adjusted/ Dec. 31, 1958 
adjustments 
(1) (2) (3) (4) (5) (6) (7) 











Hydraulic production plant: 

















320 Land and land rights-_.-- $3, 147, 662.93 | $49,911.70 | ($33, 499. 65)| 16,412.05 |$3, 164, 074.98 
321 Structures and improve- 

WR ittccintascccnnan 912,125.07 | (76, 839. 59) 13.97 | (76,825.62)| 835,209. 45 
322 Reservoirs, dams and 

WORT TE oc cccncennes 2, 040, 774.07 | 108,702.59 | 24,723.44 | 133, 426.03 | 2,174, 200.10 
323 Water wheels, turbines | 

and generators.......-.| 658,048.29 | 119,180.75 |...........- 119, 180. 75 777, 229. 04 
324 Accessory electric equip- | 

a ee | 126,977.95 7, 90B 3B fcc ccncencee 7, 935. 25 134, 913. 20 
325 Miscellaneous powerplant 

equipment............. | 25,079.79 6, 601. 56 j............ | 6,591.55 31, 671. 34 

Total hydraulic pro- 

duction plant. ..-.-.- $6, 910, 668.10 | 215,482.25 | (8, 762.24)! 206,720.01 | 7,117, 388.11 
Transmission plant: | 

340 Land and land rights... ~-| 272, 463.94 | 24, 433.79 |............ 24, 433. 79 296, 897. 73 
341 Clearing land and rights- | 

SOU sc ccnssctiensdeced 98, 497. 39 RRL Piccsanpacce | 8,892.28 107, 389. 67 
342 Structures and improve- | 

MONG. i555 eseccasecas| ccekswscnsece 248. 06 }......2..+.- |} 2,142.06 2, 142. 06 
343 Station equipment....... | 532,905.67 | 198,530.29 | (1, 483. 68)| 197, 046. 61 729, 952. 28 
344 Towers and fixtures... .- | §43, 157.79 | OP Bisa cuk nsec 488. 54 543, 646. 33 
345 Poles and fixtures......../.............. 0 SE Lincccsncaces 41, 555. 42 41, 555. 42 
346 Conductors and devices._| 376, 147.39 | 91,480.55 |............ 91, 480. 55 467, 627.94 

Total transmission 


PONE. 6. scwwteciecse | 1, 823,172.18 | 367,522.93 | (1,483. 68)| 366,039.25 | 2,189, 211. 43 





Distribution plant: Meters_..|.............- 
General plant: 





























372 Office furniture and equip- 

ment. ...-..---- Se 2, 449.14 |............ . 2, 449.14 
373 DIE a nnecssinasapeid ve ponmasntatais basics stianinintenal icliamiimhi Relais Alias 
374 Stores equipment........).....-...-.-.- OD [ecnccnaneces ‘ 606. 82 
375 Shop equipment.........].............. LER Scccstacanes . 3, 889.15 
376 Laboratory equipment...|_............. hae inqenencetoas . 1, 413. 23 
377 Tools and work equip- 

I SSS LOD Bcacenesgena 5, 436. 53- 


ne rer equip- 










, 781. 36. 998. 86 Licccusesaces 274. 99, 055. 53 
M ieeetianaeus Si heccnennenecnen 2, 871.12 1, 796.12 


. 1,7 
Other temgible property... }...2....222000) 20. cceccceeccccesenconensceesecssupseshesasedece 


Total general plant... .- k 30, 865.17 114, 646. 52 
Total cost of project.... 8,817, 621. 63 614, 945. 35 (i; 320. 92) 603, 624. 43 | 9, 421, 246. 06 



















*See Commission order issued July 9, 1948 (7 FPC 777). 
( ) Denotes credit. 
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TABLE II.—Summary by functional groups of reserve for depreciation of electric plant 


Reserve for depreciation as of Dec. 31, 1958 


Reserve for depreciation Recorded Staff adjust- Allowed 
ment 
(1) ‘ (3) 


$1, 683, 955. 60 $1, 683, 955. 60 
964, 992. 24 987, 796. 13 
59, 183, 35 59, 183. 35 


2, 708, 131. 19 (22, 803. 89) 2, 730, 935. 08 


* To be disposed of by a debit in like amount to nonproject reserve for depreciation. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TILLAMOOK PEOPLE’S UTILITY DISTRICT, PROJECT NO. 2274 
ORDER ISSUING PRELIMINARY PERMIT 
(Issued February 17, 1961) 


Application was filed March 21, 1960 by Tillamook People’s Utility District 
(Applicant) of Tillamook, Oregon, for a preliminary permit under Section 4 (f) 
of the Federal Power Act (Act) for proposed Project No. 2274 to be located 
on Trask River in the County of Tillamook Oregon, in the region of Tillamook, 
Oregon, affecting Oregon & California (O & C) revested lands and other lands 
of the United States. 

As described in the application, the proposed Trask River project would 
consist of a dam about 150 feet high located just upstream from the bend in 
the river known as the Peninsula; a reservoir with a maximum pool at eleva- 
tion 340 feet with gross storage of 120,000 acre-feet of which 100,000 acre-feet 
would be active or usable capacity; a powerhouse with installation of about 
80,000 kilowatts; and a reregulating dam and reservoir below the main dam 
with maximum installation of about 5,000 kilowatts. 

According to the application, power generated at the proposed project would 
be used in Applicant’s system and for delivery to the Bonneville Power Ad- 
ministration. 

By our orders issued June 17, 1960 and July 19, 1960, repectively, we per- 
mitted the State of Oregon and the Oregon State Water Resources Board to 
become interveners in this proceeding. 

The Assistant Director of Civil Works, Corps of Engineers, in commenting 
on the application, stated that the proposed development would not adversely 
affect existing or planned projects of the Corps and offered no objection to the 
issuance of a preliminary permit. 

An Assistant Secretary of the Interior, in commenting on the application, 
recommended several special provisions for inclusion in any permit issued in 
the interests of fish and wildlife resources, recreation and archeological values— 
all as hereinafter provided. 

Applicant requests a preliminary permit for a period of 36 months. It appears 
appropriate, however, that the initial period of the permit should be 24 months 
as hereinafter provided. 

No construction is authorized under a preliminary permit. A permit gives 
permittee, during the period of the permit, the right to priority of application 
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for license while the permittee undertakes the necessary studies and examina- 
tions, including the preparation of maps and plans, in order to determine the 
economic feasility of the proposed project, the means of securing the necessary 
financial arrangements for construction, the market for the project power, and 
all other information necessary for inclusion in an application for license, 
should one be filed. 


The Commission finds: 


(1) Applicant is a municipal corporation organized under the laws of the 
State of Oregon. 

(2) Public notice of the filing of the application has been given as required 
by the Act. Aside from the above-mentioned interveners, no protests have been 
filed. No conflicting application is before the Commission. 

(3) The proposed project will affect O & C revested lands and other lands 
of the United States, but will not affect any Government dam, and no reason 
is apparent at this time for development of the proposed project by the United 
States. 


The Commission orders: 


(A) This preliminary permit is issued to Tillamook People’s Utility District 
(hereinafter referred to as the Permittee), for a period of 24 months, effective 
as of February 1, 1961, for the sole purpose of maintaining priority of appli- 
eation for license for Project No. 2274, to be located on the Trask River in the 
County of Tillamook, Oregon, and affecting O & C revested lands and other 
lands of the United States, subject to the terms and conditions of the Act, 
which is incorporated by reference as a part of this permit, and subject to 
such rules and regulations as the Commission has issued or prescribed under 
the provisions of the Act. 

(B) This permit is also subject to the terms and conditions set forth in 
Form P-1, entitled “Terms and Conditions of Preliminary Permit” (16 FPC 
1303-1305), which terms and conditions (designated as Articles 1 through 8) 
are attached hereto and made a part hereof; and further subject to the fol- 
lowing special conditions set forth herein as additional articles: 

Article 9. The Permittee shall submit at the close of each six-month period 
from the effective date of this permit to the Regional Engineer, Federal Power 
Commission, San Francisco, California, or to such other officer or agent as 
the Commission may designate, accurate statements of the work contemplated 
under the permit for the ensuing period. 

Article 10. The Permittee shall, during project planning establish schedules 
of flow releases and prepare plans for the protection of fish and wildlife re- 
sources in cooperation with the Fish Commission of Oregon, Oregon State 
Game Commission, and U. 8. Fish and Wildlife Service, in order that adequate 
provision may be made for the protection of fish and wildlife resources of the 
affected area. 

Article 11. The Permittee shall, during the period of this permit, consult with 
the National Park Service and the Department of Anthropology at the Univer- 
sity of Oregon to determine what means can be found to protect or enhance 
historic, and recreation values should the project be built. 

(C) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) 
of the Act, and failure to file such an application shall constitute acceptance 
of this preliminary permit. In acknowledgment of the acceptance of this pre- 
liminary permit, it shall be signed for the Permittee and returned to the 
Commission within 60 days from the date of issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


TEXAS EASTERN TRANSMISSION CORPORATION, 
DOCKET NOS. G-12706 AND G-18841 


ORDER AMENDING ORDER APPROVING RATE SETTLEMENT AGREEMENT, 
PRESCRIBING REFUNDS AND FIXING DATE OF HEARING 


(Issued February 21, 1961) 


By order issued January 25, 1961, 25 FPC 172, in these proceedings, we 
approved the rate settlement agreement proposed by Texas Eastern Transmis- 
sion Corporation (Texas Eastern), subject to the condition, among others, 
contained in paragraph (L), which reads in part as follows: 

(L) Texas Eastern shall furnish to the Commission staff such data, 
books, records and tax returns as the latter may require to prepare the 
studies necessary for a determiation whether the Federal Income Tax 
allowances included in the cost of service supporting the settlement are 
appropriate. 


In accordance with the requirements of that condition, Texas Eastern has 
furnished the data, books, records, and tax returns needed by the staff to 
prepare the studies contemplated by the condition. Upon the basis of all 
relevant factors pertaining to the tax issued involved, we conclude that the 
cost of service utilized for settlement purposes in these proceedings is appro- 
priate for that purpose and, consequently, our order approving Texas Eastern’s 
settlement should be amended by deleting therefrom ordering paragraph (L) 
as set forth on page 8 of the order. Furthermore, we do not believe that it 
would be appropriate to decide the issue involved here upon the basis of a 
cost of service underlying a settlement agreement concurred in by the parties 
hereto. On the other hand, it is only fair to state that we recognize and 
realize the implications inherent in the issue confronting us, and, further, that 
this issue, as such, must be resolved by us as soon as it is administratively 
practicable to do so. This type of issue is one that not only requires but 
demands a full hearing record and briefs reflecting the positive position of all 
parties in the proceedings. This we do not have before us here. 

It should be fully understood that our decision to eliminate paragraph (L) 
from our prior order is not to be construed as a precedent or as any indica- 
tion how the issues involved will be decided when considered in any proceed- 
ing coming before us in the future. 


The Commission finds: 


It is appropriate in carrying out the provisions of the Natural Gas Act that 
the order issued in these proceedings on January 25, 1961, be amended as here- 
inafter ordered. 


The Commission orders: 


(A) Paragraph (L) of the order conditionally approving rate settlement 
agreement, prescribing refunds and fixing date of hearing is hereby deleted in 
its entirety. 

(B) In all other respects, the said order issued in these proceedings on 
January 25, 1961, shall remain in full force and effect. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


KANSAS-NEBRASKA NATURAL GAS COMPANY, DOCKET NO. CP61-142 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued February 23, 1961) 


On November 7, 1960, as supplemented on December 2, 1960, Kansas- 
Nebraska Natural Gas Company, Inc. (Applicant), Hastings, Nebraska, filed 
in Docket No. CP61-142 an application pursuant to Section 7 (c) of the Natu- 
ral Gas Act for a certificate of public convenience and necessity authorizing 
the construction and operation of approximately 63 miles of 8 inch lateral 
pipeline extending from Applicant’s existing main transmission line near 
Hastings, Nebraska, with measuring and regulating equipment, to the site of 
a proposed new $8,000,000 fertilizer manufacturing plant to be constructed by 
Consumers Cooperative Association (Cooperative), in order to sell and deliver 
natural gas at said plant, all as more fully set forth in the application and 
supplement. 

The estimated total cost of facilities to be constructed by Applicant here- 
under is $115,000, which will be financed out of current working capital. 

The estimated natural gas requirements for the proposed service to Co- 
operative total 2,000,000 Mcf per year, under two contracts between Applicant 
and Cooperative, one for firm service of up to 3,000 Mcf per day for use as 
raw material in the manufacture of anhydrous ammonia fertilizer, the other 
for interruptible service of approximately the same amount for use as boiler 
fuel. 

It appears that the proposed service is mainly uninterruptible, and the lim- 
ited firm volumes to be delivered on a peak day can be transported through 
Applicant’s existing main line facilities without impairing its ability to main- 
tain adequate service to exsting customers, or having any adverse effect upon 
its gas supply. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
February 21, 1961, respecting the matters involved in and the issues pre- 
sented by the application herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Kansas-Nebraska Natural Gas Company, Inc., a Kansas cor- 
poration having its principal place of business in Hastings, Nebraska, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as here- 
tofore found by the Commission in its order of April 6, 1943, in Docket No. 
G-259 (3 FPC 966). : 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are proposed to be used in 
the transportation of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, and the construction and operation thereof by 
Applicants are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 
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(4) The proposed construction and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate there- 
for should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (c)(4) and (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach to the issuance of the certificate hereinafter granted 
to Applicant and to the exercise of the rights granted thereunder, and that 
the time within which construction of the facilities authorized by this order 
shall be completed and said facilities placed in actual operation should be 
fixed at 6 months from the date on which this order issues. 

(6) The volumes of natural gas which Applicant may deliver to Consumers 
Cooperative Association should be limited to a maximum of 3,000 Mcf per day 
of firm gas and a maximum of 3,000 Mcf per day of interruptible gas, the 
estimates contained in the application. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Kansas-Nebraska Natural Gas Company, Inc. to 
construct and operate the facilities hereinbefore described, as more fully de- 
scribed in the application, as supplemented, in this proceeding, for the trans- 
portation of natural gas as therein set forth, upon the terms and conditions of 
this order. 

(B) The general terms and conditions set forth in paragraph (a), (b), 
(c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations un- 
der the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 6 months from the date on which this order issues. 

(D) The volumes of natural gas which Applicant may deliver to Consumers 
Cooperative Association is hereby limited to a maximum of 3,000 Mcf per day 
of firm gas and a maximum of 3,000 Mcf per day of interruptible gas. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CONTINENTAL OIL COMPANY, DOCKET NO. G-11024; THE ATLANTIC 
REFINING COMPANY, DOCKET NO. G-11034; CITIES SERVICE PRO- 
DUCTION COMPANY, DOCKET NOS. G-—11046, G-15330; TIDEWATER 
OIL COMPANY, DOCKET NO. G-11049 


ORDER DENYING MOTION TO OMIT INTERMEDIATE DECISION PROCEDURE 
(Issued February 24, 1961) 


On January 19, 1961, at the conclusion of the hearing in these consolidated 
proceedings, Continental Oil Company, The Atlantic Refining Company, Cities 
Service Production Company and Tidewater Oil Company, the applicants 
herein, made a joint motion for the waiver and omission of the intermediate 
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decision procedure in these proceedings pursuant to Section 1.30 (c) of the 
Commission’s Rules of Practice and Procedure. The applicants contend that 
“for want of sufficient evidence in the original proceeding, and want of an- 
swers to the questions raised by the Supreme Court in its decision, the due 
and timely execution of the Commission’s functions have imperatively and 
unavoidably been seriously impaired” (Tr. RE-7466). Therefore, applicants 
say, it is in the public interest to expedite the final decision by eliminating 
the intermediate decision procedure. 

Applicants’ motion for waiver and omission was opposed by the Commission’s 
staff, Public Service Blectric and Gas, and Long Island Lighting Company. 
Opposition to the motion was based largely on the facts that temporary au- 
thorization to commence deliveries under the gas sales contracts involved in 
these proceedings was issued on or about November 17, 1959; that deliveries of 
natural gas have been made, and are being made, pursuant to such temporary 
authorization, and that the rates charged are subject to condition and refund 
if such be ordered by the Commission. Additionally, the opponents to the 
motion noted that the record in these proceedings comprise some 7500 pages 
of testimony, 52 voluminous exhibits and many items by reference. 

We believe that the conclusions reached in an initial decision by “an impar- 
tial, experienced examiner who has observed the witnesses and lived with the 
case” 2 will be of great aid to us. 

The record in these proceedings will reveal that this Commission has been 
vitally aware of the need for an expeditious conclusion of this consolidated 
proceeding. However, as we said in Trunkline Gas Company, et al., Docket 
No. G—15394, et al., order issued December 23, 1958: 


We have found, in most instances, that in proceedings presenting com- 
plex issues, such as this proceeding, it is preferable to have an initial 
decision by the Presiding Examiner. 


We see no reason to depart from that view. We are sure that the Exam- 
iner is aware of the need for as early a conclusion of these proceedings as 
judicious consideration will permit, and that he will expedite the issuance of 
his initial decison in these proceedings. We expect him to do so. 


The Commission finds: 


The applicants have not shown good cause for waiver and omission of the 
intermediate decision procedure. 


The Commission orders: 


The motion made by applicants herein for the waiver and omission of the 
intermediate decision procedure be and the same is hereby denied. 
Commissioner Kline dissenting, filed a separate statement. 


Kine, Commissioner, dissenting: 

I dissent to the failure of the majority to omit the intermediate decision 
procedure. With the exception of deciding upon a formula for the handling 
of producer rate cases, the most urgent issue now confronting us is what type 
and quantity of evidence is necessary in a producer certificate case to establish 


1 Atlantic Rfg. Co. v. Pub. Serv. Comm’n, 360 U.S. 378. 

2 Universal Camera Corp. v. N.L.R.B., 340 U.S. 474, 496. 

® See the order specifying procedure issued herein on October 28, 1960; 24 FPC 908, 
the order advancing date of hearing, issued herein on November 17, 1960; 24 FPC 960, 
the order continuing hearing in Docket No. G-9510, et al., issued November 23, 1960; 
the order canceling hearing in Docket No. G-9283, et al., issued November 23, 1960, 
and others where we have repeatedly recognized the need for an expeditious conclusion 
in the instant consolidated proceeding. 
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the price at which the public convenience and necessity permits the sale to 
be made. I would grant the request for the waiver of the intermediate deci- 
sion procedure, not because it is urgent that we immediately establish the 
prices at which the public convenience and necessity permits these particular 
sales, for if that was the only point involved I would favor an examiner’s 
decision, but because I feel it is vital to the continued growth of the natural 
gas industry and the consuming public served by it that we decide at the ear- 
liest possible date the broader policy question as to the quantum and kind of 
evidence required in cases of this kind. 

Ever since the reversal of this case by the Supreme Court in early 1959, 
the parties in a producer certificate case have been in a quandary as to the 
type and amount of evidence which this Commission felt was necessary to 
establish the price at which the public convenience and necessity permitted 
the sale. 

After this case was remanded to us by the Supreme Court, we referred it 
to an Examiner for further hearings upon the price issue. At about the same 
time we granted rehearing in the Transwestern case! and referred it to an 
examiner for further hearings upon a substantially similar price issue. The 
hearings in each of these cases have lasted more than a year. In the instant 
case, more than 7,000 pages of testimony have been taken and numerous ex- 
hibits introduced. In the Transwestern case, which is in the final stages on 
rehearing, more than 75 volumes of testimony, over 10,000 pages in all, and 
numerous exhibits have been introduced. In each of these cases the parties 
introduced almost every possible kind of testimony in the hope that the Com- 
mission would determine what was proper and would be given weight in such 
a case. If such voluminous testimony is offered in all pending producer cer- 
tificate cases, certification of new supplies of gas to consumers will slow to a 
snail’s pace. On the other hand, the courts have on many occasions made it 
very clear that more evidence than we required before the Catco decision must 
be forthcoming. Several cases remanded to us by the courts have not been 
set for hearing by us pending our decision of this issue in this or in the 
Transwestern case. There are other producer certificate cases now awaiting 
an Examiner’s decision and ethers presently in hearing in which this price 
issue is involved, as well as many, many cases which have never been set 
for hearing, all of which will proceed more expeditiously once a decision is 
made by us either in this case or in the Transwestern case as to the type of 
evidence required. 

All segments of the natural gas industry, the producers, distributors, and 
pipelines, are vitally interested in a speedy determination by us of this issue. 
It is my belief that the waiver of the intermediate decision procedure is re- 
quired in this case in order that the administrative processes may function 
properly and that the many producer certificate cases in which price is an 
issue may proceed rapidly toward a solution. 

Essentially, the determination of how much and what kind of evidence will 
be considered in cases of this character is a policy decision to be made by the 
Commission and an Examiner’s decision will be of comparatively little aid to 
us. The examiner in this case is concerned with the specific prices here pro- 
posed and has only the record in this case before him. In determining the 
kind and amount of evidence needed generally in cases of this kind we must 
go outside the record and take into consideration such matters as the work 
load confronting the Commission, the number of cases in which this is an 
issue, and the staff available to perform this work and inspect the corporate 


1 Transwestern Pipeline Co., et al., 22 FPC 542. 
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books in the light of the other demands made upon it. We must weigh the 
advantages of a record complete as to every minor point against the need for 
expedition in these cases. We must decide whether the public interest is best 
served by having a complete record presented as has been done in this case, 
or whether a lesser record will suffice. 

It has been stated that the formulation of broad plans and general policies 
to insure that a regulated industry operates for the public benefit is often 
more important than the decision of specific issues in litigated cases.2 We 
have here a case containing a record which we can review and in the light of 
our knowledge of the other factors, such as those I have mentioned, arrive at 
a decision which will serve as a guide in the many other cases before us. 
This will greatly reduce the work of our staff and save time and expense for 
the entire industry. 

Except for the broad issue of what type of evidence is to be required in 
cases of this kind, this case poses only one issue, namely, what are the proper 
prices at which to certificate these sales. I admit that an examiner’s decision 
on this point would be helpful but since we must dig into the record in any 
event to decide the broader issue, it is not imperative that we have one. Al- 
though there are 7000 pages of testimony, undoubtedly much of this is chaff 
and the essential parts of the record will be fully covered or referred to in 
the briefs of counsel, and we should have little difficulty with this one issue. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LO-VACA GATHERING CO., DOCKET NO. C1I60-693; HOUSTON PIPE LINE 
COMPANY, DOCKET NO. CP61-177 


ORDER FOR HEARING AND CONSOLIDATING PROCEEDINGS 
(Issued February 24, 1961) 


Lo-Vaca Gathering Co., Corpus Christi, Texas, filed on June 1, 1960, pursuant 
to Section 7 (c) of the Natural Gas Act, an application for a certificate of 
public convenience and necessity authorizing the sale in interstate commerce 
for resale of up to 66,500,000 cubic feet of natural gas (@ 14.65 # psia) per 
day to El Paso Natural Gas Company, El Paso, Texas, and also an additional 
like volume of natural gas to be used by El Paso solely as fuel in its com- 
pressors and other facilities located outside Texas, all of such gas to be pro- 
duced in Texas and sold at the initial price of 22¢ per Mcf. 

Houston Pipe Line Company, Petroleum Building, Houston, Texas, filed on 
December 27, 1960, pursuant to Section 16 of the Act and Section 1.7 (c) of 
the Commission’s Rules of Practice and Procedure, a petition for a declaratory 
order to remove uncertainty as to the Commission’s jurisdiction under the 
Natural Gas Act over a proposed sale by Houston to El Paso Natural Gas 
Company of up to 77,000,000 cubic feet per day of natural gas (@ 14.65 # psia) 
to be produced in Texas and delivered to El Paso at a point near Three Rivers, 
Like Oak County, Texas. The contract between El Paso and Houston pro- 
vides that the gas to be purchased thereunder, although commingled with other 
gas being transported in El Paso’s pipe line, shall be used by El Paso solely as 
fuel in the operation of El Paso’s facilities in Texas and in the gasoline plant 
of Phillips Petroleum Company in Ector County, Texas. The price will be 


2 Memorandum of Louis Hector of the Civil Aeronautics Board to the President accom- 
panying his resignation. 
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determined according to a formula set out in the contract which would have 
produced a price of 19.5¢ for each one million BTUs delivered during the 
billing month of November, 1959. The contract provides that the gas sold 
thereunder shall have not less than 950 BTUs per cubic foot. 


The Commission finds: 


It is appropriate in carrying out the provisions of the Natural Gas Act 
that a public hearing be held, limited as hereinafter ordered, and that the 
proceedings be consolidated for hearing and disposal. 


The Commission orders: 


(A) A public hearing, limited to the question of the Commission’s jurisdic- 
tion over the proposed sale of gas by Houston for use as fuel in El Paso’s 
facilities in Texas and in Phillips’ gasoline plant in Ector County, Texas, and 
over the proposed sale of gas by Lo Vaca for use as fuel in El Paso’s facili- 
ties outside Texas, will be held in a hearing room of the Federal Power Com- 
mission, 441 G Street, N.W., Washington 25, D.C., commencing March 21, 1961, 
at 10:00 a.m. (EST). 

(B) The proceedings under the docket numbers in the caption hereof are 
hereby consolidated for hearing and disposal. 

(C) Notices and petitions to intervene and protests may be filed with the 
Commission in accordance with Sections 1.8 and 1.10 of the Commission's 
Rules of Practice and Procedure (18 CFR 1.8, 1.10) on or before March 8, 1961. 

Commissioner Kline dissenting, filed a separate statement. 


Kine, Commissioner, dissenting: 

I see no reason for setting this matter down for hearing. The facts are not 
in dispute and the question of whether or not we have jurisdiction has been 
thoroughly briefed by the parties. In my opinion these sales are clearly intra- 
state in character and the Commission has no jurisdiction over them and I 
favor entering a declaratory order to the effect that we have no jurisdiction. I 
can see no reason for a long protracted hearing on an issue where the facts 
are not in dispute and where the issue is the identical issue which has been 
ruled upon by us several times in the past years. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NOS. CP61-128; CP61-144 


FINDING AND ORDER PERMITTING AND APPROVING ABANDONMENT 
OF FACILITIES AND SERVICE 


(Issued February 27, 1961) 


El Paso Natural Gas Company (Applicant), El Paso, Texas, has filed appli- 
cations in Docket Nos. CP61-128 and CP61-144, pursuant to Section 7 (b) of 
the Natural Gas Act for permission and approval to abandon natural gas fa- 
cilities as hereinafter described, subject to the jurisdiction of the Commission, 
all as more fully represented in the respective applications. 

In Docket No. CP61-128 Applicant seeks permission and approval to aban- 
don five package-type portable compressor units at its Townsend and Saunders 
Field Compressor Stations, located in Lea County, New Mexico. 

Applicant was heretofore authorized, in Docket Nos. G-2462 and G-—9619 to 
install a total of 2,500 compressor horsepower at its Townsend Compressor 
Station to compress approximately 26,000 Mcf of casinghead gas per day, pur- 
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chased from Warren Petroleum Corporation. The gas is transported by Appli- 
cant over a distance of about 12 miles through its 14-inch and 16-inch field 
pipelines to Warren’s Saunders Gasoline Extraction Plant. The residue gas 
from this plant, together with other residue volumes available to Applicant 
from production in the nearby Saunders and Shoe Bar Fields, are redelivered 
by Warren to Applicant’s Saunders Booster Compressor Station, located at the 
discharge side of Warren’s Saunders Plant, for further compression and trans- 
portation to Applicant’s 30-inch Permian-San Juan transmission line. Appli- 
eant states that oil production from the Townsend-Eidson Field has been de- 
clining and the related Townsend gas compressor facilities, which were 99 
percent loaded in May, 1960. It is anticipated that the decline in gas pro- 
duction will continue and that only 1,500 of the installed 2,500 compressor 
horsepower at the Townsend Station will be needed to serve its current and 
future purposes. Applicant, therefore, requests that it be permitted to aban- 
don two units of 500 horsepower each at the Townsend Station. 

Applicant further states that the decline in volume of gas from the Town- 
send-Eidson Field reduces correspondingly the volume available to it at Saun- 
ders. It further states that the operating pressure of Applicant’s 30-inch 
Permian-San Juan transmission line has been reduced so that the volume of 
gas delivered to Applicant at Saunders needs no booster compression to feed 
it into its 30-inch transmission line. Applicant, therefore, requests permission 
to abandon the entire Saunders Station, consisting of three units of 165 horse- 
power each or a total of 495 horsepower. 

Applicant states that the proposed abandonment will improve its system 
efficiency and make the subject compressor units available for service else 
where. 

In Docket No. CP61-144, Applicant seeks permission and approval to aban- 
don facilities heretofore authorized to enable it to render natural gas service 
to Utah Gas Service Company (Utah) for resale to the Kent Drilling Com- 
pany (Kent) for use in drilling a well in San Juan County, Utah. 

The facilities proposed to be abandoned, consisting of a portable meter sta- 
tion on Applicant’s main 26-inch line in San Juan County, Utah, were hereto- 
fore authorized in Docket No. G—20052. 

Applicant states that upon completion of the well-drilling project, the serv- 
ice to Utah was terminated. Applicant further states that it desires to re- 
move its measuring and regulating facilities for use elsewhere when necessary. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
February 20, 1961, respecting the matters involved in and the issues presented 
by the applications. No petitions to intervene or protest to the granting of 
the applications has been received. Staff Counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission ren- 
der a decision herein pursuant to Section 1.30 (c) (1) of its Rules of Prac- 
tice and Procedure. 


The Commission finds: . 

(1) Applicant is a natural gas company within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities and service to be abandoned as hereinbefore described and 
as more fully described in the respective applications in Docket No. CP61-—128, 
and CP61-144, are subject to requirements of Section (b) of Section 7 of the 
Natural Gas Act. 

(3) Such abandonment of natural gas facilities and service as heretofore 
referred to are permitted by the public convenience and necessity and should 
be permitted and approved as hereinafter ordered. 
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(4) A request during the public hearing by Staff Counsel for omission of 
the intermediate decision procedure under Section 1.30 (c) (1) of the Com- 
mission’s Rules of Practice and Procedure was unopposed by any party of 
record and not having been denied by the Commission is granted pursuant to 
Section 1.30 (c) (1) of said rules. 

The Commission orders: 


(A) Applicant is hereby permitted to abandon the natural gas facilities and 
service as hereinbefore described, all as more fully described in the respec- 
tive applications in Docket Nos. CP61-128 and CP61-144. 

(B) Applicant shall advise the Commission of the dates of abandonment of 
the facilities and service within 10-days of such abandonment. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HOPE NATURAL GAS COMPANY, DOCKET NO. CP61-162 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 
(Issued February 27, 1961) 


Hope Natural Gas Company (Applicant), 445 West Main Street, Clarksburg, 
West Virginia, filed an application on December 7, 1960, pursuant to Section 7 
(b) of the Natural Gas Act for permission and approval to abandon certain 
natural gas facilities as hereinafter described subject to the jurisdiction of 
the Commission all as more fully represented in the application. 

Applicant seeks permission and approval to abandon its existing Wright 
Compressor Station located in Marion County, West Virginia. Applicant states 
that its Wright Station is presently equipped with two obsolete 500 horse- 
power compressor units and appurtenances that have been used since 1913 to 
compress local West Virginia Gas produced in the surrounding area. Appli- 
eant further states that the volume of gas available from the area has de- 
clined to an extent that it is uneconomical to operate the station. Such opera- 
tion was discontinued in October 1959. The remaining gas available in the 
area is handled through Applicant’s existing nearby Hastings and Sardis 
Compressor Stations. 

In support of its proposal, applicant states that no abandonment of service 
will result and that operating and maintenance expenses at the station will 
be eliminated. 

Pursuant to due notice, public hearing was held in Washington, D.C., on 
February 20, 1961, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of 
the applications has been received. Staff Counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and the Commission 
render a decision herein pursuant to Section 1.30 (c) (1) of its Rules of 
Practice and Procedure. 

The Commission finds: 


(1) Applicant is a natural gas company within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be abandoned as hereinbefore described and as more 
fully described in the application in Docket No. CP61-162, are subject to re- 
quirements of said Section (b) of Section 7 of the Natural Gas Act. 
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(3) Such abandonment of natural gas facilities as heretofore referred to 
are permitted by the public convenience and necessity and should be permit- 
ted and approved as hereinafter ordered. 

(4) A request during the public hearing by Staff Counsel for omission of 
the intermediate decision procedure under Section 1.30 (c) of the Commis- 
sion’s Rules of Practice and Procedure was unopposed by any part of record 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said rules. 


The Commission orders: 


(A) Applicant is hereby permitted to abandon the natural gas facilities as 
hereinbefore described all as more fully described in the application in Docket 
No. CP61-162. 

(B) Applicant shall advise the Commission of the date of the abandonment 
within 10-days of the date thereof. 


Before Commissioners: Jerome K, Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LONE STAR GAS COMPANY, DOCKET NO. CP60-117 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 
(Issued February 27, 1961) 


Lone Star Gas Company (Applicant), 301 South Harwood Street, Dallas, 
Texas, filed an application on June 10, 1960, pursuant to Section 7(b) of the 
Natural Gas Act for permission and approval to abandon certain natural gas 
facilities as hereinafter described subject to the jurisdiction of the Commission 
all as more fully represented in the application. 

Applicant seeks permission and approval to abandon its tap line FX-416-T, 
consisting of 254 feet of 6-inch and 910 feet of 3-inch pipeline extending from 
applicant’s 8-inch GB-B in Northeasterly direction to the connection of W. B. 
Cleary, Inc.’s Smith Heir’s No. 2 well in the Fox-Graham Field, Carter County, 
Oklahoma. 

The application states that the reservoir pressure has declined to such an 
extent that the gas cannot enter into its pipeline against the working pressure 
maintained therein and that the operator of the well has indicated that no 
further development of the acreage is planned. 

Applicant estimates that the salvage value of the facilities proposed to be 
abandoned is $840 and the cost of removal approximately $350 or a net salvage 
value of $490. 

Pursuant to due notice, public hearing was held in Washington, D. C., on 
February 20, 1961, respecting the matters involved in and the issues presented 
by the application. No parties to intervene or protest to the granting of the 
applications has been received. Staff Counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30 (c) (1) of its Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 
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(2) The facilities to be abandoned as hereinbefore described and as more 
fully described in the application in Docket No. CP61-117, are subject to re- 
quirements of said Section (b) of Section 7 of the Natural Gas Act. 

(3) Such abandonment of natural gas facilities as heretofore referred to are 
permitted by the public convenience and necessity and should be permitted 
and approved as hereinafter ordered. 

(4) A request during the public hearing by Staff Counsel for omission of 
the intermediate decision procedure under Section 1.30 (c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record and 
not having been denied by the Commission is granted pursuant to Section 1.30 
(c) (1) of said rules. 


The Commission orders: 


(A) Applicant is hereby permitted to abandon the natural gas facilities as 
hereinbefore described all as more fully described in the application in Docket 
No. CP61-117. 

(B) Applicant shall report to the Commission the date of the abandonment 
of the facilities within 10 days of the date thereof. 


MURPHY CORPORATION, ET AL., DOCKET NOS. G-9548, G-9550, G-11366, 
G-11367, G-13428, G-16613, AND G-19762; MURPHY CORPORATION, 
DOCKET NOS. G-11160, G—13429, G-13432, G—16614, G-18357, AND G-19761 


ORDER TERMINATING PROCEEDINGS 


(Issued February 27, 1961) * 
Syllabus 


. In this producer rate case, as in Phillips, most evidence presented was on 
cost basis, and Commission disposes of this case on that basis. P. 338. 

. Excess over predecessor’s tax cost basis included in rate base, where ex- 
cess includes properly includable costs, and to exclude excess would be to 
determine lawfulness of rates on basis of a cost of service which is admittedly 
too low. P. 339. 

. It is not necessary to dispose of cost of service issues since even if all these 
issues were resolved against Murphy, resultant lower cost of service would 
nevertheless still justify Murphy’s rates. P. 339. 

. Although in some instances Murphy’s proposed increased rates are somewhat 
higher than the area rate level, determination herein made does not con- 
stitute any change in area rate level as set forth in Statement of Policy, and 
is not a determination of a just and reasonable area rate. P. 340. 

. Commission terminates proceedings under Sections 4(e) and 5(a), of the 
Natural Gas Act. P. 341. 


Chairman Kuykendall not participating. 

J. A. O’Comnor, Jr., H. Y. Rowe, and J. Evans Attwell for Murphy Corpo- 
ration. 

John P. Randolph, and Tilford H. Jones for United Fuel Gas Company. 

Allen R. Grambling, James Meiburger, George D. Horning, Jr., John J. Ross 
and Patrick G. Sullivan for El Paso Natural Gas Company. 


Robert M. Weston, Leo EF. Forquer, and Cyril S. Wofsy for the Staff of the 
Federal Power Commission. 


*Examiner’s decision appears on p. 341. 
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Before Commissioners: Arthur Kline, Acting Chairman ; Frederick Stueck and 
Paul A. Sweeney. 


These consolidated proceedings concern the lawfulness of existing and pro- 
posed increased rates for sales by Murphy Corporation (Murphy) of natural 
gas in interstate commerce subject to the jurisdiction of the Commission. 
Consolidated in these proceedings by the Commission’s orders of April 28, 1959, 
and January 12, 1960, are an investigation of Murphy’s rates under Section 5(a) 
of the Natural Gas Act in Docket No. G—18357, and the following proceedings 
under Section 4(e) of the Act involving proposed increased rates for sales by 
Murphy from four fields in Northern Louisiana : 

(1) Delhi Field: Murphy proposes increases under its Rate Schedules Nos. 1 
and 2 for sales to Texas Eastern Transmission Corporation (Texas Eastern) 
from a base rate of 11.8802 cents per Mcf (plus tax reimbursement) to 12.9058 
cents per Mcf (plus tax reimbursement).1 These increases include annual 
escalations of .2051 cents per Mcf for 1955 through 1959, suspended in Docket 
Nos. G-9548, G-11366, G—13428, G—16613, and G—19762. These increased rates 
are being collected subject to refund. 

(2) Bryceland Field: Murphy proposes increases under its Rate Schedule 
No. 16 for sales to Texas Eastern from a base rate of 13.2303 cents per Mef 
(plus tax reimbursement) to 14.2558 cents per Mcf (plus tax reimbursement). 
These increases include annual escalations of .2051 cents per Mcf for 1955 
through 1959, suspended in Docket Nos. G—9550, G—11367, G—13428, G—16613, 
and G—19762. These increased rates are being collected subject to refund. 

(3) Greenwood-Waskom Field: Murphy proposes increases under its Rate 
Schedules Nos. 18 and 21 for sales to Texas Eastern from base rates of 13.6405 
and 13.8456 cents per Mcf (plus tax reimbursement), respectively, to 14.2558 
cents per Mcf (plus tax reimbursement). The increases under Rate Schedule 
No. 18 include annual escalations of .2051 cents per Mcf for 1957 through 1959, 
suspended in Docket Nos. G-13429, G-16614, and G-19761. The increases under 
Rate Schedule No. 21 include annual escalations of .2051 cents per Mcf for 
1958 and 1959, suspended in Docket Nos. G—16614 and G—19761. These increased 
rates are being collected subject to refund.? 

(4) Indian Lake Field: Murphy proposes increases under its Rate Schedule 
No. 15 for sales to United Fuel Gas Company from a base rate of 16.0 cents 
per Mcf (plus tax reimbursement) to 16.8 cents per Mcf (plus tax reimburse- 
ment). These increases include annual escalations of .40 cents per Mcf for 
1956 and 1957, suspended in Docket Nos. G—11160 and G-13432. These in- 
creased rates were collected subject to refund until February-March 1958 when 
the wells dedicated under this contract were plugged and abandoned due to 
early water encroachment. 

All but three of Murphy’s jurisdictional sales are made in the Northern 
Louisiana area. Apart from the Section 4(e) proceedings outlined above, and 
subject to the investigation under Section 5(a), are sales in this area at 
effective rates ranging from 9.743 cents per Mcf to 12.82 cents per Mef, not 
including tax reimbursement. In addition to the Northern Louisiana sales, 
Murphy makes three jurisdictional sales in other areas: one in the Texas Gulf 
Coast area at a base rate of 8.5531 cents per Mcf, another in the Permian 


1 Pxclusive of 1.35 cent handling charge deducted by buyer, Texas Eastern. 

2 Administrative notice is taken of the permanent certification of the sale by Murphy 
to Texas Eastern under Rate Schedule No. 21 at the base rate of 13.8456 cents per Mcf 
by the Commission’s order of February 4, 1960, in Docket No. G-14135. Temporary 
authorization was issued January 16, 1958. The examiner’s decision makes no reference 
to the proposed increases under Rate Schedule No. 21; however, these proposed inereases 
were consolidated in these proceedings by the Commission’s orders of April 28, 1959, and 
January 12, 1960, and are now before the Commission for decision. 


693—-489—64——24 
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Basin area of West Texas at a base rate of 11.0 cents per Mcf, and another 
in Rio Blanco County, Colorado, at a base rate of 15.0 cents per Mcf.8 

On February 5, 1960, the presiding examiner issued his initial decision in 
these proceedings in which he found Murphy’s existing and proposed increased 
rates to be just and reasonable, and ordered, subject to review by the Com- 
mission, that the Section 5(a) investigation be dismissed and each of the con- 
solidated proceedings be terminated, and that Murphy’s rates continue in effect 
without being subject to refund. Exceptions to the examiner’s decision were 
filed by staff on February 25, 1960, and these matters are now before the 
Commission for decision on said exceptions. 

To test the lawfulness of the proposed increased rates and Murphy’s other 
jurisdictional rates, both Murphy and staff presented evidence based on a test 
year ending May 31, 1958, Murphy’s fiscal year, as the most recent complete 
year of operations for which data were available at the time the hearings were 
instituted. Both Murphy and staff presented cost of service studies utilizing 
the traditional rate base approach to the determination of just and reasonable 
rates. Murphy also introduced and relied on evidence of current field or market 
prices and evidence of increased production costs and inflation in support of 
its existing and proposed increased rates, taking the position that in the facts 
of this case cost of service evidence has only a limited usefulness. Staff, on 
the other hand, would rely solely on cost of service evidence. Murphy, in its 
cost of service, combined direct on-lease costs and presented total company- 
wide costs, whereas staff combined direct on-lease costs to obtain field by field 
costs which it then assembled into rate areas for the purpose of recommending 
just and reasonable rates. Murphy allocated joint costs to oil and gas on a 
company-wide basis, utilizing the Btu method of cost allocation. Staff allocated 
these costs on a field by field basis, utilizing the sales realization method of 
cost allocation. Murphy and staff also differed as to the treatment of the 
following items in the cost of service: income tax, excess valuation over 
predecessor’s tax cost basis as shown on Murphy’s books, regulatory expense, 
working capital, royalty expense, and rate of return. 

With respect to the issue of the usefulness and reliability of cost of service 
evidence in this case, the examiner concluded that the justness and reason- 
ableness of Murphy’s rates cannot be determined by the use of the cost or rate 
base method. This conclusion is based on the following facts which the exami- 
ner found to be uncontradicted by any evidence: 

(1) The fact that Murphy is a small producer, relatively, and that the unit 
cost of gas is directly affected by variations in the estimates of gas or oil 
reserves which control the computation of depreciation, depletion and amorti- 
zation expenses, with the result that test year costs computed on test year 
estimates of reserves may become totally meaningless with the frequently 
necessary revision of estimates of reserves. 

(2) The arbitrariness and unsatisfactory limitations adhering to any one of 
the many methods of allocating joint costs to oil and gas. 

(3) The erratic relation between cost and the quantity of gas sold. 

(4) The fact that there are 200 different working interests in the unitized 
Delhi Field, with the result that there will predictably be different just and 


3 The Rio Blanco sale to Pacific Northwest Pipeline Corporation was certificated by 
order of the Commission issued July 23, 1959, in Docket No. G-13872. No evidence of 
costs associated with this sale or of comparative prices in this area was adduced in 
these proceedings, and staff has recommended no just and reasonable price for this sale 
or for sales in this area. There is, therefore, no basis for determining the justness and 
reasonableness of the presently certificated initial price of 15.0 cents per Mcf in these 
proceedings. 
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reasonable rates to be charged by different producers for gas from the same 
wells. 

The examiner, nevertheless, did consider the cost of service evidence for 
what light it might throw on the ultimate question of the lawfulness of 
Murphy’s rates, and concluded that such evidence supports the conclusion that 
Murphy’s rates are just and reasonable. However, his conclusion that Murphy’s 
rates are just and reasonable is based primarily on Murphy’s evidence that the 
current market price in Northern Louisiana ranges from 15 cents to 17.2 cents 
per Mecf plus tax reimbursement, and staff’s testimony that the current price 
in Northern Louisiana is 18 cents. He found this evidence to be “representa- 
tive although not exhaustive,” and sufficient to show that Murphy’s rates are 
below the level of comparable competitive market prices in that area. In 
utilizing current competitive market price as the standard for determining the 
justness and reasonableness of Murphy’s rates, the examiner noted that both 
the Commission and the Courts have recognized the relevance and materiality 
of such evidentiary standard, especially as here where cost data is also pre- 
sented for comparative evaluation. The examiner also relied upon Murphy’s 
uncontradicted evidence regarding the increasing costs of producing gas and 
the reduction of the purchasing value of the dollar. 

By resting his decision that Murphy’s rates are just and reasonable primarily 
on evidence of current competitive prices, the examiner found it unnecessary 
to dispose of certain of the issues referred to above which relate to the treat- 
ment of particular items in Murphy’s cost of service. Thus he found it un- 
necessary to determine the allowable rate of return, accepting for the purpose 
of testing the computations in the parties’ cost of service studies the evidence 
of staff that 9 to 14 percent constitutes a reasonable range of return on 
Murphy’s rate base. He similarly found it unnecessary to determine working 
capital, regulatory expense, allowance for statutory income tax benefits, or the 
proper unit to be used for costing purposes, in asmuch as they “fail to have 
any determinative cogency”. No reference at all is made to the issue of royalty 
expense, although under the reasoning of his decision, this issue would also 
have to be considered as having no “determinative cogency”. Similarly, he 
made no disposition with respect to the method of allocating joint costs to 
oil and gas, having found that the cost of service evidence supports the just- 
ness and reasonableness of Murphy’s rates on the basis of either Murphy’s Btu 
method or staff’s sales realization method. The examiner did, however, deal 
at length with the issue of the excess over predecessor’s tax cost basis, and 
concluded that this excess, in the amount of $8,527,756, was properly included 
by Murphy in its rate base, and should not be eliminated as contended by staff. 
Implicit in this finding is approval as well of $477,025 of amortization included 
by Murphy in its test year expenses. 

Upon consideration of the evidence of record, the parties’ briefs, the exami- 
ner’s decision, and the exceptions filed, we are of the opinion that the dispo- 
sition of these matters which the examiner would make is proper, and we shall 
affrm his recommended ‘order terminating the proceedings and discharging 
Murphy from any further obligation or liability under its undertaking and 
agreement to make refunds with respect to increased rates in the above-named 
dockets. The examiner, in rejecting the cost method as a reliable basis for 
determining the lawfulness of Murphy’s rates, reached the same conclusion 
which we reached in our subsequent decision in Phillips Petroleum Co., Docket 
No. G-1148, et al. (Opinion No. 338, issued September 28, 1960), 24 FPC 537, 
where we found with respect to independent producer sales, that “effective 
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regulation of the price of natural gas must be on some more manageable plan 
than the rate base method”. (Opinion No. 338, page 11.) We do not, however, 
agree with the examiner’s conclusion that the evidence here of competitive 
market prices is sufficient to establish the lawfulness of Murphy’s rates. In 
this case, as in Phillips, most of the evidence presented was on the cost basis; 
and here, as there, we shall proceed on the basis of such evidence to dispose 
of the case. This is the best available basis for deciding this case on the 
present record, and we deem it in the public interest for us to utilize that 
record to make a final disposition if we may reasonably do so. In our opinion 
the cost of service evidence of record here shows clearly that Murphy’s rev- 
enues are not excessive, and fully supports the result reached by the presiding 
examiner. 

Perhaps the most significant issue in this case with respect to Murphy's cost 
of service is the treatment of the excess over predecessor’s tax cost basis. This 
excess, in the amount of $8,527,756, was included by Murphy as part of its 
rate base. This excess relates to certain oil and gas properties originally 
acquired by C. H. Murphy, Sr., and later held by his children under a general 
partnership known as C. H. Murphy & Company. In 1950, the partnership 
sold the properties in question to Murphy Corporation, a Louisiana corporation 
formed by the partners. The corporation paid $15,705,809 for the properties 
by assuming debts and issuing securities. The price was fixed on the basis 
of 45 cents a barrel of oil in the reserves transferred. Murphy used this 
recorded book cost in its rate base for cost of service purposes. However, 
Murphy’s books also show that of this amount $8,527,756 represents the un- 
amortized portion of the difference between the consideration paid by the 
corporation to the partnership and the tax cost basis of the transferred prop- 
erties. Staff would eliminate this $8,527,756 item from Murphy’s rate base, 
as well as $477,025 of amortization from test year expenses, and would allow 
only the unamortized balance of that portion of the $15,705,809 which repre- 
sents the tax cost basis of the transferred property. 

Neither staff nor Murphy could ascertain the total actual original costs of 
the properties when first acquired by Murphy’s predecessor, or what portion 
of the book value in fact represents the costs thereof which should be capital- 
ized. The staff nevertheless srgued that elimination of the $8,527,756 is re- 
quired by the cost concept of rate regulation. Murphy, on the other hand, 
contended that the Commission’s administrative policy, in the absence of fraud, 
is not to go behind the costs to the corporation. The examiner rejected staff's 
position and found that just and reasonable rates could not be found on the 
basis of a cost of service which admittedly constitutes less than all of the 
original acquisition costs of the properties transferred and where it is impos- 
sible to establish some substantial part of such costs because of the non-exist- 
ence of accounting records. In circumstances such as these, the examiner 
concluded that the costs of the natural-gas company which first dedicated the 
property to public service should be used, recognizing that this is the position 
which the Commission has heretofore determined as a matter of administrative 
policy. Southern Production Company, Inc., Docket No. G-9447, 17 FPC 528 
(1957), Sinclair Oil &€ Gas Company (successor in interest to Southern Pro- 
duction Company, Inc.), Docket No. G—9447, 22 FFC 53 (1959). The Commis- 
sion stated this policy with respect to independent producers in the Southern 
Production Company case at page 528: 

In the absence of fraud or other circumstances which as a matter of law 
would require further investigation, it is not our intention to inquire as 
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to acquisition costs of properties purchased prior to June 7, 1954, or to go 
behind the cost to the person who first dedicated the property to the pub- 
lie use. 
In the present case there was no suggestion of fraud and the examiner found 
that Murphy’s book cost of $15,705,809 reflects a conservative valuation of the 
properties acquired.* 

We agree with the examiner’s conclusion with respect to the excess over 
predecessor’s tax cost basis included by Murphy in its rate base. The record 
shows that some part of the $8,527,756 excess properly represents costs which 
should be capitalized for rate making purposes and be included in Murphy’s 
rate base. It is not known, however, and cannot be ascertained what these 
costs are because of the non-existence of certain accounting records showing 
the amount of intangible development costs expensed by Murphy’s predecessor. 
To adopt staff’s position and eliminate the excess, some part of which repre- 
sents properly includable costs, would be to determine the lawfulness of 
Murphy’s rates on the basis of a cost of service which is admittedly too low. 
This we cannot reasonably do. In these circumstances we shall therefore 
accept the cost of Murphy’s properties, including the excess over predecessor’s 
tax cost basis, as shown on Murphy’s books. As found by the examiner, this 
$15,709,809 book cost represents a conservative valuation of the properties 
acquired by the corporation; and although it may not be a true cost figure, 
it is, in view of the impossibility of determining the true cost, the best evi- 
dence available to us. Such reliance on what appears to be value evidence 
rather than evidence of known costs is here warranted by the unique and spe- 
cial circumstances of this case. However, our acceptance of Murphy’s book 
figure here does not constitute any change in or precedent for departing from 
the well established requirement that under the rate base method of rate 
regulation for conventional public utilities, the rate base shall be determined 
on the basis of costs and not value. 

As for the other items of issue with respect to Murphy’s cost of service, the 
examiner, as noted above, did not resolve the differences between Murphy and 
staff. However, it is not necessary to dispose of these issues in order to deter- 
mine the lawfulness of Murphy’s rates. Even if all of these issues were 
resolved against Murphy, and staff’s position on each of them adopted, the 
resultant lower cost of service would nevertheless still justify Murphy’s rates. 
Thus if staff’s cost of service were adjusted by including the excess over 
predecessor’s tax cost basis and the depreciation and depletion expense related 
thereto, the average unit cost of service would be 12.45 cents per Mcf. This 
figure is based on a rate of return of 9 percent, the rate of return utilized by 
staff in its study. Staff’s rate of return expert, however, testified that a rate 
of return from 9 to 14 percent is within the “zone of reasonableness”. At an 
11 percent rate of return, the rate allowed by us in the Phillips case, supra, 
the average unit cost would be 12.93 cents per Mcf. These costs are to be 
compared with Murphy’s actual test year revenues which averaged 12.94 cents 
per Mcf. - 

If, in adjusting staff’s cost of service study, the excess cost and depreciation 
and depletion related thereto were included on the basis of a company-wide 


4 The evidence shows that this valuation was accepted by the Securities and Exchange 
Commission in registration statements filed by Murphy; that the Internal Revenue 
Service, in four estate and gift tax valuations, has accepted a value of approximately 
$17,000,000 for the Delhi properties alone; and that other companies were purchasing 
similar reserves at a substantially higher price per barrel of oil reserves at approxi- 
mately the same time and in the same area. 
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allocation rather than on a field by field basis, the average unit cost of service 
at a 9 percent rate of return would be 13.10 cents per Mcf, and at an 11 per- 
cent rate of return would be 13.66 cents per Mcf. If a company-wide costing 
unit were used throughout the cost of service, as urged by Murphy and as was 
done by us in the Phillips case, the results would be even more convincing,5 
as they would also be if we were to use the method of allocation adopted in 
that case rather than the sales realization method used by staff in its study.® 

We are convinced from the foregoing that Murphy’s revenues are not ex- 
cessive. Furthermore, we are of the opinion that the cost data analyzed above 
is reasonably representative of Murphy’s sales in the Northern Louisiana area 
under the rate schedules involved in the Section 4(e) proceedings consolidated 
in this case.7 The evidence shows, and we so find, with the exception herein- 
below noted, that Murphy’s proposed increased rates in Northern Louisiana 
are just and reasonable. With respect to Murphy’s other existing jurisdic- 
tional rates, which are the subject of investigation under Section 5(a), the 
evidence does not show, and we are unable to find, that they are unjust, un- 
reasonable, unduly discriminatory, or preferential. 

Although, in some instances, Murphy’s proposed increased rates are some- 
what higher than the Northern Louisiana area rate level of 14.0 cents per Mcf 
(15.025 psia) set forth in our recent Statement of General Policy No. 61-1, 
issued September 28, 1960, and it was, and still is, our intention, as announced 
therein, to consider proposed increases over the indicated area rate level in 
general area-wide hearings to determine just and reasonable rates on an area 
basis, we believe that in a case such as the one before us now, in which the 
increased rate was filed, the hearing held, and the examiner’s decision issued 
prior to the release of our Statement of Policy, the purposes of the Act will 
best be served by the expeditious disposition of the proceedings on the existing 
record to the extent that the record affords a reasonable basis for a determi- 
nation of the lawfulness of the proposed rates. The determination herein 
made, however, does not constitute any change in the area rate level for 
Northern Louisiana as originally set forth in the Statement of Policy, and is 
not a determination of a just and reasonable area rate.® 


The Commission finds: 


(1) Murphy is an independent producer which is, and since June 7, 1954, 
has been engaged in the transportation and sale of natural gas in interstate 
commerce subject to the jurisdiction of this Commission, and is a natural-gas 
company within the meaning of the Natural Gas Act. 

(2) Murphy’s proposed increased rates under its Rate Schedules Nos. 1, 2, 
16, 18, and 21, as more specifically set forth above, are just and reasonable. 
No determination is made, however, with respect to the proposed increases 


5 Murphy’s Exhibit No. 32, for purposes of comparison, shows a computation of costs 
utilizing staff’s sales realization method of cost allocation, but applying it on the com- 
pany-wide basis used by Murphy in its cost of service. This exhibit shows an average 
unit cost at a rate of return of 9 percent of 13.613 cents per Mcf. 

6 Murphy’s cost of service computations, utilizing a company-wide costing unit and 
the Btu method of cost allocation, show an average unit cost at a 9 percent rate of 
return of 21.095 cents per Mcf. This of course assumes that all disputed cost of service 
issues are resolved in Murphy’s favor. It does not, however, include a special allowance 
for statutory tax benefits. 

798.6 percent of Murphy’s jurisdictional revenues are from sales in this area, as 
measured in the test year, whereas only 1.4 percent of such revenues are from the Texas 
Gulf Coast and West Texas sales. 

8 All of Murphy’s rates subject to investigation under Section 5(a) are below the level 
for increased rates set forth in the Statement of Policy, except for the recently certifi- 
cated Rio Blanco, Colorado, sale referred to in footnote 3 above. 
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under Rate Schedule No. 15, since the sale of gas under this schedule has 
been abandoned due to early water encroachment of the wells dedicated thereto, 
and the increases collected subject to refund prior to the abandonment are 
nominal, 

(8) Murphy’s existing rates, subject to investigation herein under Section 
5(a) of the Act, have not been shown to be unjust, unreasonable, unduly dis- 
criminatory, or preferential, and the investigation thereof should be dismissed. 

(4) Each of the consolidated proceedings herein should be terminated, and 
Murphy should be discharged from any further obligation or any liability 
under its filed undertaking and agreement to make refunds with respect to the 
increased rates which are the subject of these proceedings. Termination of 
these proceedings should not be construed, however, as a waiver of the require- 
ment that Murphy file an application for abandonment of the certificate issued 
to it for the sale of natural gas in interstate commerce under its Rate Schedule 
No. 15, or of the requirement that it file a proper notice of termination of 
Rate Schedule No. 15, as provided by the Act and the Commission’s regulations 
thereunder. 


The Commission orders: 


(A) The investigation of Murphy’s rates under Section 5(a) of the Act, 
instituted by order of the Commission issued April 28, 1959, is hereby dis- 
missed. 

(B) Each of the consolidated proceedings herein is hereby terminated. 

(C) Murphy is hereby discharged from any further obligation or any liability 
under its filed undertaking and agreement to make refunds with respect to 
the increased rates which are the subject of these proceedings. 


DECISION 
UPON AN INVESTIGATION OF RATES 
(Issued February 5, 1960) 


Woopatt, Presiding Examiner: The rate increases proposed by Murphy 
Corporation (Murphy) herein under Section 4(¢) of the Natural Gas Act, 
which were suspended by the Commission, are being collected subject to re- 
fund. In the test year ending May 31, 1958, the total revenues collected by 
Murphy as a result of these increases were $7,732 (Tr. 75). The specific rate 
increases at 15.025 psia without tax reimbursement involved in the proceeding 
are: 

Rate Schedule Nos. 1 and 2 for sale to Texas Eastern Transmission Corpo- 
ration (Texas Eastern) from the Delhi Field in Northern Louisiana, which 
has been unitized. The increase was from 11.8802 cents to 12.9058 cents per 
Mcf. (Docket Nos. G-9548, G-11366, G—13428, G—16613, G—19761, and G—19762). 

Rate Schedule No. 16 involves a sale to Texas Eastern from Bryceland 
Field, Louisiana. The increase was from 13.2302 cents to 14.2558 cents per 
Mcf. (Docket Nos. G-9550, G—11367, G—138428, and G—16613). 

Rate Schedule No. 18 involves a sale to Texas Eastern from Greenwood- 
Kaskom Field, Louisiana. The increase was from 13.6405 cents to 14.2558 
cents per Mcf. (Docket Nos. G-13429 and G—16614). 

Rate Schedule No. 15 involves a sale to United Fuel Gas Company from 
Indian Lake Field, Louisiana. The increase was from 16.00 cents to 16.8 cents 
per Mcf. (Docket Nos. G—11160 and G—13432). 

By order issued January 12, 1960, the Commission consolidated the suspen- 
sion proceedings at Docket Nos. G-—19761 and G-19762 with the proceedings 
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heretofore consolidated. All increases, consisting of an annual escalation over 
and above those involved in Docket Nos. G—9548, G—11366, G-13428, and 
G-13429, are now involved in this proceeding. By the same order the Com- 
mission severed Docket Nos. G-—16323 and G—16328 in which the tax portion 
pertaining to the Louisiana State Gathering Tax was solely involved, the 
constitutionality thereof being involved in the courts. 

Murphy’s position is that all of its rate increases have now been noticed 
and are at issue in this consolidated proceeding. (Initial Brief, note 8 on 
page 4.) 

By its order of April 28, 1959, 21 FPC 589, the Commission instituted a 
rate investigation in Docket No. G-18357 under Section 5(a) of the Act with 
the following words: 

In view of the fact that Murphy and Staff have presented their cases 
on a company-wide basis, it is appropriate that a rate investigation be 
instituted and be broad enough to cover all of Murphy’s rates and charges 
for sales of natural gas subject to the jurisdiction of the Commission. 

Except for two sales all of Murphy’s jurisdictional sales are made in the 
north Louisiana area involved in the Section 4(e) proceedings herein: 

(a) Rate Schedule No. 18—Sale to Texas Illinois Natural Gas Company 
from South Texas at a price of 8.6686 cents per Mcf (including tax). 

(b) Rate Schedule No. 12—Sale to El Paso Natural Gas Company from 
West Texas at a price of 11.096 cents per Mcf (including tax).1 

In Exhibit 28-A the Staff recommended rates for the Texas Gulf Coast 
Rate Area? at 17.4 cents per Mcf at 14.65 psia and for the Permian Basin 
Rate Area? at 13.6 cents per Mcf at 14.65 psia, which would increase the rates 
under Schedule Nos. 12 and 13 above. By order issued September 30, 1959, in 
Docket No. G—14933 (while hearings were being held herein) the Commission 
accepted a 1.00 cent rate increase filed by Murphy permitting 11.096 cents per 
Mcf to be collected without suspension. The Staff's recommended rate for 
Rate Schedules 1 and 2 is 16.7 cents at 15.025 psia including Louisiana Sever- 
ance Tax. For Louisiana (as part of a proposed Ark-La-Tex Rate Area ?) 
the Staff recommended 13 cents (at 1.025 psia). 

The original notice of hearing dated April 28, 1959, consolidated the sus- 
pension proceedings then involved to which others were added by subsequent 
action. After several notices of postponement the hearing was convened on 
October 13, 1958, under notice issued on September 26, 1958, (23 FR 7637). 

United Fuel Gas Company, El Paso Natural Gas Company, and New York 
Public Service Commission were interveners but none of them introduced evi- 
dence or filed briefs. 

Murphy’s Initial Brief summarizes accurately the historical background of 
the company and the evidentiary details regarding the production to which 
the rates relate. For the requirements of this decision only certain facts thus 
summarized need to be found and set out herein. 

In 1907 C. H. Murphy, Sr. began to acquire and develop oil and gas proper- 
ties in southern Arkansas and northern Louisiana. In 1946 his children 
formed a general partnership of C. H. Murphy & Company, which in 1950 sold 
substantially all of the producing property to Murphy Corporation, a Louisi- 
ana corpoartion, formed by the partners. However, two of the partners, each 
owning one-eighth interest, sold only one-half of their interests to the corpo- 
ration because they believed the valuation or price being paid by the corpo- 


1 These two sales are said to represent only one percent of Murphy’s jurisdictional 
sales. Murphy’s Reply Brief, page 8. 
2 The Staff proposed these so-called “Rate Areas.” 
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ration to the partnership was too low in the light of comparable sales (Tr. 
400). The price agreed upon among the partners to be paid for their respec- 
tive interests in the reserves being transferred to the corporation was 45 cents 
a barrel of oil in the reserves sold to the corporation. The corporation paid 
$15,705,809 for these properties. The partnership continued to operate for 
some years. The corporation carries on its books an item of $8,527,756 more 
than can now be established as the original cost to the predecessors of the 
corporation less depreciation because of admittedly insufficient historical ree- 
ords of original acquisition costs. 

The Staff eliminated the item of $8,527,756 from Murphy’s rate base and 
$477,025 of amortization from test year expenses. The Staff allowed the un- 
amortized balance of that portion of the $15,705,809 which represents the tax 
cost basis of the transferred property. The $8,527,756 figure represents the 
unamortized portion of the difference between the consideration paid by the 
corporation to the partners and the tax cost basis of the transferred proper- 
ties. Neither the Staff nor Murphy could ascertain the total actual original 
costs of the properties when originally acquired, which were transferred to 
Murphy from the predecessor partnership in June 1950 or what portion of the 
book value in fact represents the costs thereof which should be capitalized. 
The Staff decided that it was necessary to eliminate the said amounts, even 
though, as the Staff’s witness Mroczka testified (Tr. 634): “And there is no 
doubt that of this $8,000,000 there is some portion which represents actual 
costs, whether it is 100 percent or 50 percent; I don’t know.” The Controller 
of Murphy, Mr. Odom, testified (Tr. 417) that it would be impossible from 
the records available to compute the total original cost to the predecessors of 
the properties transferred to Murphy Corporation in June 1950. 

The Staff argues that elimination is required by the “cost concept of rate 
regulation” (Initial Brief, p. 12). Murphy claims that the Commission’s ad- 
ministrative policy in the absence of fraud is not to go behind the costs to 
Murphy Corporation (Reply Brief, p. 10). 

It is concluded that in this situation the alternatives are: 

(1) Hither accept Murphy’s level of cost including the amounts eliminated 
by the Staff, which is Commission policy, or 

(2) Recognizing that the original costs back to 1907 are unascertainable, 
determine that 

(a) Murphy should be penalized because of its inability in 1959 to pro 
duce the predecessor acquisition cost records as far back as 1907 (although 
producer regulation began only on June 7, 1954) by the use of a rate-base 
admittedly amounting to less than total true original costs minus proper de- 
ductions, or 

(b) decide that such unfair less-than-cost basis of regulation must be 
avoided by basing the determination of the justness and reasonableness of 
Murphy’s rates upon some other proper considerations than the original cost 
of Murphy’s predecessors less proper depreciation. 

When as here original acquisition costs (back to 1907) are simply unascer- 
tainable by reason of the non-existence of accounting records the Staff has 
used a rate-base which its own witnesses admit does not even purport to 
include all of the original acquisition costs of the property transferred to 
Murphy Corporation, The acceptance of rates produced by the use of such a 
cost of service, which only pays lip service to the cost theory of regulation; 
but which in fact constitutes less than all of the original acquisition costs of 
the property transferred, because it is now impossible to determine some sub- 
stantial part of the property costs, can hardly be supported by any argument 
that they are just and reasonable rates. Such a mis-use of the cost-method 
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of rate regulation is at best questionable. In circumstances such as these the 
costs of the natural gas company which first dedicated the property to public 
service should be used. This is the position the Commission has determined 
also as a matter of administrative policy. Southern Production Company, Inc., 
Docket No. G-9447, 17 FPC 528, 529 (1957); Sinclair Oil € Gas Company 
{Successor in interest to Southern Production Company, Inc.) 22 FPC 53 
41959). No fraud has ever been suggested and probative evidence tends to 
support the 1950 price as conservative. 


THE NATURE OF THE PROOF 


Both Murphy and the Staff presented cost of service evidence. Murphy com- 
bined direct on-lease costs and presented total company-wide costs. Fifty-two 
percent of total production cost incurred in the test year was $4,514,575 for 
exploration and development expense (Exh. 17, Sch. E-3, Col. M, p. 3), which 
were admittedly made by Murphy on a company-wide basis. Certain driect 
expenses are recorded by Murphy on a lease basis so that they are available 
properly to account to the royalty and joint-working interest owners. How- 
ever, Murphy operates on a company-wide basis. Neither Murphy nor the 
Staff used the lease as a costing unit. Mroczka, however, testified that he had 
in several previous cases used the lease as the costing unit, and in this case 
he used the leases to compute depletion for Federal income tax purposes. 
Staff witness Munn testified that the accounting records are generally kept at 
the lease level, which makes the lease a very good costing unit, except that it 
requires more accounting work. 

The Staff combined direct on-lease costs to obtain field by field costs (Tr. 
615, 776). It did not present company-wide costs, although the company-wide 
exploration and development costs—the largest single direct cost and 52 per- 
eent of all production costs were incurred on a company-wide basis. Having 
accumulated costs to the field level, including breaking down company-wide 
direct costs to the field level, the Staff then assembled these costs into so- 
called rate-area costs—rate areas specially devised by the Staff for this case. 
However, the Staff’s testimony includes an application of both the arithmetic 
and weighted average ratios to the company-wide level of costs and revenues 
(Tr. 454, 730-731). Such evidence furnishes some basis of comparison of the 
Staff’s cost of service and that of Murphy. Murphy shows the comparison of 
the Staff’s cost of service on a company-wide basis as $1,979,868 with the test 
year revenues shown by the Staff (Exh. 28, Sch. 2, Column (9), line 28— 
without any tax allowance) of $1,963,755 (Reply Brief, note 9, p. 5). iWtness 
Munn testified (Tr. 730, 731) that when applied company-wide the Staff’s 
weighed average ratio would result in an allocated cost of service of $1,640,- 
280, which is $175,936 more than the same allocation when applied on a field 
by field basis, or $1,464,344. The average cost of gas shown as 10.94 cents 
per Mcf (Staff’s Exh. 20, Sch. 1, p. 3, Column (R), line 15) becomes 12.03 
cents per Mcf when the Staff’s allocation is applied company-wide; and the 
cost of gas shown as 12.23 cents per Mcf (Staff’s Exh. 20, Sch. 2, p. 3, Column 
(R), line 15) becomes 13.22 cents per Mcf on that basis. 

Murphy presented cost of service evidence also as well as evidence of con- 
stantly increasing costs of production and current market price evidence. 

Murphy’s cost of service evidence used the recorded book cost of $15,705,809 
for the cost to Murphy for the property acquired by it from the partnership 
for which it paid by assuming debts and issuing securities. The price was 
fixed for these producing oil and gas properties on the basis of 45 cents a 
‘barrel of oil in the reserves transferred to Murphy. When two partners held 
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out half of their property for a higher price, the transaction was demon- 
strated to be an arm’s length sale among the partners. In the same area and 
at about the same time, Kerr-McGee Oil Company purchased reserves from a 
certain J. E. Crosbie at 86.50 cents per barrel, on which sale the Mellon 
National Bank of Pittsburgh made a substantial loan secured by the reserves 
so priced. Other sales at about that time in that same area reflect a mini- 
mum pricing of 69 cents per barrel. Four estate and gift tax valuations and 
the Internal Revenue Service accepted the $15,705,805 book cost. The Delhi 
properties alone (among the reserves) which were transferred were valued 
for estate and gift tax purposes at approximately $17 million, although priced 
on Murphy’s books at $12,432,835 only. If the intangible development costs 
attributable to the producing wells in the Richand properties had been capi- 
talized during the period June 1950 to May 31, 1956 (as were all other in- 
tangible drilling costs during the same period, which was proper), the aver- 
age net investment therein during the test year would have been $64,515 and 
the test year amortization thereof would have been $15,870. 


Reliability of the Cost Method Questionable 


In its Opinion No. 310—Pan American Petroleum Corporation, Docket No. 
G-8549 et al—19 FPC 463 (1958)—the Commission held that the traditional 
rate base method produced incongrous results in that case. It found the 
results would be “delirious” and “capricious” in Mr. Justice Jackson’s words 
used in Colorado Interstate v. F.P.C. 324 U.S. 581, 610 (1945). It determined 
that such results would be detrimental to consumers who need natural gas 
supplies on a long-term basis. The following facts which are not contra- 
dicted by any evidence establish the conclusion that the justness and reason- 
ableness of Murphy’s rates cannot be determined by the use of the cost or 
rate base method. 

Murphy is a relatively small producer. Any variation in the estimates of 
gas or oil reserves, which control the computation of depreciation, depletion 
and amortization expenses directly affects the cost of gas on a unit basis and 
produces a major effect upon the cost of service. Similar effects in the costs 
of service of large producers may be averaged or balanced off. Regardless of 
what method allocation is used any change in the reserves would cause major 
modification of the computation of a cost of service for Murphy and render it 
unreliable for rate making purposes. The evidence shows that such a varia- 
tion in reserve estimates may occur, and has occurred, e.g., in June 1956 the 
reserves of the Indian Lake Field were estimated as being 4,581 MMcf. In 
December 1956 they were revised downward to 1,375 MMcf and of these re- 
serves only 268 MMcf were recovered before abandonment due to water en- 
croachment. Test-year deterimnations of costs computed upon test-year esti- 
mates of gas or oil reserves may become totally meaningless with the frequently 
necessary revision of estimates of reserves, which every operating producer 
must make periodically. - 

The allocation of joint costs by some one or more methods of allocation is 
required by the cost method of regulating rates. Only 5.7 percent of Murphy’s 
costs can be directly associated with either gas or oil. Of the $6,535,330 in- 
volved in determining Murphy’s cost of service for gas 94.3 percent must be 
allocated between oil and gas. The arbitrariness and unsatisfactory limita- 
tions adhering to any one of the many methods of allocating joint costs is 
generally recognized and was admitted by witnesses for both Murphy and 
the Staff. Each finds fault with the other’s method of allocation. The varia- 
tion in results between the Btu method used by Murphy and the Staff's sales 
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realization method is 88 percent. The Btu method using identical joint cost 
figures at the wellhead showed 22.748 cents per Mcf (line 23) while the sales 
realization method produced 12.089 cents per Mcf (line 10) for allocated gas 
cost. (Exh. 81, p. 2, Col. 2). 

No method of allocation can equitably determine which set of customers or 
purchasers from Murphy should pay for the costs of exploration which was 
unsuccessful and produced no gas or oil. Murphy’s brief asks: 

Should the customers of Texas Eastern who obtain gas from North 
Louisiana be required to absorb such costs when many of such costs are 
incurred in areas far removed from any of the producing fields which are 
involved in any way in this proceeding? (p. 16) 

In both the electric generation and gas pipeline and local gas distribution 
segments of public service, the rate base method rests upon the reasonableness 
of a reliable and predictable relation between costs and marketable product 
or services. No such relationship has been shown to exist in the production 
of natural gas in this proceedings. Murphy demonstrated by uncontradicted 
evidence that the contrary situation exists. In the Tubal Field, in South 
Arkansas, on Lease No. 48, Murphy’s expenditures of $88,109 for tangible and 
intangible drilling costs resulted in the acquisition of 105,004 barrels of oil. 
However, on lease No. 49, in the same field, expenditures of $60,292 resulted 
in the acquisition of only 5,810 barrels (Tr. 103). In the Bear Creek Field, 
on lease No. 27, an investment of $74,780 brought in reserves valued at 
$340,078 whereas on lease No. 51 an investment of $137,229 resulted in re- 
serves valued at only $29,010 (Tr. 103). The significance of the erratic rela- 
tionship between cost and productivity is shown by the fact that 69.2 percent 
of Murphy’s total expenditures in the four-year period 1954-1958 were spent 
on exploration and development (Exh. 15, p. 5). The proportion of funds 
spent by Murphy for the risky and unpredictable exploration and development 
atcivities was higher than those spent by a representative group of other 
producers. Twelve producers spent 65.5 percent for exploration and develop- 
ment, and a group of producers representing over 50 percent of the industry 
spent 62.2 percent (Tr. 107, Exh. 15, pp. 3-4). 

The erratic relation between cost and quantity of gas sold applies not only 
to exploratory and development operations, but also to operating expenses. 
The wide variance in unit production costs among different locations is shown 
by the unit on-lease costs for 43 of Murphy’s gas condensate leases ranging 
from 0.19 cents per million Btu to 316.9 cents per million Btu. (Exh. 15, 
p. 6.) Therefore, if the lease were used as a costing unit, rates would range 
from pennies to dollars per Mcf (Tr. 116). If the costing unit was enlarged 
from a lease to a field (typically comprising several leases) the dispersion of 
costs would be reduced, but the variation of costs would still be so large as 
to render it inappropriate for rate review purposes. This is illustrated by 
Staff Exhibit 20 where the unit cost, computed by fields, ranged from 2.22 
cents per Mcf for the Magnolia Field in Arkansas to 29.93 cents per Mcf in 
the East Texas Field and 286.09 cents per Mcf in the now abandoned Indian 
Lake Field in Louisiana. 

The application of the rate base method to the determination of rates of 
different producers from the same wells and field may produce the capricious 
results Mr. Justice Jackson referred to in his Colorado Interstate concurring 
opinion (supra). To fix different rates by regulation as just and reasonable 
te be charged by different producers for the same gas from the same wells, 
which is the predictable result of the use of the rate-base method, is un- 
thinkably chaotic. The Commission can take judicial notice of the experience 
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record of its proceedings demonstrating the likelihood of such a chaotic result. 
The Commission in its Opinion No. 310, supra, held that the presence of 133 
different working interests in the West Edmond Field presented a chaotic 
result rendering the rate-base method inappropriate. In this proceeding in 
the unitized Delhi Field there are 200 different working interest owners 
(Exh. 7). There are the following number of different working interest own- 
ers in the other fields: 


Non-unitized portion of Delhi 
Bryceland 
Greenwood-Waskom 


Increasing Costs of Producing Gas 


Murphy argues that it has been and is confronted with continual increases 
in the cost of finding and producing oil and gas (Tr. 146; Exh. 16). Shallow 
horizons having been pretty well exploited, exploration must drill to deeper 
and deeper horizons and the per foot cost of drilling progressively increases ; 
€.g., Where it cost $7,000 to drill a thousand feet from a depth of 2,000 feet 
to a depth of 3,000 feet, it costs $44,000 to drill a thousand feet from a depth 
of 9,000 feet to 10,000 feet (Tr. 147, Exh. 16, Sch. 1). Murphy’s experience 
is that the average depth of its productive gas wells has been nearly twice 
the depth of its oil wells (Exh. 16, Sch. 5), causing average cost per pro- 
ductive gas well to be much greater than such cost per productive oil well. 
In the Sligo Field in North Louisiana there has been a 12 percent increase 
in the cost of developing wells and in the Delhi Field a 20 percent increase 
during 1954-1958. Other elements of increased operating costs during the 
period were shown by uncontradicted proof as enumerated in Murphy’s initial 
brief, e.g., wages of production workers rose 18.5 percent, oil machinery by 
20.89 percent, carbon steel well casing by 28 percent, alloy steel well casing 
by 36.9 percent, carbon steel line pipe by 38 percent. In comparison Murphy’s 
proposed price increases are only 6 percent (Exh. 16, Sch. 2, and Exh. 13, 
Sch. 1). Due to inflationary reduction in the purchasing power of the dollar 
which Exhibit 16, Schedule 2 shows, the 13.06 cents per Mcf price in 1954 
became in constant purchasing power only a 11.91 cents price, and the pro- 
posed escalated price of 13.85 cents is equal to only 12.68 cents. Therefore, 
to receive a price equal to the 1954 purchasing power, the 13.06 cents per 
Mcf would have to escalate to 14.33 cents in 1958-dollars. 


FINDINGS oF Fact From Cost EviInpENcE 


Although the cost method is inappropriate as the sole criterion of Murphy’s 
proposed escalated rates, the facts established by cost-type evidence. intro- 
duced by the Staff and Murphy throw material light on the problem posed 
herein for decision. The following findings of fact are made: 

Murphy submitted traditional cost evidence based on the residual rate of 
return method. No claim therein is made for any income tax allowance or 
of return on rate base because the cost of service (Exh. 14-A, p. 5) re- 
flects a deficit on jurisdictional gas sales during the test year of $693,622. 
The costs used were those recorded on its books. No adjustments were 
claimed for known increases in costs which have or will occur after May 31, 
1958, e.g., $67,000 in actual expense for regulatory expense through May 1959 
(Tr. 983) or $120,000 reasonably allowable total regulatory expense. Nor was 
the increase in the Louisiana gathering tax claimed. No claim for increased 
test-year drilling and exploration expenses was made although they totalled 
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only 88 percent of the preceeding 5-year average (Tr. 71). The costs of a 
subsidiary (52 percent of whose stock Murphy owns)—Ocean Drilling and 
Exploration Company—were not included. Murphy does claim one item of 
$62,816 of average bank balances, which is somewhat unusual, but which on 
the facts here shown is both conservative in amount and required by proper 
accounting to provide return upon this necessary special cash fund used for 
cash acquisitions of unproved leases—an operation known as “lease plays.” 
The fund balances varied from $11,637 to $168,225 (Exh. 14-A, p. 11) and 
Murphy’s new cash lease investments acquired by spot purchases were $700,000 
in the test year. Murphy’s Initial Brief (p. 28) sets forth a tabulation of 
costs per Mcf shown by its cost of service without including any regulatory 
expense or gathering and processing costs (Tr. 1015) as follows: 


Cents 
per Mcf 
Cost of service without any return or income tax allowance____-__- 17. 442 
Cost of service at 9% rate of return: 
Without Inowme tax alloWanees..s..3655 060. s25k et clue e 21. 095 
With income tax allowance (including statutory benefits)...... 24. 022 
Cost of service at 14% rate of return: 
Without income tax:aliowantes. 2... 214. tescilewil vec desee 23. 125 
With income tax allowance (including statutory benefits)_..... 28. 611 


Murphy used the Btu method of allocation and cites in support thereof 
Commission Opinions No. 269—Panhandle Eastern (1954), No. 240—Wilcox 
Trend (1954), No. 251—Gulf Interstate, 12 FPC 116, 126-127 (1953) and 
Cities Service Oil Co., 20 FPC 388 (1958). 

The Staff used the sales realization method of cost allocation, which usu- 
ally produces a lower cost of gas than any of the methods based upon physical 
factors. However, the Staff’s computation of the company-wide cost of gas 
without any allowance for income taxes but using a 9 percent rate of return 
is 18.613 cents per Mcf compared to test-year revenues of 12.94 cents per Mcf 
(Exh. 32, p. 1). With the proper allowance of statutory tax benefits relating 
to depletion and intangible drilling costs (as the Commission held in El Paso, 
Opinion Nos. 326 and 326-A (1959), 22 FPC 260 and 659, the Staff’s compu- 
tation shows 15.927 cents per Mcf (Exh. 82, p. 1). Such cost exceeds the 
revenues Murphy would have collected in the test year even if the suspended 
rates had then been in effect. 

It is, therefore, found and concluded that the cost evidence of the rate base 
and cost of service type in this proceeding supports the conclusion that 
Murphy’s rates here involved are within the zone of reasonableness and must 
be found to be just and reasonable. 

The uncontradicted evidence introduced by Murphy regarding the increas- 
ing costs of producing gas and the reduction of the purchasing value of the 
dollar has probative weight in the circumstances of this case and such facts 
further support the conclusion that Murphy’s existing rates are not unjust and 
unreasonable being within the zone of reasonableness, and, therefore, that such 
rates must be found to be just and reasonable. 


Rate of Return 


It is unnecessary to determine the allowable rate of return in view of the 
conclusion herein reached that Murphy’s existing rates are just and reason- 
able, being well within the zone of reasonableness. For the necessary pur- 
pose of testing the computations of the costs of service used by the parties 
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it is sufficient to accept the showing of Staff witness Shaffner of the reason- 
able range between 9 percent and 14 percent, which Murphy adopted for test- 
ing purposes in its evidence. 


Simplified Issues 


The basic findings and conclusions which this record requires to be made 
render it unnecessary to pass upon several minor and specific issues which 
are argued by the Staff and Murphy. Two basic findings rest upon the ad- 
missions of the parties, as follows: 

The Staff’s cost of service evidence is admittedly insufficient because it is 
admittedly based upon only partial original acquisition costs. It does not 
matter, therefore, whether the elements thereof are calculated correctly or not, 
e.g., it is unnecessary to resolve even the argument regarding the elimination 
of the so-called excess value over the predecessor’s tax basis. If the elimina- 
tion is erroneous the cost of service is clearly deficient by the amount elimi- 
nated. If the eliminations are proper, there is still admittedly an impossibility 
to obtain the total original acquisition costs, and, therefore, the cost of service 
is admittedly based upon partial original acquisition costs. Cost regulation 
of rates has never been even argued as being a penal device by which a natu- 
ral-gas company can be punished by unfair rates based upon only part of its 
actual acquisition costs. 

Other minor issues also fail to have any determinative cogency, e.g., whether 
the working capital is correctly calculated, whether the regulatory expense 
item is reasonably adequate, whether the income tax position is in accord with 
the Commission’s declared position, whether the Staff’s use of the field (instead 
of the lease) as the costing unit produces reasonably reliable results. 

The other basic finding and conclusion is admitted by Murphy, namely, that 
the cost of service method of regulating Murphy’s rates as the sole criterion 
or standard is inappropriate even though Murphy’s evidence has probative 
value in support of Murphy’s existing rates. 


Current Market Price Evidence 


Murphy also introduced evidence of the current market price for natural gas. 
Murphy argues that in the light of the factual situation of this case, the cur- 
rent competitive market price is the most practical and appropriate standard 
for reviewing Murphy’s rates, although not the exclusive standard or test of 
reasonableness. 

The Commission and the Courts have recognized the relevance and mate- 
riality of such evidentiary standard, especially as here where cost data is also 
presented for comparative evaluation. This state of the law is reflected in the 
cases cited in Murphy’s briefs (Initial Brief, p. 22; Reply Brief, p. 6) and the 
Staff recognizes that Murphy made uncontradicted proof that current market 
prices in the areas closely proximate to the fields from which Murphy’s juris- 
dictional gas is sold are higher than Murphy’s prices involved herein. The 
evidence that these field prices are the result of competition is uncontradicted 
and controlling. The Staff, however, argues that area prices have no probative 
value on the issue of reasonableness—a proposition which the decisions of the 
Court and the Commission make untenable. Murphy showed that the current 
market price in North Louisiana ranges from 15 cents to 17.2 cents per Mcf 
plus tax reimbursement. Staff witness Bombino testified that the current price 
in North Louisiana was 18 cents. This evidence establishes that Murphy’s 
rates here involved are below the level of comparable competitive market prices 
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and are clearly within the zone of reasonableness. The evidence is found to 
be representative although not exhaustive and is, therefore, accepted as having 
valid probative weight. 


FURTHER FINDINGS AND CONCLUSIONS 


(1) Murphy Corporation (Murphy) is a Louisiana corporation. Its princi- 
pal business office is in El Dorado, Arkansas. It is engaged in the business of 
acquiring interests in, exploring and developing oil and gas leases and engages 
in other phases of the oil and natural-gas business. It also engaged in other 
types of non-jurisdictional business. It is, and since June 14, 1954, has been 
engaged in the transportation and sale of natural gas in interstate commerce 
and is a natural-gas company subject to the jurisdiction of this Commission. 

(2) By the institution by an order issued April 28, 1959, of a rate investi- 
gation under Section 5(a) of the Natural Gas Act (Act), all of Murphy’s rates 
were made subject to review and regulation in this consolidated proceeding, 
including all and each of Murphy’s rates, which have been noticed by Murphy 
as rate increased under Section 4(e) of the Act, and suspended by the Com- 
mission, as well as such of its rates as are otherwise effective at this time. 
The suspended rates are being collected subject to possible refund. The pri- 
mary issue for decision herein under the Act is whether Murphy’s rates, 
charges, or classifications are unjust, unreasonable, or unduly discriminatory 
or preferential. If not so found, this proceeding must be concluded by dis- 
missing the investigation under Section 5(a) herein and by terminating the 
suspensions in the Section 4(e) proceedings heretofore ordered by the Com- 
mission of the various rate increases noticed by Murphy and allowing such 
increased rates to be hereafter collected without refund to any customer. 

(3) Neither the rates, charges and classifications demanded observed, 
charged or collected by Murphy, which are under consideration in this con- 
solidated proceeding nor any rule, regulation, practice or contract affecting 
such rates, charges, or classifications have been shown to be unjunst, unrea- 
sonable, unduly discriminatory or preferential. 

(4) It is proper to dismiss the investigation herein and to find the existing 
rates, charges and classifications, demanded, charged or collected by Murphy, 
and the rules, regulations, practices and contracts affecting such rates, charges 
or classifications to be just and reasonable and not unduly discriminatory or 
preferential. 





ORDER 


WHEREFORE, IT Is ORDERED, Subject to review by the Commission, that: 

(A) The investigation in this matter, instituted by order of the Commission 
issued April 28, 1959, is hereby dismissed. 

(B) Each of the consolidated proceedings herein is hereby terminated. 

(C) The proposed increased rates and charges contained in the respective 
rate schedule filings here under consideration, as consolidated herein, shall 
continue in effect without being subject to refund and the suspensions thereof 
are hereby terminated, and Murphy’s undertaking agreements and the liability 
to make refunds of any excess charges are hereby discharged without any 
refund. 

Emery J. Woopatt, 
Presiding Beaminer. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO CP61-145 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 


(Issued February 27, 1961) 


United Gas Pipe Line Company (United) filed an application on November 8, 
1960, pursuant to Section 7(b) of the Natural Gas Act, for permission and 
approval to abandon certain natural gas facilities as hereinafter described, 
subject to the jurisdiction of the Commission, all as more fully represented 
in the application. 

United seeks permission and approval to abandon .27 miles of 4 and 6-inch 
pipeline and appurtenant measuring facilities in Orange County, Texas, hereto- 
fore authorized in Docket No. G-—15192, to serve natural gas directly to the 
Texas Portland Cement Company. 

The application states that deliveries to the cement company ceased on 
July 28, 1960, and it has been advised that the customer has contracted with 
another company for its natural gas supply. United states that for this reason 
it desires to remove the above-described facilities in order that they may be 
used elsewhere when necessary. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
February 20, 1961, respecting the matters involved in and the issues presented 
by the application. No Petition to intervene or protest to the granting of the 
application has been received. Staff Counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30 (c) (1) of its Rules of Practice and 
Procedure. 

The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be abandoned as hereinbefore described and as more 
fully described in the application in Docket No. CP61-145, are subject to re- 
quirements of said Section b of Section 7 of the Natural Gas Act. 

(3) Such abandonment of natural gas facilities as heretofore referred to 
are permitted by the public convenience and necessity and should be permitted 
and approved as hereinafter ordered. 

(4) A request during the public hearing by Staff Counsel for omission of 
the intermediate decision procedure under Section 1.30 (c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record and 
not having been denied by the Commission is granted pursuant to Section 1.30 
(c) (1) of said rules. 

The Commission orders: - 


(A) Applicant is hereby permitted to abandon the natural gas facilities as 
hereinbefore described all as more fully described in the application in Docket 
No. CP61-145. 


(B) Applicant shall advise the Commission of the date of abandonment of 
the facilities within 10 days of the date thereof. 


693-489—63——_25 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CITIES SERVICE GAS COMPANY, DOCKET NOS. G-2410 AND G-9468; 
SOCONY MOBIL OIL COMPANY, INC., DOCKET NO. G-16717 


ORDER ACCEPTING OFFER OF SETTLEMENT, GRANTING MOTION TO DISCHARGE FROM 
REFUND OBLIGATIONS, AND ACCEPTING RATE SCHEDULE SUPPLEMENTS FOR FILING 


(Issued February 28, 1961) 


On January 18, 1961, Socony Mobil Oil Company, Inc. (Socony), submitted 
an offer of settlement in Docket No. G-16717, pursuant to Section 1.18 (e) of 
the Commission’s Rules of Practice and Procedure. On the same date, Cities 
Service Gas Company (Cities Service) filed a corollary motion requesting that 
it be discharged from certain of its refunding obligations in Docket Nos. 
G-2410 and G-9468. 

The proceeding in Docket No. G-16717 was instituted upon a petition by 
Socony, requesting a hearing to determine its effective rate as of June 7, 1954, 
for the sale of gas to Cities Service from the Hugoton Field, Kansas. The sale 
is made under Socony’s FPC Gas Rate Schedule No. 3. 

On February 19, 1957, Socony tendered for filing, as its rate schedule for the 
subject sale, a gas sales contract dated June 17, 1946. The contract provided 
for a price of 6¢ per Mcf at 16.4 psia until June 1961, and an adjustment of 
price thereafter by agreement or arbitration. Concurrently, Socony tendered 
for filing as supplements to the rate schedule certain agreements, letters, etc., 
including an interim order of the State Corporation Commission of Kansas, 
of February 18, 1949, prescribing a minimum price at the wellhead for Kansas 
Hugoton of 8.0¢ per Mcf (16.4 psia) ; an order of May 20, 1953, providing for 
a State standard base for measurement at 14.65 psia; and an order issued 
December 2, 1953, providing for a minimum price of 11.0¢ per Mcf (14.65 psia) 
for gas at the wellhead in the Hugoton Field. This latter order was designated 
as Supplement No. 26 to the subject rate schedule. By Commission orders 
issued March 21, 1957, and May 17, 1957, the base rate schedule and supple- 
ments thereto were accepted for filing. 

Judicial review of the two Kansas Minimum Price Orders and the Commis- 
sion’s acceptance of Supplement No. 26 produced the following results: 

1. The 8¢ per Mcf minimum price order was upheld by the Supreme Court 
of the State of Kansas (Kansas-Nebraska Natural Gas Company v. State 
Corporation Commission, 169 Kansas 722, 222 P 2d 704, rehearing denied, 225 
P 2d 1054)1 

2. The 11¢ per Mcf minimum price order was held invalid by the United 
States Supreme Court (Cities Service Gas Company v. State Corporation Com- 
mission of Kansas, 355 U.S. 391). 

3. The Commission struck from its files Supplement No. 26 and returned it 
to Socony, in compliance with a mandate from the court (Cities Service Gas 
Company v. F.P.C., 255 F. 2d 860, cert. den., 358 U.S. 837). 

In addition to the above court actions, Cities Service instituted suit against 
Socony in the United States District Court for the District of Kansas, in 
Case No. W-1095, seeking recovery of the difference between 11¢ per Mcf at 
14.65 psia (the Kansas 11¢ minimum price which Cities Service had paid under 
protest) and 6¢ per Mcf at 16.4 psia (the price set out in the original contract 
for the subject sale) for the period of time from January 1, 1954, and con- 
tinuing down to the date of disposition of such litigation. In this litigation, 


1 This decision was not appealed to the United States Supreme Court. 
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Socony has denied any indebtedness to Cities Service for this sale and has filed 
counterclaims against Cities Service. As part of its defense, Socony has 
asserted that Cities Service, through its conduct, action, acquiescence, estoppel, 
and payments, has amended the terms of the price provisions of the contract 
to a price no lower than 8¢ per Mcf at 16.4 psia. On January 10, 1961, the 
court rendered its decision and made the following finding: 

The Court, based on the evidence and upon the agreement and stipula- 
tion of the parties, finds that the legally effective rate between the parties 
for such gas from and after January 1, 1954 and as of the date of this 
judgment, is 7.5¢ per Mcf (16.4 psia). 

On January 25, 1961, Socony tendered the aforementioned court order to 
establish the June 7, 1954 rate as 7.5¢ per Mcf at 16.4 psia for the subject sale, 
which has been designated as Supplement No. 29 to Socony’s FPC Gas Rate 
Schedule No. 3. 

On January 13, 1961, Socony tendered for filing a proposed rate increase to 
11.0¢ per Mcf at 14.65 psia for the subject sale, which has been designated as 
Supplement No. 30 to the aforementioned rate schedule. Socony, in this rate 
increase filing, has requested that the filing date of such increase be consid- 
ered the date the Commission approves Socony’s offer of settlement and Cities 
Service’s corollary motion. Socony further requests waiver of the thirty days’ 
notice requirement and states that the submittal of the rate increase proposal 
is contingent upon the Commission’s approval of its offer of settlement. 

In its motion, Cities Service requests the Commission to discharge it from 
certain obligations under the settlement order issued May 25, 1956, in Docket 
Nos. G-2410 and G-9468 (15 FPC 1448), on the basis of the finding in the 
above-mentioned judgment of the United States District Court for the District 
of Kansas. By the settlement order the Commission recognized the possibility 
of further refunds to Cities Service if the minimum price orders were invali- 
dated and, in such eventuality, required refund of the difference between the 
contract price and the amount paid under minimum price orders. The pro- 
posed motion and settlement cover overpayments made by Cities Service to 
Socony, for gas purchased during the period January 1, 1954, through Novem- 
ber 22, 1960. During that period, the difference between the 11.0¢ per Mcf 
rate paid and the 6.0¢ per Mcf contract price for gas purchased amounted to 
$7,055,729. On the basis of the court’s judgment, Cities Service would receive 
a refund of $5,434,447, $3,975,037 of which would be applicable to the period 
of time covered by Docket Nos. G—2410 and G—9468. Cities Service proposes 
to distribute to the persons entitled thereto the portion of the $3,975,037 ap- 
plicable to jurisdictional sales as provided in the settlement order and as 
Satisfaction of its refund obligation insofar as it applies to purchases from 
Socony.? 

In the offer of settlement and corollary motion thereto, Socony and Cities 
Service request that: 

(1) The Commission accept the rate of 7.5¢ per Mcf at 16.4 psia, as set forth 
in Supplement No. 29 to Socony’s FPC Gas Rate Schedule No. 3, for the period 
from June 7, 1954, to date; 

(2) The rate increase filed by Socony, contained in Supplement No. 30 to 
the aforementioned rate schedule increasing the rate for the subject sale of gas 
to 11.0¢ per Mcf at 14.65 psia, be effective prospectively ; and 

(8) Cities Service be discharged from certain of its refund obligations in 
Docket Nos. G-2410 and G-9468. Both the settlement agreement and the 


2 Refunds covering a period of time when new increased rates became effective would 
be retained for distribution in pending Docket No. G-18799. 
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corollary motion thereto, are contingent upon the Commission’s acceptance of 
each of the above requests. 

Substantially all of Cities Service’s jurisdictional customers entitled to share 
in the resulting refund from Socony have consented to the settlement agree- 
ment. No one has expressed any opposition to the settlement agreement or the 
corollary motion filed in these proceedings. 

In support of their requests, Socony and Cities Service allege that it is in 
the public interest, and in the interest of the parties and of the ultimate con- 
sumer affected thereby, that their respective requests be accepted by the Com- 
mission. They further allege that extensive and lengthy litigation will thus 
be avoided, and the rights of the various parties will be settled concurrently. 

In the judgment of the Commission the proposed settlement is desirable in 
the public interest and is appropriate to carry out the provisions of the 
Natural Gas Act. Acceptance of the 7.5¢ per Mcf at 16.4 psia rate, effective 
as of June 7, 1954, is equitable to all concerned and will prevent any further 
and extensive litigation in the courts and in the Commission on this issue, the 
result of which is undertain by reason of the claim that Cities Service had 
agreed to, or was estopped to deny, an effective rate of 8¢ per Mcf. The accept- 
ance of the proposed increased rate contained in Supplement No. 30 to 
Socony’s FPC Gas Rate Schedule No. 3 is in accordance with our Statement 
of General Policy No. 61-1, issued September 28, 1960, and good cause exists 
for waiving the 30 days’ notice requirement relative to the aforesaid Supple- 
ment No. 30. 


The Commission finds: 


Acceptance of the proposed settlement and the corollary motion filed by 
Socony and Cities Service with the Commission on January 18, 1961, as here- 


inafter ordered, is in the public interest and appropriate to carry out the pro- 
visions of the Natural Gas Act. 


The Commission orders: 


(A) The offer of settlement filed by Socony and the corollary motion filed 
by Cities Service with the Commission on January 18, 1961, are hereby ap- 
proved in accordance with the provisions of this order. 

(B) Supplement No. 29 to Socony’s FPC Gas Rate Schedule No. 8, con- 
taining the rate of 7.5¢ per Mcf at 16.4 psia, is hereby accepted for filing 
effective as of June 7, 1954, for the subject sale of gas. 

(C) The proceeding in Docket No. G—16717 is hereby terminated. 

(D) Supplement No. 30 to Socony’s FPC Gas Rate Schedule No. 3 is hereby 
accepted for filing. The 30 days’ notice requirement provided in the Com- 
mission’s Regulations under the Natural Gas Act is hereby waived with re- 
spect to the aforesaid Supplement No. 30, which supplement is allowed to 
become effective as of the date of issuance of this order. 

(E) Cities Service shall refund, within 30 days after the date of issuance 
of this order, to the persons entitled thereto the portion of the amount of 
$3,975,037 applicable to jurisdictional sales as provided in the Commission’s 
order of May 25, 1956, in Docket Nos. G-2410 and G-—9468. Cities Service, 
within 45 days after the date of issuance of this order, shall report to the 
Commission, in writing and under oath, the details of its calculations upon 
which it based its refunds made pursuant to this paragraph together with 
copies of releases from its customers with respect to such refund. 

(F) Upon compliance with paragraph (E) hereof, Cities Service shall be 
discharged from its refunding obligations in Docket Nos. G-—2410 and G—9468 
with respect to its purchases of gas under Socony’s FPC Gas Rate Schedule 
No. 3. 
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(G) This order is without prejudice to any action the Commission may take 
or has taken in other. cases involving the invalidated Kansas Minimum Price 
Order or the invalidated Kansas Severance Tax. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NEW YORK STATE NATURAL GAS CORPORATION, 
DOCKET NO. CP61-12 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued February 28, 1961) 


On July 19, 1960, New York State Natural Gas Corporation (Applicant) 
filed an application in Docket No. CP61-12, pursuant to Section 7 (c) of 
the Natural Gas Act, for a certificate of public convenience and neecssity 
seeking authorization to transport natural gas for the account of Peoples 
Natural Gas Company (Peoples)! from an existing point of connection be- 
tween Applicant and Texas Eastern Transmission Corporation (Texas East- 
ern) near Preston Compressor Station, Greene County, Pennsylvania, to an 
existing point of connection of Applicant’s and Peoples’ existing facilities at 
Coxcomb Hill, Allegheny County, Pennsylvania. Since an existing connection 
will be used to render the service, no additional facilities are proposed. 

The transportation service will be rendered only during the off-peak months 
of April through October under an agreement, dated July 13, 1960. Said 
agreement provides an initial term until November 1, 1964, and thereafter 
until terminated by either party upon 12 months notice. 

The application shows that Peoples has an adequate supply of gas, but that 
the load has grown in the Coxcomb Hill area to the point that in order to 
carry volumes from its available suppiy in the summer months would require 
Peoples to make a large capital investment in an additional transmission 
facility. The transportation service will enable Peoples to avoid this expen- 
diture at this time, and will give Applicant additional revenues it would 
otherwise not have without impairment of existing service. The gas to be 
transported for Peoples by Applicant would be part of Peoples’ existing au- 
thorized supply from Texas Eastern. 

Pursuant to the agreement of July 138, 1960, the transportation service will 
be rendered on an interruptible basis and at the rate of 2 cents per Mef. 
Transportation volumes for the first full year of service are estimated at 
6,546,000 Mcf. 

No issue of gas supply is involved in this proceeding. 

Applicant was granted temporary authorization by letter, dated August 12, 
1960. eo 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
February 20, 1961, respecting the matters involved in and the issues pre- 
sented by the application herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30 (c)(1) of the 
Commission’s Rules of Practice and Procedure. 


1 Peoples is an affiliate in the Consolidated Natural Gas System. 
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The Commission finds: 


(1) Applicant, New York State Natural Gas Corporation, a New York cor- 
poration having its principal place of business in Pittsburgh, Pennsylvania, is 
a “natural-gas company” within the meaning of the Natural Gas Act, as here- 
tofore found by the Commission in its order of October 27, 1942, in Docket 
No. G312 (3 FPC 844). 

(2) The transportation and delivery of natural gas hereinbefore described, 
as more fully described in the application in this proceeding, are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission there- 
under. 

(4) The transportation and delivery of natural gas by Applicant are re 
quired by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission's 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
certificate hereinafter issued to Applicant and to the exercise of the rights 
granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record, and not having been denied by the Commission is granted pursuant to 
Section 1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, New York State Natural Gas Corpo- 
ration, to deliver and transport natural gas as hereinbefore described, all as 
more fully described in the application herein, upon the terms and conditions 
of this order. 

(B) The general terms and conditions set forth in paragraph (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the issuance of the certificate granted in paragraph (A) hereof and 
to the exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PIONEER GATHERING SYSTEM, INC., DOCKET NO. CP61-59, HT AL.; 
MERTZON CORPORATION, DOCKET NO. G-—19534 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY AND AMENDING CERTIFICATE* 


(Issued February 28, 1961) 


There have been filed applications for certificates of public convenience and 
necessity, pursuant to Section 7 of the Natural Gas Act, authorizing the con- 
struction and operation of natural gas facilities and for the sale of natural 


*Omitted portions of this order relate to the issuance of independent producer cer- 
tificates. 
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gas in interstate commerce, subject to the jurisdiction of the Commission, as 
hereinafter described, all as more fully described in the respective applications. 

On August 26, 1960, Pioneer Gathering System, Inc., (Pioneer) filed in 
Docket No. CP61-59 an application for a certificate of public convenience and 
necessity for authority to construct approximately 15 miles of 4inch pipeline 
extending from the Brooks Field to the existing Mertzon Corporation (Mert- 
zon) plant and to construct and operate 7.6 miles of 3-inch pipeline extending 
from said Mertzon plant to a point of delivery on Permian Basin Pipeline 
Company’s, now Northern Natural Gas Company (Northern) existing inter- 
state pipeline facilities, all in Irion County, Texas. Such facilities will be 
utilized to purchase and receive natural gas from Mertzon, pursuant to an 
amendatory agreement dated July 1, 1960. Pioneer will resell the subject gas 
to Northern under an existing basic contract. The cost of the facilities is 
$204,800, which will be financed from cash on hand and through $200,000 of 
514 per cent notes to Pioneer’s parent company, Pioneer Natural Gas Company. 

Mertzon will operate the above 15 miles of 4-inch pipeline from the Brooks 
Field to the Mertzon Plant. 

The 7.6 miles of 3-inch pipeline will loop Pioneer’s existing line from the 
Mertzon Plant to Northern’s facilities. 

On October 20, 1960, Mertzon filed a petition to amend the order issuing 
certificate in Docket No. G—19534 to include authorization to sell additional 
gas to Pioneer and to operate the 15 miles of line to be constructed by Pio- 
neer. Mertzon will purchase the gas from various producers in the Brooks 
Field, Irion County, Texas. The point of delivery to Pioneer will be at the 
outlet of the Mertzon Plant. 

* ” a7 ~ * * * 

Temporary authorization was issued December 1, 1960, in Docket Nos. 
CP61-59 and G—19534. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
February 14, 1961, respecting the matters involved in and the issues presented 
by the applications. No petition to intervene or protest to the granting of 
the applications has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission ren- 
der a decision herein, pursuant to Section 1.30 (c) (1) of its Rules of Prac 
tice and Procedure. 


The Commission finds: 


(1) Each Applicant herein, upon the commencement of the operations and 
service hereinafter authorized will be a “natural-gas company” within the 
meaning of the Natural Gas Act. 

(2) The facilities to be constructed and operated by Pioneer will be used 
for the transportation of natural gas in interstate commerce and the con- 
struction and operation thereof are subject to the requirements of Subsections 
(c) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities by Pioneer as 
herein described, and as more fully described in Docket No. CP61-59 are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered. 

* o > * * + * 

(6) Each Applicant herein is able and willing properly to do the acts and 
to perform the service proposed, and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commis- 
sion thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (1), (3), (4), and (e) of Section 
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157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant in 
Docket No. CP61-59 and to the exercise of the rights granted thereunder, and 
that the time within which construction of facilities authorized by this order 
shall be completed and in actual operation should be fixed at six months from 
the date on which this order issues. 

(8) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act, and the public convenience and necessity require that the 
certificate heretofore issued to Mertzon in Docket No. G—19534 be amended as 
hereinafter ordered. 

(9) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure under Section 1.30 (c) of the Commis- 
sion’s Rules of Practice and Procedure was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30 (c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing Pioneer to construct and operate the facilities hereinbefore de- 
scribed, all as more fully described in the application in Docket No. CP61-59. 

*” + * Oo” * = 7 

(C) The general terms and conditions set forth in paragraphs (b), (c) (1), 
(3), (4) and (e) of Section 157.20 of the Commission’s General Rules and 
Regulations, including Rules of Practice and Procedure, shall attach to the 
issuance of the certificate granted in paragraph (A) hereof, and to the exer- 
cise of the rights thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b )of said 
Section 157.20 of the Commission’s Rules is hereby fixed at 6 months from 
the date on which this order issues. 

(E) The certificates are not transferable and shall be effective only so long 
as the respective Applicants continue the acts or operations hereby author- 
ized in accordance with the provisions of the Natural Gas Act, and the applica- 
ble rules, regulations and orders of the Commission. 

* * * a + am ” 

(G) The certificate heretofore issued to Mertzon, in Docket No. G—19534, 
is amended to include authorization to sell additional gas to Pioneer and to 
operate such facilities as is proposed by its petition to amend filed on Octo- 
ber 20, 1960. 

(H) In all other respects said certificate in (G) above shall remain un- 
changed and in full force and effect. 


* * * * * * - 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TRANSWESTERN PIPELINE COMPANY, DOCKET NO. CP61-168 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued February 28, 1961) 


On December 21, 1960, Transwestern Pipeline Company (Applicant), First 
City National Bank Building, Houston, Texas, filed in Docket No. CP61-168 
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an application pursuant to Section 7 (c) of the Natural Gas Act for a certifi- 
cate of public convenience and necessity authorizing the construction and 
operation of field facilities to enable Applicant to take into its certificated main 
transmission pipeline system natural gas which will be purchased from pro- 
ducers thereof from time to time during the calendar year 1961 in the area 
of its existing transmission system at a total cost of not to exceed $3,000,000, 
with no single project to exceed a cost of $500,000, all as more fully set forth 
in the application. 

The purpose of this budget-type proposal is to augment Applicant’s ability 
to act with reasonable dispatch in securing by contract and connecting to its 
pipeline system new supplies of natural gas in various areas generally coex- 
tensive with said system. 

Applicant will finance the cost of the facilities proposed hereunder from 
funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
February 16, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commis- 
sion render a decision herein pursuant to Section 1.30 (c)(1) of the Commis- 
sion’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Transwestern Pipeline Company, a Delaware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its opinion and order issued August 10, 1959, in Docket 
No. G—14871, et al. (22 FPC 391). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operations of the facilities to take natural gas 
from producers thereof during the calendar year 1961 as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, 
a statement under oath showing, by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects constructed pursuant to the authorization granted hereinafter, (d) the 
location of said project or projects, (e) tht costs of the facilities so constructed, 
and (f) the names of the independent producers involved, together with the 
respective dates of the gas sales contracts and the docket numbers of the 
related producer certificate applications. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 


x 
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attach to the issuance of the certificate hereinafter granted to Applicant and 
to the exercise of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities author- 
ized to be constructed hereunder should be limited to $3,000,000, with no single 
project to exceed a cost of $500,000. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.80 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Transwestern Pipeline Company to construct and 
operate the proposed facilities to take natural gas from producers thereof 
during the calendar year 1961, all as more fully described in the application 
in this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing, by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects constructed 
pursuant to the authorization granted in paragraph (A) above, (d) the loca- 
tion of said project or projects, (e) the costs of the facilities so constructed, 
and (f) the names of the independent producers involved, together with the 
respective dates of the gas sales contracts and the docket numbers of the 
related producer certificate applications. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 


shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited 
to construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed thereunder are hereby limited to $3,000,000, with 
no single project to exceed a cost of $500,000. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. CP61-158 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PURLIC CONVENIENCE AND NECESSITY 
(Issued March 1, 1961) 


On December 6, 1960, American Louisiana Pipe Line Company (Applicant), 
3750 Penobscot Building, 645 Griswold Street, Detroit 26, Michigan, filed in 
Docket No. CP61-158 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation during the 12-month period following the date of 
authorization, of field facilities to enable Applicant to take into its certificated 
main pipeline system natural gas which may be purchased from producers 
thereof in the general area of its existing transmission system at a total cost 
not to exceed $3,000,000, with no single project to exceed a cost of $500,000, 
all as more fully set forth in the application. 

The purpose of this budget-type proposal is to augment Applicant’s ability to 
act with reasonable dispatch in contracting for and connecting to its existing 
pipeline system new supplies of natural gas in various producing areas gener- 
ally coextensive with said system. 

Applicant proposes to finance the cost of facilities to be constructed under 
this from cash generated from operations. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
February 14, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 


of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 


render a decision herein pursuant to Section 1.380(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, American Louisiana Pipe Line Company, a Delaware corpo- 
ration having its principal place of business in Detroit, Michigan, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its opinion and order issued October 1, 1954, in Docket 
No. G-2306, et al. 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the 12-month period following the date of issuance of 
this authorization as proposed by Applicant are required by the public con- 


venience and necessity and a certificate therefor should be issued as herein- 
after ordered and conditioned. 
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(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant and to the exercise of 
the rights granted thereunder. 

(6) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, within sixty days after the 
expiration of the 12-month period covered by this authorization, a statement 
under oath showing, by projects: (a) names of fields connected, (b) estimates 
of gas supplies attached, (c) a description of the project or projects con- 
structed pursuant to the authorization granted hereinafter, (d) the location of 
said project or projects, (e) the costs of the facilities so constructed, and (f) 
the names of the independent producers involved, together with the respective 
dates of the gas sales contracts and the docket numbers of the related pro- 
ducer certificate applications. 

(7) The authorization granted hereinafter should be limited to construction 
during the 12-month period following the date of issuance of this order, and 
the total expenditures for facilities authorized to be constructed hereunder 
should be limited to $3,000,000, with no single project to exceed a cost of 
$500,000. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing American Louisiana Pipe Line Company to construct 
and operate the proposed facilities to take natural gas from producers thereof 
during the 12-month period following the date of issuance of this order, all as 
more fully described in the application in this proceeding, upon the terms and 
conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(C) Applicant shall submit, within sixty days after the expiration of the 
12-month period covered by this authorization, a statement under oath showing, 
by projects: (a) names of fields connected, (b) estimates of gas supplies at- 
tached, (c) a description of the project or projects constructed pursuant to 
the authorization granted in paragraph (A) above, (d) the location of said 
project or projects, (e) the costs of the facilities so constructed, and (f) the 
names of the independent producers involved, together with the respective 
dates of the gas sales contarcts and the docket numbers of the related producer 
certificate applications. 

(D) The authorization granted in paragraph (A) above is hereby limited to 
construction during the 12-month period following the date of issuance of this 
order, and the total expenditures for facilities authorized to be constructed 
thereunder are hereby limited to $3,000,000, with no single project to exceed a 
cost of $500,000. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


COLORADO INTERSTATE GAS COMPANY, DOCKET NO. CP61-138 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 1, 1961) 


On November 3, 1960, as supplemented on December 8, 1960, Colorado Inter- 
state Gas Company (Applicant), P. O. Box 1087, Colorado Springs, Colorado, 
filed in Docket No. CP61-138 an application pursuant to Section 7(c) of the 
Natural Gas Act for a certificate of public convenience and necessity authoriz- 
ing the construction and operation of field facilities, including lateral pipelines, 
metering and compression equipment, to enable Applicant to take into its cer- 
tificated main pipeline system natural gas which will be purchased from time 
to time during the calendar year 1961 from producers thereof in the general 
area of Applicant’s existing transmission system, all as more fully set forth in 
the application and supplement. 

The total cost of all facilities proposed under this application is not to ex- 
ceed $800,000, with a maximum cost of $400,000 for one project and no other 
project to exceed a cost of $200,000. Financing is to come from current work- 
ing funds. 

The purpose of this “budget-type” application is to augment Applicant’s abil- 
ity to act with reasonable dispatch in contracting for and connecting to its 
pipleine system new supplies of natural gas in various producing areas gener- 
ally coextensive with its system. 

Applicant will finance the cost of the facilities proposed hereunder from 
funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
February 16, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.80(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Colorado Interstate Gas Company, a Delaware corporation 
having its principal place of business in Colorado Springs, Colorado, is a “natu- 
ral-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order issued June 9, 1945, in Docket No. G-294 
(4 FPC 936). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication and supplement herein, are proposed to be used in the transportation 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and ‘%) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 








364 FEDERAL POWER COMMISSION 


(4) The construction and operation of the facilities to take natural gas pur- 
chased from producers thereof during the calendar year 1961 as proposed by 
Applicant are required by the public convenience and necessity and a certifi- 
cate therefor should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing, by projects: (a) names of fields connected, (b) 
estimates of gas supplies attached, (c) a description of the project or projects 
that have been constructed pursuant to the authorization granted hereinafter, 
(d) the location of said project or projects, (e) the costs of the facilities so 
constructed, and (f) the names of the independent producers involved together 
with the respective dates of the gas sales contracts and the docket numbers of 
the related producer certificate applications. 

(6) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities to be 
constructed should be limited to $800,000, with a maximum cost of $400,000 
for one project and no other project to exceed a cost of $200,000. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant and to the exercise of 
the rights granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Colorado Interstate Gas Company to construct and 
operate the proposed facilities to take natural gas purchased from producers 
thereof during the calendar year 1961, all as more fully described in the appli- 
cation and supplement in this proceeding, upon the terms and conditions of 
this order. 

(B) Applicant shall, on or before March 1, 1962, submit a statement under 
oath showing, by projects: (a) names of fields connected, (b) estimates of 
gas supplies attached, (c) a description of the project or projects that have 
been constructed pursuant to the authorization granted in paragraph (A) 
above, (d) the location of said project or projects, (e) the costs of the facili- 
ties so constructed, and (f) the names of the independent producers involved, 
together with the respective dates of the gas sales contracts and the docket 
numbers of the related producer certificate applications. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed thereunder are hereby limited to $800,000, with a 
maximum cost of $400,000 for one project and no other project to exceed a 
eost of $200,000. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 








FEDERAL POWER COMMISSION 365 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


COLUMBIAN CARBON COMPANY, DOCKET NO. G-—19782 
ORDER TERMINATING PROCEEDING 
(Issued March 1, 1961) 


On September 25, 1959, Columbian Carbon Company (Columbian) filed a 
renegotiated rate increase of 6.5¢ per Mcf under its Rate Schedule No. 17 from 
21.04¢ to 27.5¢ per Mcf. The proposed increase is estimated to amount to 
$80,476 annually for the sale of natural gas to Equitable Gas Company in 
Nicholas and Fayette Counties, West Virginia. With its filing Columbian 
submitted cost-rate base data for the year 1958. 

On October 21, 1959, pending hearing and decision thereon, the Commission 
suspended the proposed increased rate until March 26, 1960, and upon motion 
of Columbian, the increased rate became effective subject to refund on March 
28, 1960. 

On January 8, 1960, Columbian filed a motion to terminate the proceeding, 
accompanying the motion with cost-rate base data for the years 1956 and 1957. 
The Commission’s staff has also made an examination of Columbian’s books and 
records and submitted its findings to us. 

We have examined the cost-rate base data submitted by Columbian in sup- 
port of its proposed increased rate and that cost-rate base data prepared by 
the staff. Because Columbian’s cost-rate base data was prepared and submit- 
ted by both Columbian and Commission’s staff prior to our Opinion No. 338 
Phillips Petroleum Company, et al., Docket No. G—1148, et al., and its com- 
panion Statement of General Policy No. 61-1, 24 FPC 537, and 818, respectively, 
we believe that employment of the traditional cost-rate base approach is jus- 
tified in this proceeding. Utilizing the cost-rate base approach, it is our con- 
clusion that the increased rate should remain in effect. 

Although the rate, in this proceeding is above the area price levels set by 
the Commission in its Statement of General Policy No. 61-1, as amended, our 
action in this regard should not be interpreted as an abandonment of this 
Policy, as Statement No. 61-1 is to be the effective policy until revised or area 
rates are determined. Although as we previously stated, we do not believe 
that the traditional cost-rate base approach is a sensible or a workable method 
of fixing rates for all members of the natural gas industry, we do believe that 
such evidence is competent to support the increased rate at issue in this 
proceeding. 


The Commission finds: 


The increased rate at issue in this proceeding should be allowed to remain 
in effect without refund obligation and this proceeding should be terminated. 


The Commission orders: 

The proposed increased rate in Columbian’s FPC Gas Rate Schedule No. 17 
is hereby allowed to remain in effect without refunding obligation and this 
proceeding is hereby terminated. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 
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NATURAL GAS PIPELINE COMPANY OF AMERICA, 
DOCKET NO. CP61-129 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PURLIC CONVENIENCE AND NECESSITY 
(Issued March 1, 1961) 


On October 28, 1960, Natural Gas Pipeline Company of America (Applicant), 
122 South Michigan Avenue, Chicago 8, Illinois, filed in Docket No. CP61-129 
an application pursuant to Section 7 (c) of the Natural Gas Act for a certifi- 
cate of public convenience and necessity authorizing the construction and oper- 
ation of meter stations, lateral pipelines and taps on Applicant’s eixsting trans- 
mission system to enable it to take into its certificated main pipeline system 
natural gas which will be purchased from producers thereof from time to time 
during the calendar year 1961, all as more fully set forth in the application. 

The total cost of all projects for which authorization is sought in this 
“budget type” application is not to exceed $3,500,000, with the total cost of 
any single project limited to $500,000. Financing will be from funds on hand. 

The purpose of this proposal is to augment Applicant’s ability to act with 
reasonable dispatch in contracting for and connecting to its pipeline system 
new supplies of natural gas in various areas generally coextensive with its 
system. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
February 20, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Natural Gas Pipeline Company of America, a Delaware cor- 
poration having its principal place of business in Chicago, Illinois, is a “natu- 
ral-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of October 13, 1942, in Docket No. G—235 
(8 FPC 830). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion, and the construction and operation thereof by Applicant are subject to 
the requirements of subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(83) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas 
purchased from producers thereof during the calendar year 1961 as proposed 
by Applicant are required by the public convenience and necessity and a cer- 
tificate therefor should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing, by projects: (a) names of fields connected, (b) 
estimates of gas supplies attached, (c) a description of the project or projects 
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constructed pursuant to the authorization granted hereinafter, (d) the location 
of said project or projects, (e) the costs of the facilities so constructed, and 
(f) the names of the independent producers involved, together with the respec- 
tive dates of the gas sales contracts and the docket numbers of the related 
producer certificate applications. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate hereinafter granted to Applicant and 
to the exercise of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities author- 
ized to be constructed hereunder should be limited to $3,500,000, with no single 
project to exceed a cost of $500,000. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.80(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Natural Gas Pipeline Company of America to con- 
struct and operate the proposed facilities to take natural gas purchased from 
producers thereof during the calendar year 1961, all as more fully described in 
the application in this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing, by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects constructed pur- 
suant to the authorization granted in paragraph (A) above, (d) the location 
of said project or projects, (e) the costs of the facilities so constructed, and 
(f) the names of the independent producers involved, together with the re- 
spective dates of the gas sales contracts and the docket numbers of the related 
producer certificate applications. 

(C) the general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed thereunder are hereby limited to $3,500,000, with 
no single project to exceed a cost of $500,000. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, 
DOCKET NO. CP61-124 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PURLIC CONVENIENCE AND NECESSITY 


(Issued March 1, 1961) 


On October 21, 1960, Transcontinental Gas Pipe Line Corporation (Applicant) 
filed an application, as supplemented on December 8, 1960, in Docket No. 


693-489—63——26 
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CP61-124, pursuant to Section 7 (c) of the Natural Gas Act, for a certificate 
of public convenience and necessity seeking authorization to construct and 
operate 14.84 miles of 36-inch main loop pipeline with necessary appurtenances 
between its Compressor Stations Nos. 34 and 15 in North Carolina. 

To assure continuity of service the proposed loop will be constructed in or- 
der to bypass the reservoir of a hydroelectric project of Duke Power Company 
(Duke) presently under construction on the Catawba River, known as Cowan’s 
Ford Project, where impoundment of water will flood approximately 514 miles 
of Applicant’s existing 30-inch and 36-inch main loop lines which carry gas 
northward. Since these segments of the pipeline may be flooded to depths up 
to sixty feet, repair of a line break or other damage would necessarily be dif- 
ficult and time consuming if possible at all. 

Applicant plans to use the bypass, together with the flooded segments, for 
the transmission of natural gas in regular daily operation. Should one of the 
flooded segments require repair, the other segment and the bypass could carry 
the full load if necessary. If both flooded segments require repair at the same 
time and are out of service, the bypass could carry approximately half the load. 

Regular use of the bypass, as proposed, will not give Applicant any addi- 
tional delivery capacity. 

Applicant’s estimated cost of the entire proposed project is $2,859,976; Duke 
will bear an estimated $1,371,777 of this cost and Applicant will bear the 
balance. 

No issue of gas supply or markets is involved in the proposed project. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
February 16, 1961, respecting the matters involved in and the issues presented 
by the application, as supplemented, herein. No petition to intervene or pro- 
test to the granting of the application has been received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a decision herein pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Transcontinental Gas Pipe Line Corporation, a Delaware cor- 
poration having its principal place of business in Houston, Texas, is a “natu- 
ral-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order issued November 18, 1948, in Docket 
No. G-1143. 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, as integral parts of Applicant’s existing system 
and the construction and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate there- 
for should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (¢c)(1), (c) (8), (c) (4), and (e) 


1 The extent to which Duke will be financially responsible for the proposed project is 
set forth in detail in an agreement between Duke and Applicant, dated March 21, 1960, 
filed as an exhibit to the application herein. 
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of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter issued to Appli- 
cant and to the exercise of the rights granted thereunder, and that the con- 
struction of the facilities authorized by this order shall be completed and 
placed in actual operation within 12 months from the date on which this order 
issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Transcontinental Gas Pipe Line Corpo- 
ration, to construct and operate the proposed facilities as hereinbefore de- 
scribed, all as more fully described in the application, as supplemented, herein, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (ce) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the certifi- 
cate granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 12 months from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, TEXAS EASTERN 
TRANSMISSION CORPORATION, ALGONQUIN GAS TRANSMISSION, 
COMPANY, THE MANUFACTURERS LIGHT & HEAT COMPANY, 
DOCKET NO. G-17522 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 1, 1961) 


By order issued April 21, 1959, in the above-entitled proceeding, 21 FPC 526, 
the Commission authorized Transcontinental Gas Pipe Line Corporation 
(Transco), Texas Eastern Transmission Corporation (Texas Eastern), Algon- 
quin Gas Transmission Company (Algonquin) and The Manufacturers Light 
and Heat Company (Manufacturers) to undertake the exchange and delivery 
of natural gas among said four Applicants for the period ending November 1, 
1959, in order to assist Transco in developing its share of the Leidy Storage 
Pool which was authorized by the Commission in Opinion No. 315 issued Sep- 
tember 4, 1958, 20 FPC 264. 

On May 26, 1959, the Applicants herein filed a joint first application to 
amend the aforesaid certificate order so as to authorize certain supplemental 
exchange service as set forth in an exchange agreement by and between said 
Applicants dated May 20, 1959, and to authorize Transco, Texas Eastern and 
Manufacturers to construct, install and operate certain exchange, metering and 
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temporary portable compressor facilities necessary for such exchange, all as 
more fully described in said application to amend. 

Temporary authority to make the supplemental exchange of natural gas and 
to construct and operate the temporary facilities for a period ending one year 
from the date of first delivery of such exchange gas, as requested by Transco, 
Texas Eastern and Manufacturers, was granted on June 17, 1959, and expired 
by its own terms on June 24, 1960. The supplemental exchange service has 
terminated, and so much of Applicants’ request of May 26, 1959, as sought 
authorization for this supplemental exchange service is therefore moot. 

On April 14, 1960, as supplemented on May 5, 1960, Transco filed an appli- 
cation to amend the temporary authority granted on June 17, 1959, so as to 
permit Transco to continue operation of its temporary portable compressor 
station, known as Station No. 47, located near Martin’s Creek, Pennsylvania. 
on Transco’s Leidy Line, past the expiration date of June 24, 1960, and until a 
permanent compressor station, known as Station No. 54, which is a part of 
Transco’s construction authorized in Docket No. G-19181 (order issued Sep- 
tember 1, 1960, Docket No. G—18968, et al.) is constructed and placed in operation. 

Upon the showing of need for such continued use of said portable compres- 
sor Station No. 47, in order to deliver natural gas to New York State Natural 
Gas Corporation, previously authorized in Docket No. G—16603, the requested 
amendment of the temporary authorization issued June 17, 1959, in the instant 
Docket No. G—17522 was granted to Transco under date of June 24, 1960. The 
aforesaid need is evidenced by the revised service agreement between Transco 
and New York State Natural Gas Corporation dated May 25, 1960, reflecting 
an increase in delivery pressure from 500 to 750 psig necessitated by changed 
local production conditions. This revised service agreement was accepted for 
filing and allowed to become effective on June 24, 1960, by the temporary au- 
thorization amendment issued on that date. 


The Commission finds: 


It is appropriate in carrying out the provisions of the Natural Gas Act that 
the Commission’s order issued April 21, 1959 in Docket No. G-17522 granting a 
certificate of public convenience and necessity to Transcontinental Gas Pipe 
Line Corporation, Texas Eastern Transmission Corporation, Algonquin Gas 
Transmission Company and The Manufacturers Light and Heat Company be 
amended as hereinafter ordered. 

The Commission orders: 


(A) The Commission’s order issued April 21, 1959, in Docket No. G-17522 
be and the same is hereby amended so as to authorize the construction, instal- 
lation and operation of six portable booster compressor engines (designated as 
Station No. 47) and necessary metering and regulating facilities by Transcon- 
tinental Gas Pipe Line Corporation, the construction, installation and operation 
of necessary meter and regulator equipment by Texas Eastern Transmission 
Corporation, and the installation and operation of necessary tie-in equipment 
by The Manufacturers Light and Heat Company for the proposed exchange of 
gas for one year from the date of first delivery, all as more fully described in 
the joint application to amend certificate of public convenience and necessity 
filed by Applicants on May 26, 1959. 

(B) The authorization granted to Transcontinental in paragraph (A) above 
only as to the temporary Station No. 47 shall continue until a permanent com- 
pressor station, designated as Station No. 54, which is a part of Transco’s 
authorized construction in Docket No. G—19181 (order issued September 1, 
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1960, in Docket No. G—18968, et al.), is constructed and placed in actual 
operation. 


(C) In all other respects, said order issued April 21, 1959, in Docket No. 
G-17522, shall remain in full force and effect. 

(D) Transcontinental Gas Pipe Line Corporation shall formally notify the 
Commission immediately upon the placing in operation of the aforesaid Station 
No. 54 and advise as to the disposition of the temporary Station No. 47. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CITY OF AGENDA, KANSAS, DOCKET NO. CP61-69 


FINDINGS AND ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND 
SALE OF NATURAL GAS 


(Issued March 2, 1961) 


The City of Agenda, Kansas (Applicant) filed an application, on September 2, 
1960, pursuant to Section 7(a) of the Natural Gas Act, for an order directing 
Natural Gas Pipeline Company of America (Natural) to establish physical 
connection of its facilities with those proposed to be constructed by Applicant 
and to sell and deliver up to 150 Mcf of natural gas per day to Applicant for 
distribution and resale within the City and environs, as hereinafter described, 
all as more fully represented in the application. 

The application states that Natural has a pipeline which runs near Appli- 
cant and that Natural will build the necessary meter and regulating station at 
a point located one-half mile south of the city. Applicant will construct and 
operate the necessary connecting line and distribution facilities in the City. 

Applicant states that it has a population of approximately 160 and estimates 
its gas requirements as follows: 





Requirements in Mcf 
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The gas will be used for residential and commercial purposes. 

Applicant estimates the cost of constructing its facilities at $32,900 includ- 
ing reimbursement to Natural of $3,000 for the meter station to be built by 
Natural. Applicant proposes to finance this cost by issuing $33,000 in general 
obligation bonds. 

On October 17, 1960, as supplemented on November 10, 1960, Natural advised 
the Commission that it had no objection to rendering the proposed service to 
Applicant and that it has available pipeline capacity and gas supply to serve 
Applicant’s requirements without adverse effect on its other service. In the 
November 10, 1960 supplement Natural withdrew its condition that the City 
reimburse Natural up to $3,000 for the cost of its meter and regulator station. 

Due notice of the filing of the application and opportunity for hearing thereon 
have been given by publication in the Federal Register on January 19, 1961 





372 FEDERAL POWER COMMISSION 


(26 FR 496-7). No protest or petition to intervene has been filed in this 
proceeding. 


The Commission finds: 


(1) Natural is engaged in the transportation and sale of natural gas in 
interstate commerce for resale for ultimate public consumption subject to the 
jurisdiction of the Commission and is, therefore, a “natural-gas company” 
within the meaning of the Natural Gas Act. 

(2) Applicant is a municipality authorized to engage in the sale and distri- 
bution of natural gas for ultimate public consumption. 

(3) It is necessary and desirable in the public interest to direct Natural to 
establish physical connection of its transmission system with the facilities pro- 
posed to be constructed and operated by the Applicant and to sell and deliver 
to the Applicant natural gas under Natural’s appropriate rate schedule on file 
with the Commission as hereinafter ordered. 

(4) The requirement that Natural serve Applicant as proposed will place 
no undue burden upon Natural nor impair its ability to render adequate serv- 
ice to its existing customers. 


The Commission orders: 


(A) Natural is hereby directed to establish physical connection of its trans- 
portation facilities with the proposed facilities of Applicant and to sell and 
deliver to Applicant up to a maximum of 150 Mcf of natural gas per day pur- 
suant to Natural’s appropriate rate schedule; Provided, however, that Appli- 
cant shall commence the purchase of gas from Natural within one year from 
the date of this order. 

(B) Natural shall report to the Commission in writing and under oath the 
date of commencement of service to Applicant. 

(C) Natural is not to be reimbursed by Applicant for the cost of Natural’s 
meter station. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NEW HAMPSHIRE ELECTRIC COMPANY, DOCKET NO. E-6306 


ORDER APPROVING AND DIRECTING DISPOSITION OF AMOUNT CLASSIFIABLE IN 
ACCOUNT 107, ELECTRIC PLANT ADJUSTMENTS; AND TERMINATING PROCEEDING 


(Issued March 2, 1961) 


New Hampshire Electric Company by letter of March 24, 1960, submitted a 
statement of its proposed plan of disposition of certain adjustments to its elec- 
tric plant accounts. The proposed adjustments result from reclassification 
studies conducted by the company, and the Commission staff’s analysis of those 
studies and the company’s accounts, books, records and other data, all de- 
scribed herein. As proposed, the adjustments would result in the elimination 
of the amount of $341,821.89 classifiable in Account 107, Electric Plant Adjust- 
ments, by charges of $121,221.69 to Account 250, Reserve for Depreciation of 
Electric Plant, $1,845.94 to Account 270, Capital Surplus, and $218,754.26 to 
Account 271, Earned Surplus. 

Pursuant to the provisions of Electric Plant Accounts Instruction 2-D of 
the Commission’s Uniform System of Accounts Prescribed for Public Utilities 
and Licensees (Uniform System of Accounts) and the Commission’s order of 
May 11, 1937, with respect thereto, New Hampshire Gas and Electric Company, 
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The Derry Electric Company, and The Lamprey River Improvement Company 
filed reclassification and original cost studies of electric plant as of January 1, 
1937, on January 3, February 18, and October 6, 1939, respectively. Subse- 
quently, as of December 31, 1944, the Derry and Lamprey companies were 
merged into New Hampshire Gas and Electric Company, and, on June 19, 1950, 
the name of that company was changed to its present name, New Hampshire 
Electric Company. 

During 1948, the Commission’s staff made a field examination of the plant 
accounts of New Hampshire Electric Company as of January 1, 1948, which 
included an examination of the afore-mentioned reclassification and original 
cost studies. Upon completion of this field examination in August, 1948, the 
adjustments proposed by the staff were submitted to the company for study. 
A conference was held in May, 1949, between company representatives and staff 
members of the Public Service Commission of New Hampshire and of this 
Commission, relative to the staff’s proposed adjustments and their disposition, 
but no agreement was reached on these matters. 

On July 19, 1950, an order was issued directing, inter alia, the service on 
the Company of the report prepared by this Commission’s staff in connection 
with the above field examination (Staff Report, dated May 15, 1950). and or- 
dering the company to show cause why the Commission should not order, de- 
termine, and direct that the company classify, as of January 1, 1948, the 
amounts reflected in its basic corporate books of account as recommended in 
the Staff Report, including (1) the classification of $392,981.94 in Account 107, 
Electric Plant Adjustments, and disposition of this amount by charges of 
$18,495.51 to Account 250, Reserve for Depreciation of Electric Plant, and 
$374,486.43 to Account 271, Earned Surplus, and (2) thé reclassification of 
amounts totaling $767,441.30 from company’s distribution plant accounts to its 
transmission plant accounts. On August 18, 1950, the company filed its an- 
swer to this order, a motion as to proof, and two motions to dismiss this 
proceeding, alleging, principally, absence of Commission jurisdiction with re- 
spect to the matters set forth in the order. 

A prehearing conference was held on October 10 and November 13, 1950, 
between representatives of the company and the Commission’s staff for the 
purpose of discussing the adjustments proposed by the staff, but no agreement 
was reached; however, the company’s representatives proposed to re-study the 
adjustments. Conferences were held subsequently with the result that final 
agreement as to the proposed adjustments was reached at an informal confer- 
ence held March 16, 1960, among representatives of the company and the 
Commission’s staff. 

The staff’s proposed plant account adjustments classifiable in Account 107, 
Electric Plant Adjustments, as set forth in the Staff Report are as follows: 


No. 1—Excess of Original Cost to Portsmouth Steam Plant _..___ $235,258.99 
No. 2—Organization Expenses of Extinct Companies ___.__________ 96,518.90 
No. 3—Unsupported Franchise Costs _____._-_______-_-________ 10,044.00 

UO ee 341,821.89 


No. 4—Intercompany Profits on Service Fees 


The Staff Report proposed that the first three items, totaling $341,821.89, be 
disposed of by charge to Account 271, Earned Surplus. By the afore-mentioned 
letter of March 24, 1960, the company submitted certain statements showing 
that since the conference held in 1950 the $341,821.89 has been eliminated from 
its plant accounts by charges of $121,221.69 to Account 250, Reserve for De- 
preciation of Electric Plant, $1,845.94 to Account 270, Capital Surplus, and 
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$218,754.26 to Account 271. An amount of $115,667.26 charged to Account 250 
represented depreciation accrued during the period from July 1, 1913, to 
December 31, 1937, upon the amount of $229,704.56 (a part of adjustment No. 1 
above), which, although recorded in Account 308, Miscellaneous Intangible 
Plant, was, prior to January 1, 1938, included in the cost of property subject 
to depreciation. The amount of $1,845.94 represents the balunce of capital 
surplus created in connection with the merger of the Derry Electric Company 
into the New Hampshire Electric Company. 

The fourth and remaining of the above items, $51,160.05, represents the 
profit element of affiliated company service fees. The Staff Report proposed 
that this amount be disposed of by charging $18,495.51 to Account 250, Reserve 
for Depreciation of Electric Plant, representing the depreciation accrued on 
the $51,160.05 to January 1, 1948, and the balance of $32,664.54 to Account 271, 
Earned Surplus. 

Data submitted by the afore-mentioned March 24, 1960, letter show that by 
January 1, 1954, the fee profit in the company’s plant accounts had been re- 
duced by retirements to $31,828.25, with a balance in Account 250 with respect 
thereto, after the net effect of depreciation accruals and retirement losses, of 
$17,612.61, leaving a depreciated book cost of $14,215.64, as of January 1, 1954. 
This was an $18,448.92 reduction in the net book cost of the fee profits during 
the six-year period from January 1, 1948, to January 1, 1954. Based upon the 
same rate of retirements and depreciation accruals to the present time, the net 
book cost would now be reduced to an inconsequential amount. The company 
has requested that it be permitted to continue to dispose of the remaining 
balance of the fee profit in the plant accounts through retirements. In view 
of the small amount of the fee profit estimated to be remaining on the books 
of the company at the present time, the Commission staff recommends that this 
proposed adjustment of $51,160.05, be deemed withdrawn. 

With respect to the reclassification of property having a total cost of 
$767,441.30 as of January 1, 1948, from distribution plant accounts to trans- 
mission plant accounts, as recommended in the Staff Report, the company 
submitted data by a letter of December 15, 1960, showing that it reclassified 
in 1954 amounts totaling $1,303,525.00 from distribution plant to transmission 
plant accounts, and indicated that it thereby effected this recommended re- 
classification. 

In view of the foregoing, this Commission’s staff recommends that this Com- 
mission now (1) approve and direct the accounting disposition of the amount 
of $341,821.89 classifiable in company’s Account 107, Electric Plant Adjust- 
ments, by charges of $121,221.69 to Account 250, Reserve for Depreciation of 
Electric Plant, $1,845.94 to Account 270, Capital Surplus, and $218,754.26 to 
Account 271, Earned Surplus; and (2) terminate the proceeding initiated by 
the afore-mentioned show cause order issued July 19, 1950, in the above docket. 
These recommendations have been agreed to between the company’s representa- 
tives and representatives of the staff, subject to Commission approval. By 
letter of the Secretary dated December 30, 1960, the New Hampshire Public 
Utilities Commission was advised of the foregoing staff recommendations. By 
letter of January 4, 1961, that Commission stated it had no objections thereto. 


The Commission finds: 


(1) The accounting disposition of the amount of $341,821.89 classifiable in 
Company’s Account 107, Electric Plant Adjustments, by charges of $221,221.69 
to Account 250, Reserve for Depreciation of Electric Plant, $1,845.94 to Account 
270, Capital Surplus, and $218,754.26 to Account 271, Earned Surplus, in the 
manner proposed by this Commission’s staff as set forth above, is reasonable 
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and appropriate for the purposes of the Federal Power Act and, therefore, 
should be approved and directed as hereinafter provided. 

(2) It is further reasonable and appropriate for the purposes of the Fed- 
eral Power Act that the proceeding initiated by the afore-mentioned Commis- 
sion order issued July 19, 1950, in the above docket be terminated as herein- 
after provided. 


The Commission orders: 


(A) The accounting disposition referred to in the finding above is hereby 
approved, and New Hampshire Electric Company, to the extent it has not 
already done so, shall eliminate from its plant accounts the amount of $341,- 
821.89 classifiable in Account 107, Electric Plant Adjustments, by charges of 
$121,221.69 to Account 250, Reserve for Depreciation of Electric Plant, $1,845.94 
to Account 270, Capital Surplus, and $218,754.26 to Account 271, Earned Surplus. 

(B) New Hampshire Electric Company shall submit, within 30 days from 
the date of this order, two certified copies of its adjusting journal entries 
showing compliance with Paragraph (A) of this order. 

(C) The proceeding initiated by the afore-mentioned order to show cause 
issued July 19, 1950, in the above docket is hereby terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G—2217 AND G-—2505 
ORDER GRANTING MOTIONS TO DISCHARGE FROM REFUND OBLIGATIONS 
(Issued March 2, 1961) 


On February 3, 1961, Northern Natural Gas Company (Northern) filed with 
the Commission two motions to discharge it from certain of its remaining 
refund obligations under three rate settlement orders heretofore issued by the 
Commission in the above-listed dockets. The orders were issued January 28, 
1954, in Docket No. G-2217 (13 FPC 773), and July 26, 1956, and May 31, 
1957, in Docket No. G-2505 (16 FPC 803 and 17 FPC 770 respectively), and 
were subsequently modified by an order issued December 28, 1960, 24 FPC 1192, 
in the said dockets. The three orders in question were predicated, in part, on 
certain gas purchase costs of Northern, calculated in part on the basis of 
producer minimum prices fixed by the State Corporation Commission of Kan- 
sas and the Corporation Commission of Oklahoma. In approving these ear- 
lier settlements, however, our orders provided in effect that in the event sub- 
sequent action by this Commission or the courts resulted in refunds to North- 
ern of any portion of the money paid by Northern to its suppliers under exist- 
ing contracts, or because of orders of the State Corporation Commission of 
Kansas and the Corporation Commission of Oklahoma, such refunds accruing 
to Northern should be distributed among Northern’s utility customers. 

Early in 1959 the Supreme Court of the United States declared invalid the 
Kansas and Oklahoma minimum price orders in question! and Northern has 
attempted to procure from Shell Oil Company and Ann Parker two of its pro- 
ducer suppliers, payments for gas made by Northern in reliance on the Kansas 


1 Cities Service Gas Company v. State Corporation Commission of Kansas, 355 U.S. 


891; Michigan-Wisconsin Pipeline Company v. Corporation Commission of Oklahoma, 
355 U.S. 425. 
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minimum price orders. Northern states in the motions filed herein on Febru- 
ary 3, 1961, that from January 1, 1954, to February 1, 1958, Northern’s cost 
of gas purchased from the above-mentioned producers, based on the Kansas 
minimum price orders, exceeded the cost of such gas as calculated under the 
prices set out in Northern’s contracts with such suppliers. Northern states 
that it has instituted litigation against Ann Parker in the District Court of 
the United States for the Western District of Oklahoma and that it has made 
demands on Shell Oil Company the other producer named herein for the 
recovery of the excess amounts paid to such supplier herein for the recovery 
of the excess amounts paid to such supplier as a result of the invalidation of 
the Kansas minimum price order. 

Northern states that each of the suppliers in order to dispose of the claims 
of Northern have offered proposed settlement agreements to cover overpay- 
ments made by Northern for gas purchases as a result of the invalidation of 
the Kansas minimum price order. Each of the hereinabove named suppliers 
have agreed to refund to Northern 70% of Northern’s claims for the period 
January 1, 1954 to August 27, 1957, (covered by Docket Nos. G-2217 and 
G-2505) and 100% of Northern’s claims for the period August 27, 1957, to 
February 1, 1958 (covered by Docket No. G-—12153). Set-forth hereinbelow is 
a schedule which shows: the amount of overpayment during the periods 
January 1, 1954 to February 1, 1958, the settlement agreement refunds for 
the periods January 1, 1954, to August 27, 1957; August 27, 1957 to February 1, 
1958; the total refunds for the period January 1, 1954, to February 1, 1958, 
and the percentage that the total agreed-upon refund is of the overpayment. 

In its motions Northern requests that on distribution by it of the proper 
amount of refund to its utility customers in the proportions and to the par- 
ties as heretofore provided by the Commission in its orders in these dockets, 
the company be discharged from its remaining obligations under the settle- 
ment orders referred to hereinabove, insofar as those obligations are predicated 
on an adjustment in Northern’s gas purchase costs from the hereinabove sup- 
pliers during the period January 1, 1954, to August 27, 1957. 

In support of its motions, Northern takes the position that the offers of 
settlement are reasonable and that it is in the public interest and in the 
interest of the parties involved in the certain settlements, namely, the sup- 
pliers concerned herein, Northern and Northern’s utility customers, that the 
controversies between Northern and such suppliers be disposed of without the 
time and expense required by extensive litigation of the issues involved; and 
that such proposed settlements are satisfactory to all parties affected thereby. 

Although the Commission’s prior settlement orders referred to above con- 
templated that money collected from Northern by its suppliers because of state 
minimum price orders and refunded to Northern should in turn be refunded 
by Northern to its utility customers, those orders did not require Northern 
to institute suit for recovery of such amounts or submit for our approval any 
settlement negotiated with respect to such claims. However, it is appropriate 
and proper that in passing on Northern’s motions to discharge it from the 
refund obligations of those orders, we consider the terms of the proposed set- 
tlements between Northern and Shell Oil Company and Ann Parker which 
would determine how much money is to be refunded. 

In our judgment, in view of all the circumstances of this case, the grant of 
Northern’s motions herein to be discharged from its refund obligations is rea- 
sonable, proper, and in the public interest. The terms of the certain settle- 
ments are favorable to Northern and its utility customers and the amounts 
involved are relatively small. There is substantial unanimity in favor of the 
settlement by the parties affected thereby, including Northern’s utility custom- 
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ers. However, Northern’s discharge from its refund obligations should not be 
effective until the certain settlements are concluded and the money distributed 
in accordance with our orders in the above dockets. 


The Commission orders: 


Northern is hereby discharged from its remaining obligations under the or- 
ders issued by the Commission on January 28, 1954, in Docket No. G-2217 
(18 FPC 773), and on July 26, 1956, and May 31, 1957, in Docket No. G—2505 
(16 FPC 803 and 17 FPC 770 respectively), as modified by order issued De- 
cember 28, 1960, insofar as those obligations are predicated on an adjustment 
in Northern’s gas purchase costs from Shell Oil Company and Ann Parker, 
and during the period January 1, 1954, to August 27, 1957, such discharge to 
be effective upon the distribution by Northern of the proper amount of refund 
in the proportions and to the parties as heretofore provided in Commission 
orders in these dockets and satisfactory to the Commission. 


Overpayments and settlement agreement refunds 


Refund agreed to in settlement agreement 
Over; «a a cae —— total 
Supplier ment greed-upon 
—_ to areb Jan. 1, 1954, | Aug. 27,1957,| Total both ae is of 
1, 1958 to Aug. 27, to Feb. 1, periods overpayment 
19) 58 


Shell Oil Loaner 
Ann Parker 


To be refunded to Northern’s customers in Docket Nos. G-2217 and G-2505, 
To be disposed of in Docket No. G-12153, a current rate proceeding. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTHEASTERN 
POWER ADMINISTRATION, ALLATOONA, BUFORD AND CLARK HILL 
PROJECTS, DOCKET NO. E-6938 


ORDER CONFIRMING AND APPROVING RATES AND CHARGES 
(Issued March 2, 1961) 


The Secretary of the Interior (Interior), acting upon behalf of the South- 
eastern Power Administration (SEPA), on May 18, 1960, filed with the Fed- 
eral Power Commission for confirmation and approval, pursuant to the provi- 
sions of the Flood Control Act of 1944 (58 Stat. 887), four proposed long-term 
schedules of rates and charges for the sale by SEPA of electric energy from 
the Allatoona, Buford and Clark Hill Projects. Approval of the proposed 
rate schedules, which have been designated as ABC-i, ABC-2, CH-1 and CH-2, 
is requested for the period ending June 30, 1964. 

Rate Schedules ABC-1 and ABC-2 apply to all sales of power by SEPA at 
the Allatoona and Buford Projects as well as that part of the output of the 
Clark Hill Project that is sold in the State of Georgia. 

By letter dated June 29, 1960, the Commission approved interim rates simi- 
lar to those here proposed for sales of power from the Allatoona, Buford, and 
Clark Hill Projects in the State of Georgia, for a period ending June 30, 1961, 
or, if earlier, the date of approval of the proposed rate schedules. 
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By letter dated July 16, 1959, the Commission extended approval of the in- 
terim rates for the sale of power from the Clark Hill Project to South Caro- 
lina Electric and Gas Company (South Carolina Electric) on a “when, as 
and if available” basis to June 30, 1960. These interim rates will be super- 
seded by Rate Schedule CH-2. The principal portion of power from the Clark 
Hill Project for sale in the State of South Carolina, which has been sold for 
some time by SEPA to the South Carolina Public Service Authority and 
Greenwood County Electric Power Commission at rates that have not been 
approved by the Commission, will be sold under Rate Schedule CH-1. 

Both the Allatoona and Buford Projects are located in northern Georgia on 
the Etowah and Chattahoochee Rivers, respectively, and the Clark Hill Project 
is located on the Savannah River on the Georgia-South Carolina State line. 
At the Allatoona Project two main generators of 36,000 kw each and a house 
generator of 2,000 kw are presently in operation. At the Buford Project there 
are two 40,000 kw generating units and one 6,000 kw generating unit; and at 
the Clark Hill Project, seven main generating units of 40,000 kw each. The 
minimum peaking capability at the Allatoona, Buford and Clark Hill Projects, 
respectively, is 60,000 kw, 73,000 kw and 240,000 kw; and the average annual 
energy output for those projects, respectively, is 150,000 mwh, 185,000 mwh 
and 70,000 mwh. The operations of the three afore-mentioned projects and 
the Jim Woodruff Project located on the Georgia-Florida state line are inte- 
grated by the transmission facilities of the Georgia Power Company (Georgia 
Power) and the Florida Power Corporation. 

Under the proposed arrangements SEPA will bill public bodies and coopera- 
tives in Georgia under Rate Schedule ABC-1, which contains a monthly de- 
mand charge of $0.915 per kw and an energy charge of 3.56 mills per kwh. 
It will bill Georgia Power under Rate Schedule ABC-2, which provides for a 
monthly demand charge of $0.915 per kw for capacity and charges of 2.96 
mills per kwh for energy, 2.00 mills per kwh for dump energy, and $5.00 per 
hour for each hour that a generating unit is operated as a condenser at the 
request of the company. Georgia Power wheels the power sold to the prefer- 
ence customers for SEPA’s account and furnishes any energy deficiency in 
their entitlements from SEPA by selling energy to. such customers at the 
SEPA energy rate. Under the contract dated October 11, 1957, between the 
two parties, SEPA pays a monthly charge of $65,000 to Georgia Power for 
its wheeling services. 

Sales of Clark Hill Project power are made at the project bus to South 
Carolina Public Service Authority, the Greenwood County Electric Power 
Commission and South Carolina Electric. The two afore-mentioned public 
bodies receive service at initial demands of 60,000 kw and 15,000 kw, respec- 
tively, which may be increased, at their option within a specified period of 
time, to maxima of 77,000 kw and 19,000 kw. SEPA bills these preference 
customers under Rate Schedule CH-1, which contains a monthly charge of 
$0.75 per kw for capacity (a weekly charge of $0.175 per kw applies for cer- 
tain additional capacity), plus charges for energy ranging from 4.0 mills per 
kwh to 2.0 mills per kwh for specified blocks of energy, 2.0 mills per kwh for 
dump energy, and $5.00 per hour for each hour that a generating unit is 
operated as a condenser at the request of the customer. 

The remainder of the power produced at the Clark Hill Project that is dis- 
posed of in South Carolina is sold under Rate Schedule CH-2 on a “when, 
as and if available” basis to customers in South Carolina who have no con- 
tract for the purchase of firm power from the project. South Carolina Electric 
is the only customer presently receiving this service, for which it pays a 
weekly demand charge of $0.175 per kw (when accepted by the company and 
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an energy charge of not more than 3.0 mills nor less than 2.0 mills per kwh. 

According to an estimate of annual revenues and project costs prepared by 
the United States Army Corps of Engineers and SEPA, it is anticipated that 
annual revenues will exceed costs by approximately $484,800. That amount 
of annual excess of revenues over costs is dependent upon full utilization of 
the output of the three projects here involved which is not expected to mate 
rialize until 1969. 

The repayment study which Interior has submitted with its filing of the pro- 
posed rate schedules shows that the total investment in the three projects 
will be repaid by the year 2000, and that by the year 2008, 50 years subse- 
quent to the date on which the last of the three projects commenced commer- 
cial operations, approximately $22,000,000 of earned surplus* will have 
accumulated. 

Notice of the request for approval of the proposed rates and charges was 
sent to state officials and other interested parties and published in the Federal 
Register on June 4, 1960 (25 F.R. 4965), stating that any person desiring to 
make comments or suggestions for the Commission’s consideration should sub- 
mit same on or before June 20, 1960. No comments or suggestions were 
received. 


The Commission finds: 


The proposed rates and charges of SEPA for the sale of electric energy from 
the Allatoona, Buford and Clark Hill Projects, as set forth in Rate Schedules 
ABC-1, ABC-2, CH-1 and CH-2, all described above, for a period beginning 
with the date of issuance of this order and ending June 30, 1964, will not be 
inconsistent with the provisions of the Flood Control Act of 1944. 


The Commission orders: 


The proposed rates and charges of SEPA for the sale of electric energy from 
the Allatoona, Buford and Clark Hill Projects, as set forth in Rate Schedules 
ABC-1, ABC-2, CH-1 and CH-2, all described above, hereby are confirmed and 
approved for a period beginning with the date of issuance of this order and 
ending June 30, 1964. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NONACCEPTABILITY OF CONTRACTS BETWEEN PRODUCERS AND 
INTERSTATE NATURAL-GAS COMPANIES CONTAINING CERTAIN 
TYPES OF AUTOMATIC ESCALATION AND FAVORED NATION 
CLAUSES, DOCKET NO. R-153 


ORDER NO. 232 
AMENDING THE COMMISSION’S GENERAL RULES AND REGULATIONS 
(Issued March 3, 1961) ** 


In this proceeding, the “Commission has under consideration a proposed 
amendment of § 154.93 of its General Rules and Regulations (18 CFR 154.93) 
respecting the filing of rate schedules containing certain provisions for adjust- 


* This amount of earned surplus does not include revenues from the Allatoona Project 
after the year 2000 or from the Clark Hill Project after the year 2004. 

** Published in the Federal Register on March 8, 1961, (26 F.R. 1983). Modified by 
Order 232A ; issued March 31, 1961, post, p. 609. Petition to review dismissed, 304 F. 2d 
293 (CA5—1962). 
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ments in the price of the seller, e.g., “favored-nation,” “redetermination,” and 
“spiral escalation” clauses. 

General public notice of this proposed rule-making was given by publication 
in the Federal Register on April 12, 1956 (21 FR 2388) and mailing notices 
to interested parties, including State and Federal regulatory agencies.1 

In response to such notice, numerous suggestions and comments were sub- 
mitted by interested parties respecting the changes in the Commission’s rules 
therein proposed. All such suggestions and comments have been carefully 
considered, but, for reasons set forth in our findings, we adhere to the rule 
as originally proposed with certain changes made thereto. 


The Commission finds: 


(1) The natural gas industry and natural gas service are aided and devel- 
oped by the use of long-term contracts for the sale of natural gas by producers 
to pipeline companies or to others, and it is desirable and appropriate in the 
public interest that long-term contracts be utilized as a basis for considerations 
of supply and service expansions by natural gas companies. 

(2) Long-term gas supply contracts containing provisions for rate changes 
dependent or based in part on “indefinite escalation clauses,” as herein defined, 
have contributed to instability and uncertainty concerning prices of gas and 
service expansion by natural gas companies. As found by us in the proceeding 
of The Pure Oil Company, Docket No. G—17930, Opinion No. 341, 25 FPO 383, 
issued concurrently herewith, these indefinite escalation provisions are con- 
trary to the public interest. Such escalation provisions, therefore, are unde- 
sirable, unnecessary, and incompatible with the public interest for the due 
and proper development of natural gas service by natural gas companies. 

(3) It is necessary and appropriate in the public interest and in the proper 
administration of the Natural Gas Act that § 154.91 (a) of our General Rules 
and Regulations (18 CFR 154.91(a)) be amended to include definitions of 
“definite escalation clause” and “indefinite escalation clause” to define clearly 
the amendment necessitated by our findings in subparagraph (2) hereof. 

The Commission, acting pursuant to authority granted by the Natural Gas 
Act, particularly Sections 4, 7, and 16 thereof (15 U.S.C. 717c, 717f, and 7170), 
orders: 

(A) Part 154, entitled Rate Schedules and Tariffs and Subchapter E—Regu- 
lations Under Natural Gas Act, Chapter I of Title 18, Code of Federal Regula- 
tions, is amended as follows: 

(1) In $154.91(a), change the caption “Definition” to read “Definitions (1)” 
and adding subparagraphs (2) and (3) to read: 

(2) “Definite escalation clause” means any provision in an independent 
producer’s contract for the sale of natural gas in interstate commerce for 
resale or the transportation of natural gas in interstate commerce which 
sets forth the price to be paid for natural gas delivered thereunder in 
terms of a specific price per unit, including, in addition to the initial price, 
any increases therein by specific amounts at definite future dates, or any 
provision which changes the specific price in order to reimburse the seller 
for all or any part of the changes in production, severance, or gathering 
taxes levied upon the seller. 

(3) “Indefinite escalation clause” means any provision, other than a 
definite escalation clause as defined in subparagraph (2) hereof, under 
which the price in a contract for the sale or transportation of natural gas 


1This issue was also fully tried, briefed, and argued before the Commission in The 
Pure Oil Company, Docket No. G-17930, in which decision is being issued this day, 
post, p. 383. 
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by an independent producer subject to the jurisdiction of the Commission 

may be determined or changed. 

(2) Adding a proviso at the end of § 154.93, Rate schedule defined, to read 
as follows: 

Provided, That any provision for a change of price of the seller by reason 
of indefinite escalation clauses, as defined in § 154.91 (a) (3), contained 
in a contract for the sale or transportation of natural gas subject to the 
jurisdiction of the Commission tendered for filing on and after April 3, 
1961, shall be inoperative and of no effect at law. 


(B) These amendments shall become effective April 3, 1961. Any interested 
person may submit to the Commission on or before March 20, 1961, views or 
comments in writing concerning these amendments. 

(C) The Secretary of the Commission shall cause publication of this order 
to be made in the Federal Register. 

Commissioner Kline, concurring in part and dissenting in part, filed a sepa- 
rate statement. 


Kung, Commissioner, concurring in part and dissenting in part: 


I concur completely in the rule insofar as it renders void and inoperative 
favored nation, spiral escalation and price redetermination clauses in future 
contracts. I feel such clauses are definitely contrary to the public interest 
when appearing in gas contracts subject to our regulation. 

I am opposed to the rule insofar as it renders void and inoperative provisions 
in producer contracts permitting price changes arrived at through negotiation 
or arbitration after a period of five years from the date of the contract. The 
broad definition of the term “indefinite escalation clause” contained in the rule 
would eliminate these as well as other unspecified contractual provisions. 

It is the practice in the industry for producers to enter into long term con- 
tracts for the sale of gas. Such contracts usually run for twenty years or 
the life of the field which may be fifty or more years. The Commission en- 
courages such long term contracts and this order itself contains a finding that 
they are in the public interest. It is impossible for anyone to predict with 
accuracy the economic conditions so far in the future, what the costs of a 
producer will be at that time, or what will constitute a just and reasonable 
price for gas. Yet under the law a natural gas company is bound by its con- 
tract and may not unilaterally file for increased rates. United Gas Pipe Line 
Co., v. Memphis 358 U.S. 103, United Gas Pipe Line Co. v. Mobile, 350 U.S. 322. 
Under such circumstances a producer should have a contractual right to re- 
negotiate his contract price at some time in the future in order to protect him- 
self against inflation or other unforeseen contingencies. He should not be 
compelled to agree at the beginning of his contract to a fixed price for the gas 
twenty or fifty years in the future, when conditions may be wholly different. 

Many producers have already substituted such negotiation and arbitration 
clauses in their contracts in lieu of the favored nation and spiral escalation 
clauses. We have never had a hearing on the issue of whether such provisions 
are contrary to the public interest, the majority has failed to give any reason 
for outlawing them, and I can see no reason why we should not permit them. 

A contract providing for renegotiation of the price at some future date, and 
for arbitration in event the parties fail to agree, merely gives the producer the 
right to file for such price. The Commission will, of course, disallow it in event 
it is not a just and reasonable price. Since the gas is already committed to the 
pipeline, the producer will not have any distinct bargaining advantage. If any- 
thing, he will be at a disadvantage, and I see no reason to fear that excessive 
prices will result, even during the temporary suspension period, as a result of 
a negotiation and arbitration clause. 
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I appreciate the difficulty we have in stabilizing gas prices and I would have 
no objection to a rule finding that it is in the public interest to eliminate even 
the right to negotiate for a period during which we can reasonably expect 
economic conditions not to undergo too radical a change, such as a five-year 
period. 

In the Memphis case, supra, the Supreme Court sustained the contention of 
this Commission that a natural gas company should have the contractual right 
to file for an increase even though the amount of the increase is not specifically 
stated in the contract. We cannot arbitrarily abolish that right but can do so 
only if the contractual provision supplying the right is against the public 
interest. 

Finally, the adoption of such a broad rule seems to me to be extremely short 
sighted. Once a rule such as this is adopted, the average business man, as a 
matter of self preservation, wiil seek to avoid its effects. Here the producer 
will undoubtedly seek to protect himself by increasing the initial price or pro- 
viding for steeper escalations or through some other means. We impliedly put 
our blessing on definite escalation clauses regardless of the amount. I consider 
a contract provision calling for a five cent escalation every five years far worse 
than a contract provision calling for a one-cent escalation with the additional 
provision for negotiations. Yet the adoption of such a rule as this cannot help 
but lead to some such results. 

In summary, I am opposed to the rule as written because we have never 
published notice of any intention to adopt such a rule, no showing has been 
made that all outlawed clauses are against the public interest, and I believe a 
producer should not be required at his peril to attempt to set prices twenty years 
in the future, but should be afforded some reasonable means of negotiating a 
price at a time when he knows the conditions with which he will be faced. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


OROVILLE-WYANDOTTE IRRIGATION DISTRICT, PROJECT NO. 2088 
ORDER FURTHER AMENDING LICENSE (MAJOR) 


(Issued March 8, 1961) 


Application was filed January 16, 1961, by Oroville-Wyandotte Irrigation 
District, licensee for major Project No. 2088, for amendment of Article 43(i) 
of the license, the provision setting the annual charge, so as to make the new 
administrative annual charge formula set forth in the Commission’s Order No. 
205 issued June 6, 1958, in Docket No. R-129, 19 FPC 907, apply to Project 
No. 2 

The administrative annual charge as presently fixed under Article 43 of the 
license, as amended, is based upon installed horsepower capacity plus annual 
gross energy generated by the project. 

The license for Project No. 2088 was issued July 21, 1952, 11 FPC 1129. 
Under Article 28, as amended, thereof the licensee is required to commence 
project construction prior to April 1, 1961, and to complete such construction 
prior to April 1, 1968. Actual construction of the project commenced on June 
1, 1960. However, no license charges have been billed to the licensee for this 
municipal project inasmuch as the project has not commenced operation. 

The Commission finds: 


(1) The license, further amended as hereinafter provided, is in the public 
interest. 
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(2) The installed horsepower capacity of the project for the purpose of 
computing the capacity component of the annual charge is 121,000 horsepower, 
and the annual charge for reimbursing the United States for the cost of ad- 
ministration of Part I of the Federal Power Act, based on such capacity, as 
hereinafter provided, is reasonable. 


The Commission orders: 

(A) The license for Project No. 2088, as amended, is further amended, ef- 
fective as of January 1, 1961, by changing sub-paragraph (i) of Article 43 to 
read as follows: 

(i) For the purpose of reimbursing the United States for the cost of admin- 
istration of Part I of the Act, a reasonable annual charge in accordance with 
the provisions of Part 11 of the Commission’s regulations. The authorized 
installed capacity for such purpose is 121,000 horsepower. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(C) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) 
of the Federal Power Act and failure to file such an application shall consti- 
tute the acceptance of this amendment of license. In acknowledgment of the 
acceptance of this amendment of license, it shall be signed for the licensee and 
returned to the Commission within 60 days from the date of issuance of this 
order. 


THE PURE OIL COMPANY, DOCKET NO. G-—17930 


OPINION AND ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EX- 
AMINER, DENYING PROPOSED INCREASE RATES, PROVIDING FOR REFUNDS, AND PRO- 
VIDING FOR TERMINATION OF PROCEEDING 


(Issued March 3, 1961)* 
Syllabus 


1. Price paid by El Paso to West Texas is not “higher” than the Pure prices, 
within meaning of escalation provisions, so there has been no escalation 
of Pure prices. P. 386. 

2. Ambiguities as to language in Pure-El Paso contracts should be resolved so 
as to promote objectives of regulation and public interest. P. 387. 

3. Evidence does not establish that El Paso set up West Texas as a “dummy” 
corporation to defeat activation of favored nation clauses in Pure’s 
eontracts. P. 387. 

4. Two-party favored nation clauses in Pure’s contracts with El Paso, and 
indefinite escalation clauses generally, are contrary to public interest. 
P. 388. 

Escalation provisions in Pure’s contracts with El Paso cannot be declared 
void or voidable, since if these provisions are stricken, the contracts, which 
lack provisions for severability of parts found invalid, must fall, resulting 
in serious legal and regulatory problems. P. 388. 


on 


* Designated Commission Opinion No. 341. Initial decision appears on p. 392. Order 
denying rehearing and stay, issued April 21, 1961, infra. p. 774. [Affirmed, 299 F. 2d 
370 (CAT, 1962). 
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6. Pure’s favored nation clauses are contrary to public interest in that they 
are by their nature and in their effects inherently unreasonable, since 
there need be no economic or other substantial justification for the increase. 
P. 389. 

. Tremendous number of escalation increases has caused heavy administrative 
burden on Commission and staff. P. 390. 

. Escalation provisions such as Pure’s are opposite of giving effect to pre- 
vailing market prices, since prices for sales of one or a few particular 
producers apply to and increase level of market prices generally. P. 390. 

. Escalation clauses such as Pure’s have by now outlived whatever economic 
function they may have had. P. 391. 

. Pricing practices appropriate to other commodities and businesses, which 
are either unregulated or are subject to type of regulation unlike that 
provided by Natural Gas Act have little applicability in determining 
proper pricing practices for regulated producer segment of natural gas 
industry. P. 391. 

. If additional incentives are found necessary as result of elimination of fav- 
ored nation clauses, measures can be taken to supply them without harmful 
effects that flow from escalation clauses such as Pure’s. P. 291. 

12. Commission denies proposed increased rates and terminates proceeding under 
Section 4(e) of Natural Gas Act. P. 392. 

John C. Snodgrass, and Ben A. Harper for The Pure Oil Company. 

Allen R. Grambling and George D. Horning Jr., for El Paso Natural Gas 
Company. 

William M. Bennett, Roderick B. Cassidy and Franklin G. Campbell for The 
California Public Utilities Commission. 

Richard H. Peterson, F. T. Searls and Malcolm H. Furbush for Pacific Gas 
& Electric Company. 

T. J. Reynolds, Harry P. Letton, Jr.. and Henry F. Lippitt for Southern 
California Gas Company. 

Milford Springer, Robert M. Olson, Jr., and Henry F. Lippitt, IT, for South- 

ern Counties Gas Company of California. 

C. Hayden Ames for San Diego Gas & Electric Company. 

James N. Ludlum for the State of Texas. 

William E. Torkelson for the Public Service Commission of Wisconsin. 


Samuel B. Ross and Edmund M. Sciullo for the Staff of the Federal Power 
Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

This case, which comes before us on exceptions to the initial decision of the 
presiding examiner issued November 16, 1959, involves basically two issues. 
The Pure Oil Company (Pure), an independent producer of natural gas, has 
filed with the Commission, under Section 4(e) of the Natural Gas Act (Act), 
proposed increases in its rates for three sales of gas to El Paso Natural Gas 
Company (El Paso), a pipeline purchaser. These sales are made under con- 
tracts containing “two-party favored nation” escalation provisions, which pro- 
vide in effect that El Paso shall pay Pure such higher price as El Paso may 
pay any other seller in a specified geographic area; and Pure’s proposed in- 
creases are based upon the asserted activation or “triggering” of these favored 
nation provisions by virtue of the purchase of gas by El Paso from West Texas 
Gathering Company (West Texas) at a price Pure claims is higher than that 
El Paso pays Pure. The first issue before us, and the subject of the exami- 
ner’s decision, is whether, under the particular facts obtaining here and in 
light of the particular provisions of the Pure-El Paso contracts, Pure’s prices 
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for these sales to El Paso have in fact been triggered by the West Texas sale. 
The second issue, reserved for decision by the Commission and hence not dealt 
with by the examiner, is whether the two-party favored nation provisions in 
the three contracts between Pure and El Paso described above should be 
declared by the Commission void or voidable as contrary to the public interest. 

The procedural and factual background.—The background of this case is 
fully stated in the examiner’s decision, and need only be summarized here. 
Pure on January 30, 1959, tendered for filing with the Commission certain 
supplements to rate schedules on file with the Commission proposing to increase 
the rates for the three sales to El Paso referred to above. The gas for these 
sales is produced from fields in the Permian Basin in western Texas and 
southeastern New Mexico. Supplement No. 6 to Pure’s FPC Gas Rate Sched- 
ule No. 1, which relates to the sale of Pure’s interest in gas well gas produced 
from certain lands in the Jack Herbert Field in Upton County, Texas, would 
increase the price for this sale from approximately 10.6 to 16 cents per Mcf. 
Supplement No. 8 to Pure’s FPC Gas Rate Schedule No. 3, which relates to 
Pure’s sale of natural gas (other than natural gas produced with oil) from 
lands in the Clara Couch area in Crockett County, Texas, would increase the 
price for this sale from approximately 10.6 to 16 cents per Mcf. Supplement 
No. 2 to Pure’s FPC Gas Rate Schedule No. 28, which relates to Pure’s sales 
to El Paso of gas from the former’s gas wells located in its property in the 
Jalmat Field, Lea County, New Mexico, would increase the price for this sale 
from approximately 11 to 16 cents per Mcf. 

To justify the filing of these proposed increases, Pure relies on the provi- 
sions of substantially similar favored nation escalation clauses in the three 
Pure-El Paso contracts in question, one of which is in part hereinafter quoted. 
Pure’s escalation provisions in question are two-party favored nation provi- 
sions which provide, in effect, that in the event El Paso pays any other sup- 
plier within a particular area a price higher than those it pays to Pure under 
the contracts, El Paso shall increase the prices it pays to Pure to such higher 
price. El Paso formally protested the three proposed increases and by order 
issued February 27, 1959, we suspended them until August 2, 1959. By order 
issued August 17, 1959, the said increases were made effective August 2, 1959, 
subject to undertakings to refund subsequently filed by Pure. 

On March 27, 1959, we issued an order providing for a hearing to be held 
on the question of whether or not the sales of natural gas by West Texas to 
El Paso in question would trigger any favored nation clauses in ay or all 
of the above-described FPC Gas Rate Schedules 1, 3 and 28 of Pure. Subse 
quently, by order issued May 12, 1959, we provided that the hearing should 
include the additional issue of whether the favored nation provisions contained 
in the said contracts were void or voidable as contrary to the public interest. 
The hearing held on both these issues commenced on May 28, 1959, and con- 
cluded on July 23, 1959, after 22 hearing days. By order issued July 17, 1959, 
we denied a motion by El Paso to omit the intermediate decision procedure. 
We did, however, by that order sever for decision by the Commission the issue 
whether the favored nation provisions in the Pure-El Paso contracts were void 
or voidable. Exceptions to the examiner’s November 16, 1959 decision were 
filed by six parties; Pure on December 8, 1959; staff counsel, Southern Cali- 
fornia Gas Company and Southern Counties Gas Company of California, and 
Pacific Gas and Electric Co. on December 7, 1959; and the Public Utilities 
Commission of the State of California on December 4, 1959. 

The triggering issue——Considering first the issue of whether Pure’s rates 
have in fact been triggered, the examiner in his decision held that Pure’s rates 
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for the sales to El Paso in question had not been triggered by West Texas’ 
sale to El Paso. The examiner would dismiss Pure’s applications for increased 
rates, would cancel the increases, and would require Pure to refund to El Paso 
the amounts collected under the increases subject to refund. Two primary 
considerations were relied on in support thereof. 

First, the examiner was of the view that, making the comparisons called 
for by the favored nation escalation provisions of the Pure contracts to deter- 
mine whether the price for the West Texas sale was “higher” than the Pure 
price, important differences in these sales justified the finding that West Texas’ 
price was not “higher” than the Pure prices so that the Pure prices had not 
been triggered by the West Texas price. The principal such difference, accord- 
ing to the examiner, lay in the large average volumes and high pressures of 
gas available from the West Texas pipeline system, and the manner in which 
the wells supplying West Texas’ system could be utilized in periods of peak 
demands to meet the heavy requirements upon the El Paso system. In the 
examiner’s opinion, the West Texas gas was available in the same manner 
and with approximately the same effect as if an equal volume of gas were 
made available from a storage field located equally conveniently to El Paso’s 
pipeline system. The availability and usefulness of this gas the presiding 
examiner regarded as a “pertinent factor” which, under the terms of the 
Pure-El Paso contracts, justified a higher price for West Texas’ gas without 
any triggering effect on the price for Pure’s gas. 

Second, the examiner held that West Texas is a bona fide corporate entity 
not controlled by El Paso, and that El Paso had not engaged in intercorporate 
machinations to avoid the effects of the escalation provisions in its contracts 
with Pure. Accordingly, the examiner found no basis for Pure’s argument 
that improper activities of this character by El Paso justified giving effect to 
the claimed escalation of Pure’s prices. 

We conclude that the examiner was correct in finding that the West Texas 
price is not “higher” than the Pure prices, within the meaning of the escala- 
tion provisions, and that accordingly there has been no escalation of the Pure 
prices. The Pure-El Paso contracts, one of which is quoted in part in foot- 
note 1, supra, and which in this regard are generally similar, expressly pro- 
vide that in determining whether another price is “higher’ than the prices’ 
payable under those agreements, consideration should be given not to just the 
factors specifically enumerated in the contracts referred to, but to “all other 
pertinent factors.” Beyond any question, the qualities, including deliverability, 
that give the West Texas gas its premium importance to El Paso for peaking 
purposes are “pertinent factors” which reasonably should be considered in 
determining whether or not the price for the West Texas gas is “higher” than 
the Pure prices. The record establishes that the gas El Paso purchases from 
West Texas does in fact have unusual properties of deliverability which, in 
conjunction with the location of the reserves, give it exceptional usefulness 


1 For example, Pure’s Rate Schedule No. 28 provides as follows: 

If at any time or times after the date of this agreement Buyer [El Paso] shall 
purchase from any other seller gas from [wells within specified counties], at a price 
per one thousand (1,000) cubic feet higher than the price at the time payable here- 
under, the price payable to seller [Pure] for gas hereunder shall be immediately 
increased to equal such higher price paid to such other seller. * * * In determining 
whether the price payable under such other contract or agreement is “higher” than 
the price payable for gas under this agreement, due consideration shall be given to 
the provisions of this agreement as compared with such other contract or agreement 
as to quantity and quality of gas, delivery pressures, gathering and compressing 
arrangements, provisions regarding measurement of gas, taxes payable on or with 
respect to such gas, and all other pertinent factors. [Emphasis supplied.] 
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for peaking purposes in the operation of El Paso’s pipeline system. These 
qualities, which liken this gas to gas from storage fields, sufficiently distin- 
guish this purchase from the purchases of gas under the Pure contracts. 

In this connection, Pure itself contends that the “pertinent factors” language 
is ambiguous, and argues that this ambiguity justifies consideration of matters 
other than the factors listed in the contracts. In addition, the requirement 
that consideration be given to the provisions “of this agreement as compared 
with such other contract” is lacking from Rate Schedule No. 3, which gives 
rise to further ambiguity. In such a situation, we think that we are justified 
in resolving the ambiguities as to this language in a manner that will promote 
and not defeat the objectives of regulation and the interest of the public, 
where this can be done reasonably and without violence to the contractual 
language or the parties’ seeming intentions. 

Finally, the evidence does not establish that El Paso set up West Texas as 
a “dummy” corporation to defeat the activation of the favored nation clauses 
in Pure’s contracts. The fact that Pure’s contracts were not escalated is not 
due to any questionable intercorporate machinations on the part of El Paso 
and West Texas but to the fact, as set forth hereinabove, that under the Pure 
contractual provisions, the Pure prices were not escalated by the West Texas 
sale. Such being the case, we need not discuss the other, subsidiary conten- 
tions in connection with this point dealt with in the presiding examiner’s 
decision. 

Numerous other considerations which support the above conclusions are 
detailed in the examiner’s decision and need not be discussed here. Nor is it 
necessary to discuss in detail the exceptions to the examiner’s decision since 
the matters thus sought to be raised are, as to material issues, sufficiently 
dealt with by the presiding examiner’s decision and this opinion. Although 
Pure adduced evidence seeking to show that the character of West Texas’ gas 
as a substitute for storage was neither properly to be considered nor of mate- 
rial importance, and that West Texas was set up and controlled by El Paso, 
to defeat the activation of the Pure contract provisions, we conclude that, 
weighing and balancing the conflicting evidence respecting these and the other 
controverted issues, the examiner’s material findings and conclusions are sup- 
ported by substantial evidence and should stand. 

Void or voidable issue.—Turning to the issue set down by our May 12, 1959 
order, of whether the favored nation provisions in Pure’s contracts should be 
declared void or voidable as contrary to the public interest, staff’s position is 
that such favored nation provisions in Pure’s contracts are contrary to the 
public interest and are hence void, and should be so found by the Commission. 
The Southern California Gas Company and Southern Counties Gas Company 
of California, and Pacific Gas and Electric Company take a similar stand. 
Summarizing briefly, these parties all argue generally that the Commission, 
in carrying out its rate responsibilities under the Act, can consider whether 
or not contractual provisions and proposed rates based thereon are in the 
public interest and are thus consistent with the policies embraced by the Act’s 
standard of justness and reasonableness. They contend that the facts of record 
support the conclusion that Pure’s escalation provisions are injurious to the 
public, serve no justifiable economic or other purpose, defeat the Commission’s 
earrying out its functions, are inconsistent with law, and are hence contrary 
to the public interest and should properly be held void. El Paso’s brief is 
confined largely to setting forth claimed injury to the company and to the 
publie flowing from Pure’s escalation provisions. 

In contrast, Pure’s position is basically that the facts establish that Pure’s 
favored nation provisions serve useful and important functions in assuring the 
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financial security and abundance of supply necessary to continued naturai gas 
service. According to Pure, the injury to the public claimed to result from 
its escalation provisions flows primarily from other types of escalation provi- 
sions in other parties’ contracts. In addition, the company contends that the 
Commission has no authority under the Act to declare its escalation provi- 
sions void or voidable, arguing that such action would deny it the hearing on 
the justness and reasonableness of its proposed increased rates to which it is 
entitled under Section 4(e). Also, according to Pure, such action would take 
away the “contractual consent” it must have to file rate increases under the 
Supreme Court decisions in the Mobile and Memphis cases,? affirming the in- 
tegrity of contracts; would also be contrary to other judicial decisions; and 
would deprive the company of statutory and constitutional rights of hearing 
and due process. 

Considering all the circumstances, we are of the opinion that the two-party 
favored nation clauses in Pure’s contracts with El Paso, and indefinite escala- 
tion clauses generally,’ are contrary to the public interest. From the beginning 
of Commission regulation of independent producers under the Phillips decision 
in 1954* the undesirable and injurious aspects of such escalation provisions 
generally have been forcibly impressed on us and proceedings were early insti- 
tuted looking to the elimination of such provisions And although the record 
in this case was made with special reference to Pure’s two-party provisions, 
by reasonable implication it confirms our conclusion based upon our experience 
with other types of indefinite escalation provisions, that such provisions gener- 
ally are contrary to the public interest. 

However, we are convinced that we cannot declare the escalation provisions 
in Pure’s contracts with El Paso void or voidable, and thus in effect strike 
them from the contracts. There is no question but that these exceedingly 
material parts of the contracts were a basic part of the exchange between the 
parties in arriving at these agreements. Under familiar rules of law, if these 
material provisions are stricken, the contracts, which lack any provisions for 
the severability of parts found invalid, must also fall. This would result in 





2 United Gas Pipe Line Co. v. Mobile Gas Service Corp., 350 U.S. 332 (1956). United 
Gas Pipe Line Co. v. Memphis L., G. &€ W. Div., 358 U.S. 103 (1958). 

3In contrast to two-party favored nation clauses such as Pure’s, which are activated 
by higher prices paid to any other supplier by the same purchaser, under three-party 
favored nation clauses prices are activated by higher prices paid to any other supplier 
by any purchaser. 

In addition to the above-described types of escalation clauses, several other types of 
escalation clauses, applicable in specified areas, are frequently encountered in producer 
gas sales contracts. Periodic escalation clauses generally provide that the price cur- 
rently paid under the contract shall be increased by specific amounts at certain definite 
times in the future. Redetermination clauses generally provide that the price currently 
paid under the contract shall be subject to upward adjustment at certain specified times 
to reflect the average of the highest prices then paid by buyers to other supplies for 
gas delivered under substantially similar terms and conditions. Spiral escalation clauses 
generally provide that in the event the price which the buyer receives for the gas is 
increased, the price concurrently paid by the buyer to the supplier under the contract 
shall be increased in proportion to the buyer’s increase. Other similar types of clauses, 
the nature of which is largely self-explanatory, include bona fide offer type of favored 
nation clauses, commodity index adjustment clauses, renegotiation clauses, and tax 
adjustment clauses. 

4 Phillips Petroleum Company v. Wisconsin, 347 U.S. 672. 

5 Thus, by notice issued April 4, 1956, in Docket No. R-153 (21 F.R. 2388), we in- 
stituted a proceeding by which we proposed to amend our. Regulations under the Act to 
deal with the problem of escalation clauses, by proscribing not just two-party favored 
nation clauses such as Pure’s but also escalation clauses based on price indices or 
changes in the price received by the purchaser upon resale, and clauses activated by the 
payment or offer of payment of higher prices by the purchaser or other purchasers in 
the same or other producing areas to the same or other sellers. 
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Jegal and regulatory problems that might cause material harm to the public, 
harm that might well exceed the injurious effects of the escalation provisions 
themselves. For example, if these provisions were stricken and the contracts 
fell, the producer’s sales might then presumably constitute ex parte offerings 
of gas and the producer could change its rates at will, unimpeded by any 
contractual limitations of the kind that presently exist. Thus, instead of being 
limited under the Mobile and related decisions only to increases permitted by 
contractual provisions, the company could file for increases whenever it hap- 
pened to feel justified in doing so. Thus the uncertainty and spiraling prices 
resulting from the escalation clauses might well be compounded many times 
over. 

However, it is desirable in the public interest that we take such action as 
may be found appropriate and proper to reduce to the extent possible the 
harmful effects of escalation provisions generally. This objective, we conclude, 
can best be accomplished by the future issuance of regulations in appropriate 
Commission proceedings, including the Docket No. R-153 proceedings presently 
pending before the Commission described in footnote 5, supra. 

The record establishes that Pure’s favered nation clauses are contrary to 
the public interest in a number of ways. First, they are, in the context of 
Commission regulation of producers under the Act, by their nature and in 
their effects inherently unreasonable. As indicated previously, under Pure’s 
provisions, the company’s prices are subject to triggering if El] Paso pays any 
other producer within the specified area a higher price. There need be no 
economic or other substantial justification for the increase; the mere fact 
that a higher price is paid to some other producer would be sufficient to 
activate the increase. In our view, such an artificial ground for a proposed 
increase, operating in such a mechanical and arbitrary manner, and lacking 
any substantial relationship to the factors which bear on the value of gas or 
on a determination of a reasonable level of rates for it, does not constitute 
a proper basis for filing proposed increased rates or a sufficient justification 
for our giving effect to such a filing, at least if the rate contained therein is 
in excess of those in our producer price Policy Statement 61-1, as amended.® 
And although other types of indefinite escalation provisions are triggered by 
other kinds of mechanisms, they are in principle subject to these same 
objections. 

The injury resulting from the practical effects of these clauses is exemplified 
by the evidence in this record. Thus, evidence adduced by El Paso indicates 
that escalation increases under clauses like those of Pure if activated by West 
Texas’ sales will total some 18 million dollars annually. Furthermore, El Paso 
states that the filing of such increases for its gas supply will require the com- 
pany to file for proposed increases in its rates. And it points out that by 
reason of spiral escalation clauses in its contracts with Phillips Petroleum 
Company, Phillips is entitled to and probably will file for an increase based 
upon El Paso’s increase to its customers. Since Phillips will be permitted to 
collect this increase under refund obligation, says El Paso, once again the 
other producers will be entitled to file for increased rates under their escala- 
tion provisions and the cycle will start anew.? According to El Paso, if the 
Pure rate increases here sought become effective, El Paso’s gas purchase costs 
directly and indirectly will be increased in amounts ranging from $35 million 
to $51 million annually, in excess of El Paso’s rate increases sought in its 
rate filing in Docket No. G—17929. 


6 Statement of General Policy No. 61-1, issued September 28, 1960, as amended Octo- 
ber 25, 1960 and December 20, 1960, 24 F.P.C. 818, 902, and 1107, respectively. 

7™Under contractual amendments, the spiral escalation clauses have been eliminated 
from Phillips’ contracts. 
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Of course, the total amount of these increases cannot be attributed exclu- 
sively to Pure, since as Pure points out, the amount of the increases it pro- 
poses in this case total only some $98,000, yearly. Nevertheless, the above 
facts forcibly indicate the harmful effects that Pure’s escalation clauses, and 
similar clauses in other contracts, have on the public interest. Furthermore, 
the foregoing clearly reveals that the problems engendered by such escalation 
clauses arise not from just the provisions of one or a few contracts, but from 
the interaction of many such provisions together, so that the problem cannot 
be solved simply by action aimed at such provisions in one or a few contracts, 
but from broad remedial action taken with respect to such provisions gen- 
erally. 

The public is also injured in a number of less immediate but none the less 
undesirable ways by these escalation provisions. Under Pure’s interpretation 
of the Natural Gas Act, escalation increases would be permitted without excep- 
tion to take effect subject to refund after the expiration of the statutory sus- 
pension period. Thus, lacking any substantial support and without the basis 
for any reasonable expectation that the higher rates will ever be substantiated, 
consumers would be charged increased rates and new higher rate levels would 
come into existence. And even though the higher rates were collected subject 
to refund, the damage resulting from their inflationary impact would be done. 

In addition, it is true, as staff contends, that the tremendous number of 
escalation increases we are required to pass on has given rise to a very heavy 
administrative burden on the Commission and on our staff. The difficulties 
in dealing with such proposed increases result not merely from the large num- 
ber of such increases; they flow also from the complexity of many of the 
controverted contractual provisions we are required to interpret and apply. 
According to staff, a comparison of all the factors listed in the contracts 
involved herein would necessitate many dozen different comparisons. At the 
least, as this case demonstrates, the interpretation and application of such 
clauses involve controverted factual problems and difficult legal questions. Of 
course, the importance of considering administrative difficulties lies in the fact 
that the time and effort spent in dealing with escalation increases is dispro- 
portionate, and furthermore becomes unavailable for matters of perhaps greater 
public importance. 

Pure, in taking the position that its escalation provisions are not contrary 
to the public interest, relies heavily on evidence adduced by its witnesses Foster 
and Dorau. Basically, these witnesses sought to justify these provisions as 
proper means of pricing producer sales by testimony that such so-called “flexi- 
ble forward pricing” provisions are the product of competing forces of supply 
and demand operating in a free market, and that by giving effect to free 
market influences in fixing prices for sales, they direct gas resources to their 
most efficient and socially desirable uses. According to Pure, such provisions 
thereby assure the long-term gas supply contracts and financial commitments 
which underlie pipeline development and service to the public. Without long- 
term supply contracts, future supplies of gas cannot be assured, Pure argues,, 
and the risks of pipeline projects and difficulties of financing are greatly in- 
creased. Also, producers for their own protection must be able to employ 
favored nation clauses if they are going to enter into such long-term contracts, 
says Pure. The company contends that in the face of rising trends in prices 
and costs generally and the decline in the value of money, an unchanged gas 
price would result in substantial liquidation of the investment values of pro- 
ducers, with consequent adverse effects on the ability of producers to command 
investment and to maintain continuing supplies of gas. 
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In our opinion, such testimony is not of compelling force nor are the con- 
siderations advanced by Pure of controlling importance, particularly in view 
of the countervailing considerations summarized above. As to giving effect to 
the benefits of a free market, it is fallacious to assume that the price for only 
one or a few sales, which is all that is needed to activate a large number of 
producer prices under escalation provisions, is representative of market condi- 
tions generally. In fact, escalation provisions such as Pure’s are the opposite 
of giving effect to prevailing market prices; instead, the prices for sales of one 
or a few particular producers apply to and increase the level of market prices 
generally. Moreover, as staff points out, Pure’s witnesses did not take into 
account numerous restrictions on supply from governmental proration and con- 
servation measures and other factors, which largely vitiate the premise of free 
markets on which this line of argument rests. 

Assuming that indefinite escalation clauses in producer contracts had some 
justification years ago, when a lack of purchaser outlets and lack of consumer 
demand forced prices to abnormally low levels, this justification no longer 
exists today, when purchasers of gas are numerous, consumer demand is 
strong, and buyers are competing eagerly for available supplies of gas. In our 
judgment, in the light of continuing increases in the price of gas in recent 
years and the present high level of prices, escalation clauses such as Pure’s 
have by now outlived whatever economic function they may have had. 

Pure points to escalation provisions in contracts for the sale of cotton seed, 
cotton goods, logs, parcels of land, contracts for wage rates, contracts for 
equipment and supplies, leases for real estate, and many others, as exempli- 
fying the desirability of arrangements under which future prices are deter- 
mined by reference to some economic variable reflected in the future. But it 
cannot be assumed that contracts such as these necessarily resemble those of 
Pure in their pricing provisions. In any event, pricing practices appropriate 
to such commodities and businesses, which are either unregulated or are sub- 
ject to a type of regulation wholly unlike the regulation provided for by the 
Act, have little applicability in determining proper pricing practices for the 
regulated producer segment of the natural gas industry. 

Finally, Pure contends that the elimination of existing favored nation clauses 
would in fact harm the public since it would reduce the incentive to explore 
for gas and reduce the supplies made available to interstate markets. Also, 
says Pure, prices under fixed-price contracts would be higher than prices re- 
sulting from favored nation clauses. Further, the company argues, fixed prices 
would not result in greater certainty in future prices since future prices would 
necessarily be subject to increase whenever the need were justified (assuming 
compliance with Mobile), instead of at relatively infrequent intervals. 

These arguments are largely disposed of by the foregoing. If additional 
incentives are found necessary, measures can be taken to supply them which 
would not be accompanied by the harmful effects that flow from escalation 
clauses such as Pure’s. As to higher prices and more frequent rate increases 
from fixed-price contracts, we think it most unlikely that such would result 
from curtailing proposed increases generated by such mechanical and arbitrary 
means as indefinite escalation provisions, in favor of proposals of solidly 
grounded on a basis having a rational connection to the factors of significance 
in determining the proper price for gas. 


The Commission further finds: 


(1) The initial decision of the presiding examiner issued herein on Novem- 
ber 16, 1959, should, except to the extent inconsistent herewith, be adopted by 
the Commission as its decision in this case effective as of the date of issuance 
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of this opinion and order. Except to the extent granted herein, exceptions to 
that decision and all other motions and appeals of all parties should be denied. 

(2) Pure’s proposed increased rates filed as Supplements Nos. 6, 8 and 2 to 
Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28, respectively, should be denied. 

(3) Pure should be required to refund to El Paso, with interest from the 
date of payment, all sums collected under and by reason of the undertakings 
filed August 27, 1959, and made effective as of August 2, 1959, on account of 
the said proposed increased rates embodied in the aforesaid Supplements Nos. 
6, 8 and 2. 


The Commission orders: 















































(A) The initial decision of the presiding examiner issued herein on Novem- 
ber 16, 1959, is, except to the extent inconsistent herewith, adopted by the 
Commission as its decision in this case, effective as of the date of issuance 
of this opinion and order. Except to the extent granted herein, exceptions to 
that decision and all other motions and appeals of all parties are denied. 

(B) Pure’s proposed increased rates filed as Supplements Nos. 6, 8 and 2 to 
Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28, respectively, are hereby 
denied. 

(C) Pure shall, within forty-five (45) days from the date of issuance of 
this opinion and order, refund to El Paso, with interest at the rate of 6 per- 
cent per annum, the difference between the amounts collected from El Paso 
under Supplements Nos. 6, 8 and 2 to Pure’s respective FPC Gas Rate Sched- 
ules Nos. 1, 3 and 28, and the rates and charges due and payable by El Paso 
to Pure under said Rate Schedules of Pure prior to the filing and suspension 
of the increased rates proposed in the said Supplements; and Pure shall bear 
the costs of such refunds. 

(D) Pure shall, within sixty (60) days of the date of issuance of this 
opinion and order, report to the Commission in writing and under oath the 
details of its calculations resulting in refunds ordered pursuant to paragraph 
(C) above, together with copies of releases from El Paso with respect to 
such refunds. 

(E) Upon satisfactory compliance by Pure with the refund requirements 
of this opinion and order, the proceeding in this docket shall be terminated. 


DECISION 


FINDING THAT THE SALE OF NATURAL GAS TO EL PASO BY WEST TEXAS GATHERING 

COMPANY DOES NOT JUSTIFY PROPOSED INCREASED RATES AND CHARGES TENDERED 
FOR FILING BY THE PURE OIL COMPANY, DISMISSING APPLICATIONS FOR SAID 
PROPOSED INCREASED RATES AND CHARGES, AND REQUIRING REFUNDS 





(Issued November 16, 1959) 





Law, Presiding Examiner: On August 24, 1954, Pure Oil Company (Pure) 
entered into an agreement with El Paso Natural Gas Company (El Paso) for 
the sale of Pure’s interest in gas well gas produced from certain lands in the 
Jack Herbert field in Upton County, Texas. Article X, Section 3, of the said 
agreement provides that if, at any time after the date of this agreement, the 
Buyer purchases from any other Seller gas from “dry gas” or “gas-distillate” 
wells within Lea or Eddy Counties, New Mexico, or Cochran, Hockley, Yoakum, 
waines, Andrews, Ector, Winkler, Crane, Upton or Ward Counties, Texas at 
a price higher than the price at the time payable under the said contract to 
Pure Oil Company such price payable shall be immediately increased to equal 
such higher price paid to such other seller. The higher price continues in 
effect so long as any such price is paid to such other seller. Subsequently, 
the contract of August 24, 1954 was filed with this Commission as Pure’s FPC 
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Gas Rate Schedule No. 1. Five supplements to the said Rate Schedule were 
on file with the Commission on January 30, 1959. 

On February 16, 1952, Pure entered into an agreement with El Paso for the 
sale of all natural gas (other than natural gas produced with oil) from lands 
in the Clara Couch area in Crockett County, Texas. Article XIII, Section 2, 
of this agreement provides that if at any time or times subsequent to the 
date of execution of this agreement Buyer shall purchase any quantity of gas 
produced within 125 miles of the town of Andrews, Andrews County, Texas, 
at a price per one thousand (1000) cubic feet which is higher than the price 
being paid to Seller for gas thereunder, Buyer shall forthwith notify Seller 
of such fact and the price being paid to Seller for the gas thereunder shall be 
immediately increased to equal such higher price being paid to such other 
seller for so long as, but only so long as, any such higher price is paid to 
such other seller. Subsequently this agreement was filed as Pure’s FPC Gas 
Rate Schedule No. 3. As of January 30, 1959 seven supplements to the said 
Rate Schedule were on file with this Commission. 

On May 28, 1954, Pure entered into an agreement with El Paso for the sale 
to that company of gas from each gas well (as classified by the Oil Conserva- 
tion Commission of the State of New Mexico or other governmental authority 
having jurisdiction) situated on Seller’s property in the Jalmat field, Lea 
County, New Mexico. Article X, Section 5, of this agreement contains an 
escalation provision of the so called favored-nation type identical to that con- 
tained in the contract hereinbefore described for the sale of gas from the 
Jack Herbert field, except for the fact that, in the-case of the Jalmat field, 
Upton County, Texas is not included among the listed counties where a higher 
price paid by El Paso is intended to trigger the escalation provision. The 
Jalmat field contract was subsequently filed as Pure’s FPC Gas Rate Schedule 
No. 28 and one supplement thereto was filed prior to January 30, 1959. 

The contracts filed as Pure’s Rate Schedules Nos. 1 and 28 each provide that 
in determining whether the price payable under such other contract or agree- 
ment is “higher” than the price “payable for gas under this agreement,” due 
consideration shall be given to the provisions of the said agreement as com- 
pared with such other contract or agreement as to quantity and quality of gas, 
delivery pressures, gathering and compressing arrangements, provisions regard- 
ing measurement of gas including deviation from Boyle’s Law, taxes payable 
on or with respect to such gas, and all other pertinent factors. The contract 
filed as Pure’s Gas Rate Schedule No. 3 differs from the contracts filed as 
Rate Schedules Nos. 1 and 28 in that in determining whether the price pay- 
able for gas under another contract is higher than the price paid under the 
agreement, “quantity” is not included within the due consideration clause, the 
term “compressing obligations” is used instead of “compressing arrangements” 
and the words “except quantity” appear at the end of the clause after the 
word “factors.” 

On January 8, 1958, an agreement was made between West Texas Gathering 
Company (West Texas) a Delaware corporation, and El Paso for the sale of 
all of the gas which West Texas had the right to purchase and receive under 
the provision of certain contracts with various producers for the purchase of 
gas to be delivered in Winkler County, Texas, excluding however, from the 
dedication of gas such gas as West Texas “shall from time to time be obli- 
gated to deliver, and shall actually deliver” to Pioneer Natural Gas Company 
(Pioneer) or to C. V. Lyman under contracts of December 31, 1957 and Decem- 
ber 3, 1957, respectively. The gas to be sold to El Paso by West Texas is 
produced in Winkler County, Texas and within the 125 miles radius of the 
town of Andrews, Andrews County, Texas. The price to be paid by El Paso 
to West Texas is based on an initial rate of 18 cents and a cost of service 
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formula as more fully described in Article X of the agreement between West 
Texas and El Paso, which is in evidence by reference in this proceeding. 

El Paso has received a certificate of public convenience and necessity for 
facilities necessary to enable it to take the said Winkler County gas from 
West Texas and delivery of gas began on or about December 26, 1958. West 
Texas has also received a certificate from this Commission, authorizing the 
sale to El Paso. The said certificates of El Paso and West Texas, as well as 
authorization for the sale of gas by producers and operators to West Texas, 
were issued by Commission order of June 27, 1958. 

On January 80, 1959, Pure tendered for filing proposed changes in its Gas 
Rate Schedules, designated as Supplement No. 6 to its FPC Gas Rate Schedule 
No. 1, Supplement No. 8 to its FPC Gas Rate Schedule No. 3 and Supplement 
No. 2 to its FPC Gas Rate Schedule No. 28. In said proposed changes (to 
become effective on March 2, 1959), Pure alleges that Bl Paso had begun pur- 
chasing, from West Texas, gas produced from gas wells in Winkler County, 
Texas at a rate base of 16.0 cents per Mcf plus 2.0 cents per Mcf gathering 
and delivery charge. Pure states that the three contracts with El Paso here 
in question would not have been made without the favored-nation provisions 
and that the proposed increased rates do not exceed fair market price as of 
the date of filing. The bases of the determination of such fair market price 
or value does not appear in said filing. 

El Paso formally protested the three proposed increases on the ground that 
the sale by West Texas was not comparable to the sales by Pure and asked 
that the three proposed increases be rejected. On February 27, 1959, the Com- 
mission found that the increased rates and charges had not been shown to be 
justified, and might be unjust, unreasonable, unduly discriminatory, or prefer- 
ential, or otherwise unlawful. Upon the basis of this finding the Commission 
suspended the three supplements hereinbefore described and deferred the use 
thereof until August 2, 1959, and until such further time as they might be 
made effective under bond, and directed that a public hearing be held thereon, 
at a date subsequently to be fixed by the Secretary. 

On March 27, 1959, the Commission issued an order providing for a hearing 
to be held beginning on April 22, 1959, upon the question whether or not the 
sales of natural gas by West Texas to El Paso here under consideration con- 
stitute the condition precedent which, apart from other tests for legal rates 
and charges, would cause provisions of any or all of Pure’s FPC Gas Rate 
Schedules Nos. 1, 3 and 28 to become legal justification for the tender and 
acceptance for filing of any or all of Pure’s above-identified proposed increased 
rates and charges. Upon consideration of a motion filed by counsel for Pure, 
the hearing was postponed by Notice of the Secretary to May 28, 1959. 

On April 28, 1959, Pure filed a motion for a prehearing conference and for 
issuance of Subpenas Duces Tecum and an application for the taking of 
Depositions. On May 8, 1959, the Commission issued an order, 21 FPC 646, 
granting the motion and fixing the date of May 13, 1959 for the return of 
Subpenas Duces Tecum and for the taking of Depositions at El Paso, Texas, 
and directed that a prehearing conference be held at a time and place to be 
fixed by the Secretary. Subsequently the Commission adopted an order, which 
was issued on May 12, 1959, providing that said prehearing conference be held 
on May 28, 1959, before the Presiding Examiner and that a hearing should 
follow at a date to be set by the Examiner. At the same time the Commission 
amended the order of March 27, 1959, by adding, as an additional issue to be 
heard, the question as to whether the favored-nation provisions contained in 
Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28 were void or voidable as 
contrary to the public interest. 
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On April 24, 1959, the Commission authorized intervention in this proceeding 
by El Paso. On May 12, 1959, the Commission issued an order authorizing 
intervention by San Diego Gas & Electric Company (San Diego), Pacific Gas 
and Electric Company (P.G. & E.) and Southern California Gas Company and 
Southern Counties Gas Company of California (Southern California Com- 
panies). On April 8, 1959, the Public Utilities Commission of the State of 
California (California Commission) filed notice of intervention in this pro- 
ceeding. 

On May 25, 1959, California Commission filed a motion to dismiss the pro- 
posed changes in rate schedules, previously filed and under consideration herein, 
for sales of natural gas to El Paso. On May 27, 1959, Pure filed a motion for 
reconsideration of the Commission’s order of May 12, 1959, for oral argument 
thereon, and for leave to file a supporting brief. On May 28, 1959, a prehearing 
conference was held, meeting at 10 o’clock A.M. as provided by the Commission 
order of May 12th. It was found impossible to reach agreement upon limita- 
tion of issues or evidence and (El Paso being prepared to present its affirma- 
tive case) the hearing was set for and began at 2 o’clock P.M. on the same 
day and continued through Tuesday, June 2nd, 1959. 

The direct presentation of El Paso, together with cross-examination of El 
Paso’s witnesses by parties other than Pure being partially completed, Pure 
requested on June 1, 1959, that a recess of three weeks or more be taken for 
preparation for cross-examination of El Paso’s witnesses and for Pure’s direct 
ease on the first issue as to whether the purchase from West Texas constituted 
a purchase of gas which would “trigger” the escalation clauses of one or all 
of the three contracts filed as Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28. 
At the same time counsel for Pure moved the indefinite postponement of the 
taking of testimony upon the second issue, as to whether the escalation clauses 
in question might be void or voidable ‘as contrary to the public interest.” On 
the following day, rounsel for Pure stated that three weeks would be insuffi- 
cient for preparation on the first issue and asked for a three months recess 
before resuming hearings upon the said first issue. 

After consideration of the requests of counsel for Pure and the requests of 
other counsel that delay be held to a minimum, the Presiding Examiner re- 
cessed the hearing at 12:20 P.M. Tuesday, June 2, 1959, until Monday, June 29, 
1959, at 10:00 A.M. At 1:50 P.M. on the same day (June 2) Pure filed with 
the Commission an “Appeal from the Ruling of Presiding Examiner and Mo- 
tion for Stay of Proceeding.” On June 11, 1959, Pure also filed a “Supplement 
to Appeal from Ruling of Presiding Examiner and Motion for Stay of 
Proceedings.” 

On June 19, 1959, the Commission issued two orders in this proceeding. 
One of these orders defers ruling on the motion to dismiss filed by the Cali- 
fornia Commission and refers the same to the Presiding Examiner to be ruled 
upon as part of his initial decision after the conclusion of the hearing. By 
the other order of June 19, 1959, 21 FPC 857, the Commission deferred Ruling 
on Motion for Reconsideration and referred the said motion to Presiding Ex- 
aminer for action thereon in connection with the initial decision and denied 
both Pure’s “Appeal from Ruling of Presiding Examiner and Motion” of June 
12,1959 and the “Supplement” to the Appeal from the Ruling and Motion, 
filed June 11, 1959. 

The hearing reconvened June 29, 1959, as previously provided. The cross- 
examination of El] Paso’s witnesses was completed and evidence was presented 
by the Southern California Companies as well as by Pure. Hearing sessions 
for the presentation of evidence were concluded Thursday, July 23, 1959. 

On Monday, June 29, 1959, the State of Texas (Texas) filed a petition to 
intervene in this proceeding, only as to that portion set out in the order of 
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May 12, 1959, as to whether the favored-nation clauses in the contracts filed 
as Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28 should be found to be void 
or voidable as contrary to public interest. On Wednesday, July 15, 1959, coun- 
sel for Texas appeared and asked to make an opening statement. The Presid- 
ing Examiner permitted the appearance of counsel to be tentatively entered, 
subject to future Commission action and authorized the making of a statement 
by James N. Ludlum, Esquire, First Assistant Attorney General of Texas. 

Counsel Ludlum stated that the State of Texas was interested as a royalty 
owner in production from certain lands owned by the State and leased to 
producers, the royalties therefrom going to the free school fund of the State. 
He also stated that thousands of acres of Texas lands had been set aside for 
the benefit of the University of Texas and the royalties from those latter 
leases are devoted to institutions of higher learning. In addition, he cited 
Texas’ interest in taxes collected as an occupation tax on oil production and 
apparently based upon the sale price realized by the producers. His remarks 
were directed to the matter of favored-nation clauses generally in the State 
of Texas and he did not allege that any gas produced from said state lands 
was involved in the three sales agreements between Pure and El Paso under 
consideration here. 

On July 9, 1959, El Paso made an oral motion on the record to omit the 
intermediate decision in this proceeding. On the following day, a formal motion 
to the same effect was filed with the Commission by El Paso. On July 14, 
1959, El Paso filed, with the Commission, a motion to sever the issue of “void 
or voidable” from the consideration in the present hearing, alleging that such 
severance would serve to expedite the hearing upon the first or “triggering” 
issue. On July 17th, the Commission adopted an order denying El Paso’s 
motion to omit the intermediate decision, and severing the said “void or void- 
able” issue, but for purposes of decision only. 

Subsequent to the issuance of the Commission’s severance order of July 17th, 
Texas moved on the record for a stay as to the said “void or voidable” issue 
and a six months recess in the proceeding for the purpose of permitting “proper 
preparation of evidence.” ‘The Presiding Examiner denied the motion. On the 
same day, Texas filed an appeal from the said ruling of the Examiner. On 
August 14th, 1959, 22 FPC 438, the Commission issued an order denying Texas’ 
petition for intervention and the appeal from the Presiding Examiner’s ruling 
on the motion for stay and recess filed by Texas on July 17th. 

Separate briefs were provided for as to the two issues involved. In the case 
of the “void or voidable” issue provision was made for oral argument in lieu 
of reply briefs. Pure’s final brief as to the first issue (a reply to the brief 
of Commission Staff Counsel) was filed September 15, 1959. 

Subsequently further motions were filed by Texas and by the Public Service 
Commission of Wisconsin. These motions and the action taken upon them 
relate solely to the second or “void or voidable” issue. For that reason their 
discussion is not pertinent to the present decision. 

Pure filed separate motions, July 30, 1959, to make effective each of the 
three proposed rate changes here under consideration, as of August 2nd, 1959. 
By order of August 17, 1959, the Commission made said increases effective 
retroactively to August 2nd, upon filing of the prescribed undertaking to refund, 
if later required so to do. The three undertakings were filed by Pure, August 
27, 1959, and accepted September 8, 1959. 


The Issue and Contentions 
In so far as we are concerned in the present decision, the sole issue to be 
determined is whether or not the sale of natural gas by West Texas to El Paso, 


which is here under consideration, constitutes the condition precedent which, 
apart from other tests for legal rates and charges, would cause provisions of 
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any or all of Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28 to become legal 
justification for the tender and acceptance for filing of any or all of Pure’s 
proposed rate increases and charges contained in the supplements to the three 
said Gas Rate Schedules tendered for filing on January 30, 1959 and suspended 
by the Commission order issued February 27, 1959 in the present proceeding. 
This issue was set for hearing by Commission order of March 27, 1959 and 
severed for purposes of decision by Commission order of July 17, 1959 from 
the second issue as to the voidness or voidability of the escalation clauses here 
involved, upon which evidence has also been received and which has been sepa- 
rately briefed and argued by the parties. 

Pure contends that the evidence produced at the hearing, which began on 
May 28, 1959, and was concluded on July 23, 1959, shows that, when El Paso 
began purchasing gas from West Texas on December 26, 1958, it activated the 
favored-nation clauses in the three contracts here under consideration, entitling 
Pure (within the meaning of the Mobile case) to file for rates of 16 cents per 
Mcf and collect such rates subject to refund, pending a showing as to the 
justness and reasonableness of the said 16-cent price. Pure charges that El 
Paso has attempted to rewrite the contract in question, in contravention of 
its plain terms and contrary to the intent of the parties when the contract 
was executed. 

Pure concedes that, within statutory limits, the fact that independent pro- 
ducers are now subject to the Commission’s jurisdiction has suspended the 
complete enforceability of its contracts. It recognizes the authority of this 
Commission to determine, after a full hearing, whether and how much, if any, 
of said increase it may continue to collect. 

At the hearing, Pure made the subsidiary contention that El Paso’s contract 
with West Texas was not a product of arms-length bargaining, apparently on 
the theory that West Texas was either a “dummy” for or an affiliate of El 
Paso. In either event, Pure contended that the actual price to be considered, 
in determining whether escalation clauses were “triggered,” was the 16-cent 
figure contained in the contracts by which West Tezas purchases gas from 
independent producers in the Emperor and South Kermit fields. In the brief, 
Pure varied this theory somewhat by contending that, although West Texas 
is in fact the seller, the cost of service and the initial sale price, which in- 
cludes the transportation costs or charge of West Texas, are to be ignored and 
the escalated price is to be based upon and identical to the price at which 
West Texas (which produces no gas) purchases the gas supply. 

El Paso contends that it was the intention of El Paso and Pure that the 
favored-nation clauses would only be triggered if El Paso purchased gas, of 
the same quality and with the same characteristics, from a producer, at a price 
higher than the price paid Pure. El Paso further contends that West Texas 
is a pipeline company and that it was not the intentions of El Paso and Pure 
(when the contract between them was signed) that the favored-nation clause 
in any of the said contracts was to be triggered by a purchase from a pipeline 
company at a higher price. El Paso also contended that the purchase by 
El Paso from West Texas is not comparable to the three purchases of gas by 
El Paso from Pure which are here involved. This lack of comparability is 
contended by El Paso to be derived from the fact that El Paso’s contract with 
West Texas provides for a normal daily delivery of 50,000 Mcf per day, which 
ean be increased (with existing facilities) to 210,000 Mcf per day whenever 
the additional volumes of gas are needed by El Paso for peaking purposes, 
whether said peaking is made necessary by increasingly higher demands of 
El Paso’s customers, by temporary reduction in the volumes of residuary gas 
available to El Paso as a result of the production of oil, or by any accidental 
breakdown of El Paso’s own processing plants or transmission lines. El Paso’s 
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theory (developed in the statements and briefs of counsel) is that the peaking 
provisions in the contract with West Texas provide to El Paso a service (over 
and above that provided in an ordinary gas purchase), which is equivalent to 
and in full substitution for storage facilities, which El Paso might otherwise 
be required to establish for the purpose of meeting peak loads and certain 
other possible emergencies, arising from deficiencies in deliveries from other 
sources or from breakdowns in the El Paso system. 

The Southern California Companies supported the contentions of El Paso 
in regard to the issue under consideration in this decision. In addition they 
took the position that: 

(1) The most favored nation’s clauses in Pure’s contracts are so vague, 
uncertain and ambiguous as to preclude their use as a basis for filing the rate 
increases requested here. 

(2) The most favored nation rate increase filings made by Pure here com- 
pletely disregard the terms of West Texas’ contract with El Paso. 

(3) On their face, Pure’s most favored nation rate increase filings are ad- 
mittedly incomplete and inaccurate. 

For these reasons, the Southern California Companies contend that Pure’s 
most favored nation rate increase filings should be dismissed as improperly 
filed. 

P. G. & E. contends that: 

(1) Pure’s contention that, in determining whether El Paso’s purchases from 
West Texas are at a price higher than its purchases from Pure, the inquiry 
is restricted to a comparison of contractual provisions, is contrary to the 
literal meaning of the most favored nation clause. 

(2) Even if a literal interpretation of the clauses does not require the con- 
sideration of evidence extrinsic to the contracts, such evidence is required to 
give the clauses the meaning intended by the parties. 

(3) The evidence introduced by El Paso conclusively establishes that the 
purchases from West Texas are of a sufficiently different nature to preclude 
the activation of the most favored nation clauses. 

(4) The most favored nation clauses apply only to purchases by El Paso, 
from producers, within the most favored nation area. 

(5) The deliverability characteristics of West Texas’ gas supply are different 
from Pure’s gas supply and that “deliverability” is separate and distinct from 
“quantity.” 

P. G. & E. further contends that the favored-nation clauses have not been 
activated by El Paso’s purchases from West Texas and that the proposed 
increases should be dismissed as improperly filed. 

The California Commission filed no briefs on this issue but has stated that, 
in its opinion, there has been no activation of the escalation clauses here in 
question. 

Staff Counsel takes the position that: (1) Pure’s favored-nation filings in 
this proceeding should be rejected because use of their provisions is unrea- 
sonably burdensome to a regulatory body and unworkable, (2) they should be 
rejected for the vagueness and uncertainty found in the terms of the alleged 
agreements, (3) they are violations of Section 4 of the Act because Pure has 
misconstrued the meaning of “time” and “changes,” and (4) Pure’s filings, 
being based upon an indeterminate future price of West Texas’ gas, should 
not be permitted to become effective. 


The Motion of Southern California Companies to Dismiss 
Pure’s Rate Change Applications 
By a motion to dismiss filed August 17th, 1959, and at the same time as their 
main brief, Southern California Companies ask us to dismiss Pure’s applica- 
tions or filings for rate increases upon two major grounds, first that such 
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proposed filings contained no showing of cost data in support of the proposed 
increases and secondly that proposed increases of this nature must (at the 
time of filing) be accompanied by such supporting cost data. In the light of 
the present status of the law and of the Commission’s Rules and Procedure, 
we find it impossible to agree with these arguments. While the courts have 
stated that original cost should be considered as a point of departure, at least, 
there has not, in the more than five years that have elapsed since the Phillips 
decision,*® been any affirmative finding by the court that the original cost is 
any more than one of the elements to be considered, in determining whether 
a proposed rate increase should be permitted to become permanent. 

The decisions previously made as to pipeline companies’ rates have never 
gone so far as to say that original cost were more than a yardstick by which 
fair value was to be measured. It is not unreasonable for this Commission 
and the courts to assume in such cases that, under the economic conditions 
existing since 1988 when the Natural Gas Act was adopted, use of an original 
cost formula for determining fair value constitutes a sound and fair approach 
to the determination of the desirability and necessity of proposed rate in- 
creases. The period since 1938 has been a period of almost constant (but 
fairly slow) inflation. While stockholders may have suffered some loss of 
anticipated profit by reason of the application of the test of original cost in 
rate increase cases, such losses have been due primarily to this inflation and 
have been shared by all investors who committed their capital to investment 
fields comparable to or safer than public utility or pipeline stock—fields where 
regulation does provide some degree of insurance against the greater risks 
common to unregulated, or “entrepreneur” investments. 

Because of the necessity of ensuring continued operations of public utilities 
(or other regulated industries), we may anticipate that the occurrence of 
rapid and runaway inflation would result in the modification of the present 
practice and the addition of other tests which might protect the integrity of 
the investment of the stockholders. This modification may consist either of 
some determination or replacement value or in the application of some mathe- 
matical formula which would measure the decrease in purchasing power of 
the investor’s dollar. 

We need not bother here to even consider the possible effect of the occur- 
rence of a period of deilation. In the first place, world-wide economic condi- 
tions indicate that any suggestion of the occurrence of such a deflationary 
period is unrealistic and chimerical. In the second place, if such deflation 
should occur, experience teaches us that rates will have to be reduced below 
original cost in order to retain the markets. If this were not done the ulti- 
mate customers would look about for other fuel or other services, as the case 
may be, which were then within reach of their depleted purses. 

In the absence of any judicial determination that original cost is to be the 
only and rigid test of the propriety of a proposed rate increase, we must con- 
sider whether there exists any positive requirement that the filing for the 
proposed rate increases must include any data showing original cost. This is 
a question to be determined primarily from the Rules and Regulations of this 
Commission applicable to such filings. 

Shortly after the Supreme Court’s action in Phillips Petroleum vs. Wisconsin, 
hereinbefore cited, this Commission held hearings in regard to the regulation 
of independent producers. The suggestions by the natural gas industry were 
so many in number and so unpredictable as to the result that the Commission 
limited changes in rules to only a few simplifications of forms in certificate 
applications, made in the hope of minimizing the regulatory burden upon the 
producers. In discontinuing the investigation, the Commission stated that it 


8 Phillips Petroleum Co. vs. Wisconsin, 347 U.S. 672. 
693-489—64 28 
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appeared desirable to handle most of the problems arising in the regulating 
of independent producers upon the record made and the facts shown in indi- 
vidual cases. This decision was owing partly at least to the great variation 
in the size, purpose and accounting methods of the various independent pro- 
ducers. 

There is no requirement in the Commission’s Rules and Regulations as they 
now stand which would require Pure or any other independent producer to 
file (as a part of an application to increase rates and charges) any showing 
of cost data or accounting. When an independent producer files for a rate 
increase the Commission Staff studies the filing and if the form thereof 
appears proper it is accepted for filing. 

After acceptance for filing, a proposed rate increase may be suspended at 
any time within the prescribed period or may become effective either by Com- 
mission action or by default at the end of that time. If it is to be suspended 
proper action is taken by Commission order, as was done in the case of the 
three proposed rate increases here under consideration. The five month period, 
provided by Congress, began to run on the date when each rate would have 
become effective, if not suspended. 

If the Commission had refused to accept the filing because of the absence of 
cost data it is possible that Pure might have applied to the court for a writ 
of mandamus, directing this Commission to accept the filing. To dismiss now, 
on a mere matter of form, would not appear to be a reasonable exercise of 
Commission discretion. 

No attempt is made here to pass upon the power of the Commission to 
require filing of cost data as a part of every application for an increase in 
the rates or charges of independent producers. In the case of natural gas 
companies other than producers, the application for an increase must include 
a statement of cost of plant. No such requirement is now included in the 
application provision applicable to independent producers. In the absence of 
such requirement we do not find it advisable to implement the regulations after 
the application for increase has been accepted for filing and suspended. If 
the proceeding is to be dismissed in this decision, such dismissal should be 
upon the record made ip the hearing. 


Discussion of the Evidence 


At the hearing session held in El Paso, Texas, for taking of depositions and 
in the earlier stages of the hearing sessions at Washington, Pure attempted 
to elicit from the witnesses Noel and Kayser (Presidents of West Texas and 
El Paso respectively) statements which would raise, at least, some suspicion 
as to the legitimacy of West Texas’ corporate conception and to cast a doubt 
upon the character of its relationship to El Paso. These efforts of Pure were 
unsuccessful and not emphasized in Pure’s briefs. Any doubts which may 
have arisen from the common investments held by the two witnesses were 
resolved by the record in favor of the conclusions that West Texas acted in 
good faith throughout and was not subject to any control by El Paso or by 
those responsible for the management of the latter company. 

El Paso does not now and never has owned as much as one share of West 
Texas. There is no corporate connections between West Texas and Odessa 
Natural Gasoline Company (Odessa), which is a subsidiary of El Paso, 75 per- 
cent of its stock being. owned by El Paso Natural Gas Products Company 
(El Paso Products), and the remaining 25 percent by Noel. The Odessa 
Butadeine Company (Butadeine) is owned 55 percent by El Paso and 25 per- 
cent by Noel and his principal associate Rodman. The remaining 20 percent 
is owned by United Carbon Company. Butadeine was organized for the purpose 
of finding a market for liquid products, removed from natural gas by El Paso 
and Odessa. There is no physical connection between West Texas and either 
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Butadeine or Odessa. Odessa was founded about eight or nine years earlier 
than Butadeine. Mr. William Douglas Noel is Vice President of Butadeine 
as well as President of Odessa and West Texas. Mr. Rodman (an associate 
of Noel) is a director of Butadeine and an officer and director of West Texas. 

Noel and Rodman each own 40 percent of West Texas, the remaining 20 
percent being owned in equal parts by John Ben Sheperd and W. T. Edwards. 
Noel does not know whether either Sheperd or Edwards own any El Paso 
stock. The book value of West Texas is approximately $750,000, 40 percent 
of which represents the value of Rodman’s interest therein. Rodman owns 
approximately 14,000 shares of El Paso common stock, out of a total of approxi- 
mately 18 million shares. The market value of El Paso common stock as of 
May 28, 1959, was stated on the record to be thirty three and three eighths 
or $33.375 per share. 

When Odessa was formed in 1946, Noel, J. B. Tubb and M. H. McWhirter 
jointly owned 50 percent of its capital stock and the remaining 50 percent was 
held by Rodman Supply Company. Subsequently the 50 percent owned by 
Rodman Supply Company was transferred to Rodman Oil Corporation (Rod- 
man Oil) which was formed in 1950 by “spinning off” a portion of the assets 
of Rodman Supply. Noel then owned about 17 percent of the stock of Rodman 
Oil. About May 1, 1959, El Paso acquired the interests of Rodman Oil and 
McWhirter in Odessa. 

Rodman Oil, whose Odessa stock El Paso bought, was formed in either 1934 
or 1950. The record contains two contradictory statements, one of which may 
be a reporter’s error. It is clear, however, that the 50 percent interest in 
Odessa, held by Rodman Supply since 1946, was transferred to Rodman Oil in 
1950. By 1957 some of the original partners of Rodman in its organization 
were quite old and wanted to retire. Apparently there were eight or nine of 
these older partners who wished to retire and were interested in selling out, 
taking their capital gain and getting out of the business. These older partners 
were responsible for the sale of the interest of Rodman Oil in Odessa to El 
Paso, which was accomplished by an exchange of El Paso common stock for 
that of Odessa. Neither Rodman or Noel were responsible for initiating the 
sale, the proposal for which originated with one of the older stockholders (two 
of whom had moved out of the country), who worked out a plan for the sale 
and obtained consent of the other owners of Rodman Oil, including both 
Rodman and Noel, who did not want to stand in the way of action desired 
by the other stockholders. 

In the meanwhile Noel and McWhirter had acquired the interest of Tubb, 
with the result that the 50 percent interest in Odessa not acquired by El Paso 
from Rodman was then owned by Noel and McWhirter in equal parts. 
MeWhirter’s interest has now also been sold to El Paso, apparently at or 
about the same time that El Paso acquired the interest of Rodman Oil by 
exchange of stock. Noel still holds the El Paso stock received in exchange for 
his approximately 17 percent interest in Rodman Oil. His holdings of El Paso 
common stock are in excess of 16,000 shares at the present time. The 14,000 
shares of El Paso common stock held by Rodman is the unsold remainder of 
stock received by him in éxchange for his portion of the Rodman Oil assets 
(which included Odessa stock) in the 1957 deal by which El Paso obtained 
a half-interest in Odessa (which increased to 75 percent by acquisition of 
MeWhirter’s interest in that company). 

When questioned as to what caused “you” to conceive the idea which led 
to the formation of West Texas, Mr. Noel stated that J. C. Barnes and C. V. 
Lyman, independent operators, who drilled the discovery well in the Emperor 
area, discussed with Mr. Noel the possibility of locating an intrastate market 
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for sale of their gas. ‘“We” had done several projects of this nature earlier 
and as a result were able to work out a plan to market part of the Emperor 
gas in a “local” and “immediate” market. This had a great deal of appeal 
for the independents and also for a number of the major companies operating 
in the area. The limitation of the local market made it necessary to dispose 
of the remaining gas in an interstate market, which disposal was later worked 
out with El Paso. He further stated that he had made the first approach 
to Mr. Kayser with the idea, rather than the reverse. Later Mr. Noel indi- 
cated that when he used the term “we,” it related to himself and his several 
partner’s and did not relate to Odessa or to any othe rspecific corporate vehicle 
which might be used for the ownership and operation of the proposed facilities. 

Noel testified that Pioneer’s peak loads are in the summer because the peak 
load of that company is for irrigation rather than heating. This makes the 
service which West Texas renders to Pioneer different from and more desirable 
to Pioneer than Pioneer’s purchases from other sources because of the peaking 
service available in the summer season to Pioneer. He stated that a trans- 
portation contract entered into by West Texas, under which contract West 
Texas transports 3,500 Mcf per day of gas, sold by Pan American to Pioneer, 
from West Texas’ treatment plant to Pioneer’s Goldsmith station will not serve 
to reduce West Texas’ ability to deliver the volumes which it had contracted 
to sell to Pioneer or reduce the compensation which it will hereafter receive 
from Pioneer for the said gas. In order to permit Pioneer to take the volumes 
available from West Texas and which the producers were anxious to have 
sold in intrastate commerce, it was necessary to obtain a reduction of the 
minimum volumes Pioneer was required by an existing contract to take from 
El Paso. The gas sold to Pioneer by El Paso, as to which minimum takes 
were reduced voluntarily by El Paso, was residue gas delivered by El Paso 
from the Phillips’ Goldsmith Plant connection. Pioneer’s summer volume of 
gas demand for irrigation made a shift to the West Texas gas desirable 
because of the greater flexibility in the service thus made available to Pioneer. 

For the service rendered in the delivery of the Pan American gas to Pioneer, 
West Texas will receive $3,000 a year which will (with the exception of some 
small incidental cost) operate, as a credit, to reduce the “cost of service” here- 
inafter to be paid by El Paso to West Texas. The capacity of West Texas’ 
line to the Goldsmith delivery point to Pioneer is approximately 40,000 Mcf 
per day, but can be increased to about 45,000 Mcf by lowering the pressure 
at the Goldsmith end of the line. Pioneer has a number of connections with 
other suppliers, through which it receives gas at its Goldsmith plant. 

West Texas also has arrangements with C. V. Lyman and with Permian 
Basin Pipeline Company (Permian) for the transportation of gas of Lyman 
and Permian. In the case of Permian, for which West Texas now transports 
14,000 Mcf or more per day and expects the volumes to be increased, the record 
shows that the portion of West Texas’ line through which the Permian gas 
is transported is so located that the delivery by West Texas is completed at 
a point upstream from the points where the major portion of the gas to be 
delivered to El Paso enters the lines of West Texas. 

The payments received by El Paso from Permian and Lyman serve, in each 
case, as additional credits against the cost of service which will be included 
in the cost to El Paso of the gas purchased from West Texas, after the initial 
period during which the fixed 18 cent price is to be paid by El Paso. In the 
case of Permian the compensation to West Texas will amount to forty or fifty 
thousand dollars per year and will require no additional facilities because 
West Texas is already connected to the wells, as to which some of the owners 
sell their gas to West Texas, while other owners sell their portion of the gas 
produced from the same wells to Permian. 
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Mr. Noel testified upon cross-examination that as of May 1, 1959, the net 
cost of service chargeable to El Paso by West Texas amounted to 1 cent per 
Mef during the previous four-month period. 

The overall cost of service for the combined interstate and intrastate deliv- 
eries amounted to an average of approximately 1.4 cents per Mcf. The pay- 
ments made to West Texas for the various and several intrastate services and 
deliveries had the effect of reducing the “cost of service” chargeable to El Paso, 
to 1 cent per Mcf, in lieu of the provisional charge of 2 cents per Mcf, set out 
as a first year estimate in the contract. 

In addition to the credits against the cost of service to El Paso, which may 
result from the sale to Pioneer at a straight 18 cent rate, the sale to Lyman 
for resale and distributién, the transportation and delivery of natural gas by 
West Texas for Permian, the delivery of the Pan American gas going to 
Pioneer, and any other transportation contracts which may be negotiated in 
the future, there also exists a possibility that some of the gas sold by West 
Texas may be purchased at a lower figure than 16 cents per Mcf. In fact, some 
gas is now being purchased at 10.5 cents by West Texas. Such 10.5 cents is 
now being bought from wells producing from the Yates sand and it is antici- 
pated that additional Yates wells may be connected to the West Texas system, 
thereby further reducing the overall cost of West Texas’ gas and probably 
ultimately reducing the average price at which gas is sold by West Texas 
to El Paso. 

During the hearing Pure argued that because of the requirement that the 
minimum of 6,000 Mcf per day should be taken from each well by West Texas 
in the first year and (on the basis of the assumed 320 acres per well) and 
8,000 Mcf in the second year, on the same basis, West Texas’ commitment to 
the producers, as to minimums would operate to destroy the usefulness of the 
West Texas gas to El Paso for meeting peaks and as a substitute for gas 
produced from the storage reservoirs. We cannot agree with this contention. 

Exhibit No. 44 was presented for the purpose of showing that West Texas 
could not perform the peaking service which it proposes to render to El Paso 
with natural gas which it purchases in the Emperor and South Kermit fields 
and transports therefrom to El Paso’s Keystone-Emperor plant. This Exhibit 
emphasizes the fact (already admitted by El Paso) that the “take or pay for” 
provisions of the contracts of West Texas with producers may require paying 
for gas which is not needed during the early years of West Texas’ operation. 
Exhibit No. 44 appears to assume that the average take will become the mini- 
mum take after the first six years and that, as a result, there will be available 
to El Paso only 138,700 Mcf per day for peaking as against the 160,000 Mcf 
available for this purpose under the contract. This assumption is not justified 
by the record as a whole. 

The fact that the legal gas reserve of the Emperor and South Kermit fields 
probably cannot become immediately available for peaking, because of the 
relatively high take-or-pay provisions existing during the early years of the 
contract does not destroy the value of the gas acquired from West Texas as 
being equivalent in value to equal volumes of storage gas in the later years 
of the contract. Neither is this equivalence in value to storage gas negatived 
by the ability of El Paso to obtain peaking coverage from the Jal area for the 
next three or four years. In fact the existence of such present peaking 
deliverability in Jal for the next few years is entirely consistent with the 
present method of setting up storage reservoirs in old gas fields in the Appa- 
lachian area. In the Appalachian where use is being made for storage by 
companies like Texas Eastern and New York State Natural (which are either 
transcontinental or regional pine lines) of reservoirs which have been wholly 
or largely depleted at the time of acquisition, cushion gas must be injected 
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over a period of several years in order to build up pressures to a point where 
deliverability can be obtained on a scale commensurate with the cost of the 
installation and the winter peak needs of the owners of the storage. Not only 
does this require a lapse of several years, since gas can only be injected in 
the off peak periods when not required for present service to customers, but 
it increases the costs of the storage project by the capital costs carried with- 
out return over a period of several years. 

The contracts, which West Texas has with producers in the Emperor and 
South Kermit fields provide that for the first year the minimum which West 
Texas will take, or pay for if not taken is 6,000 Mcf per day for wells on 320 
acres or more. These contracts provide, further, that for the second year, 
West Texas will take or pay for 8,000 Mcf per well, on 320 acres or more. 

As of July 1, 1959, West Texas is connected to 34 wells in the Emperor- 
Devonian field. The plots of land from upon which these wells are located 
range from 5 acres to 320 acres. West Texas is also connected to 22 wells 
producing from the Ellenberger formation in the Emperor field. Its system is 
also connected with 2 wells in the Fusselman formation and 3 wells from the 
Yates formation in the same field. The take or pay requirement from the 
Yates formation is less than the 6,000 Mcf per day. 

In the South Kermit field, West Texas is connected to 7 Devonian wells. 
These wells are classified by the Texas Railroad Commission as oil wells and 
the minimum (somewhat less than 6,000 Mcf per day) as well as the maxi- 
mum takes result from the acts of the said Railroad Commission. Assuming 
the take to be allowed at 250 barrels of oil per day, and the gas-oil ratio of 
2,000 to 1, at 10 producing days in the month approximately, 100 Mcf per day 
or 3,000 Mcf per month could be taken from each of these 7 South Kermit 
wells. There are also 3 Fusselman wells connected to the West Texas system 
in South Kermit. There are no Ellenberger wells connected in South Kermit 
because that formation was originally classified as an oil reservoir in that 
field and West Texas has no connection to the casinghead separators there. 
The witness did not know what acreage or spacing would be assigned to each 
well in the South Kermit area. 

The 6,000 Mcf or 8,000 Mcf take provision does not mean that this volume of 
gas must be taken from each well every day of the year. Noel testified that, 
if necessary, no gas need be taken on some days and volumes as high as 15,000 
Mcf from a single well might be taken on some days. The contract provisions 
only require that West Texas take from producers an annual average of 6,000 
Mcf or 8,000 Mcf per day or a total annual take of 2,190 MMcf in the first 
year and 2,910 MMcf in the second year. To the extent that the plot on which 
any well is located is less than 320 acres, the required minimums are reduced 
accordingly. Moreover, the contracts permit West Texas to pay for the gas 
in the required year and make it up by taking the unused volumes within 4 
years thereafter, provided however, that the make-up gas can not be credited 
against volumes which West Texas must take in subsequent years to comply 
with contract provisions. 

Pure also contended that for the next few years, gas will be available to 
El Paso for peaking purposes from the Jal Field in greater overall volumes 
than those available to El Paso from West Texas. This contention is mislead- 
ing. El Paso’s need for additional peaking is not immediate and, when it does 
occur, the volumes obtained from West Texas will be available as a substitute 
for storage gas, at about the same time that such storage gas could normally 
be made available from storage in a depleted reservoir where a cushion must 
first be provided. 

In providing for peaking services, consideration must necessarily be given 
to the comparative size and pressure of the wells in the Emperor and Jal 
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fields. Approximately 240 of the 650 or more gas wells to which El Paso is 
connected in the Lea County fields (including Jal) are now operated on com- 
pression and wells operated on compression can supply no additional or 
quickly connected volumes of gas to meet peak demands. The witness Steen 
testified that at the present time El Paso is installing 4,000 horsepower of 
additional compression in the Jal field to permit it to continue taking the 
volumes required to be taken under existing contracts. On the other hand, 
the Emperor and South Kermit wells attached to West Texas flow freely and 
with pressures up to 3,000 pounds per square inch or higher. The greater 
volumes and higher pressures available from the Devonian and Ellenberger 
wells in the Emperor and South Kermit fields will tend to minimize the time 
and labor required for the connection, disconnection and modification of flows 
from the wells under contract to West Texas. Such savings of time and labor 
in operation and manipulation of the wells will partially, if not fully offset 
any greater overall volumes (even if such overall volumes actually do remain 
greater at the time when the need for them arises) which may be available 
from Jal, where the evidence indicates that the large total now available de- 
pends upon the manipulation necessary to increase the flow from many hun- 
dred wells. 

When the West Texas gas was acquired by El Paso, it was anticipated that 
within the next 6 years, 80 percent of the Lea County wells now serving 
El Paso would be on compression and the maximum need for Emperor for 
peaking would then arise. The location of the Emperor gas delivery point to 
El Paso, in the immediate hub or center of the area where El Paso’s major 
sources of residue gas are located, increases its value for peaking purposes 
to El Paso. 

Pure argues, that the presence of mercaptans (a sulphur compound) in some 
of the Emperor gas militates against its present value for peaking. It is appar- 
ent that this can be cured by not too excessive investment by El Paso in puri- 
fication facilities, for the construction of which plenty of time will be available 
to El Paso before its real peaking need of the Emperor gas becomes critical. 

Counsel for Pure also asked if dry gas from formations in the San Juan 
Basin might not be available for peaking purposes. In response to this sugges- 
tion the low deliverability of the San Juan wells was pointed out. While El 
Paso has authority to take 800,000 Mcf per day of gas from San Juan, the 
deliverability is so low that in order to obtain 300,000 Mcf per day, it would 
be necessary to visit 1,000 of the some 3,000 wells in the basin. Moreover, the 
San Juan gas has been dedicated by El Paso to specific sales and is not avail- 
able for the peaking service here in question, even if the location and deliver- 
ability of the wells made such use or service practicable. 

It is not claimed by El Paso that the entire difference between 10.5 cents 
now being paid to Pure and the 18 cent figure, which will be paid to West 
Texas represents the value of the gas to El Paso for peaking purposes as a 
substitute for an equivalent amount of storage gas. Mr. Kayser testified that 
2 cents or whatever portion thereof remains in the “cost of service” after 
credits are applied against the tentative price for the first year represents the 
cost of transporting the gas from the Emperor and South Kermit fields to the 
vicinity of the proposed Keystone-Emperor plant where delivery is made to 
El Paso. An additional 1314 cents represents the approximate price at which 
gas is now being bought from producers and the remaining 244 cents per Mcf 
represents the approximate value to El Paso of the peaking or storage-substi- 
tute feature of the operation here under consideration. 

The record is not entirely clear as to what maximum price El Paso is volun- 
tarily paying for gas in the Permian Basin, Mr. Travis Petty (administrative 
assistant to the Controller of El Paso) stated that the highest price paid for 
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gas by El Paso in the said basin, was 13.984 cents for sweet dehydrated gas 
without transportation costs. He estimated the cost of Emperor gas, after 
treating, but without allowance for transportation, at 17.13 cents or a differ- 
ence of 3.146 cents. This estimate of Petty would assess only a cost to the 
peaking service slightly higher than the 2.5 cent value estimated by Kayser. 
If we had found West Texas to be merely a “dummy” or subterfuge, created 
by El Paso to avoid the terms of its contracts with Pure and other producers, 
this difference might be material to this proceeding. 

We have, however, satisfied ourselves from the record made in the hearing 
that West Texas is a bona fide corporate entity wholly apart from any control 
by El Paso, unless we may except the normal control which one of the prin- 
cipal customers must necessarily be found to exercise. Any element of control 
over the operation of West Texas which may be exercised by El Paso is exer- 
cised by virtue of El Paso’s status as an important and profitable customer 
of West Texas and not by virtue of any affiliation or subornation. 

Thus, Pure has proved either too much or too little. By filing for a 16 cent 
rate, it based its claimed escalation upon the theory that West Texas was 
merely a creation of El Paso, intended to conceal that company’s hand and 
avoid its contract liabilities. Having failed to sustain the claim that West 
Texas was a “dummy” or “stooge” for El Paso, Pure then attacked the validity 
of the storage-substitution claimed by El Paso. In this attack, Pure assumes 
that storage must, in order to be of value to El Paso, be immediately subject 
to withdrawal. We have never yet been asked to approve such an ideal 
storage project. If there are such, some unknown and unheralded pipe line 
or distributor is fortunate indeed. 

However, we feel that an even more basic defect is to be found in Pure’s 
case. One of Pure’s primary assumptions is that the original contract has no 
ambiguity which needs explaining and that a purchase from a pipe line com- 
pany or any other party in the Permian Basin will trigger the escalation 
clauses of the three contracts here in issue. We cannot accept this construc- 
tion of the escalation clauses. To do so would be to ignore cases where sales 
have been made by one pipe line to another at prices considerably higher than 
field prices and with no attempt on the part of producers to claim the benefit 
of escalation provisions in their contracts. We incline to the belief that the 
consensus of opinion in the industry is on the side of El Paso’s contention in 
this regard, rather than on that of Pure. 

Having reached the conclusion that a sale by a pipe line company is not 
such a sale as the parties had agreed upon as a basis for escalation, we must 
find against the alleged triggering. In fact, we are inclined to feel that a 
claim of 18 cents, such as was made by Shell in another case arising out of 
the same West Texas sale to El Paso, would have at least greater merit from 
the standpoint of consistency, than the claim of 16 cents made by Pure in the 
present case. 

The further suggestion made by counsel for Pure during cross-examination 
of the witness Steen that El Paso is purchasing gas directly, within some 30 
miles of the present purchase point, for 16 cents at the well mouth is wholly 
irrelevant here. By basing its escalation claim on the Emperor gas, Pure has 
(for purposes of this proceeding) limited its showing to this and cannot now 
support its said escalation claim by evidence of other wholly unrelated trans- 
actions between El Paso and other sellers. 

The only question posed for consideration here, by the Commission’s orders, 
is whether the purchase of natural gas by El Paso from West Texas at a 
central delivery point and for a tentative price of 18 cents per Mcf (which 
may hereafter be increased or decreased by a cost of service formula, against 
which certain other receipts of West Texas are to be credited) has triggered 
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the escalation clauses of three contracts between Pure and El Paso to 16 cents 
per Mcf. We are not interested here in any triggering effect of Shell’s filing 
for an 18 cent rate or of some possible purchase of gas by El Paso from some 
other source in the Permian Basin at approximately 1344 cents per Mef, even 
though the latter figure may have been stated by El Paso’s president to repre- 
sent the approximate value of the Emperor and South Kermit gas to his com- 
pany, if the peaking or storage-substitute feature were not present here. 

Each of the three contracts between Pure and El Paso, which are involved 
here, contains a provision in the favored-nation escalation clause that due 
consideration shall be given to “all other pertinent factors.” The use of the 
gas purchased by El Paso from West Texas under their contract of January 8, 
1958, as a substitute for gas withdrawn from a storage reservoir is such a 
“pertinent factor” to be considered in determining whether the purchase of 
said gas from West Texas by El Paso has triggered, or activated the escala- 
tion clauses contained in the contracts between Pure and El Paso, now on file 
as Pure’s Schedules Nos. 1, 3 and 28. Moreover, the substitution for storage 
is a “pertinent factor” not dependent upon “quantity” as that term is used in 
the Clara Couch Area contract. 

In addition to the fact of the potential use of the West Texas gas by El Paso 
as a substitute for gas injected into storage at a convenient point where it 
may be made available to the El Paso system when needed, consideration has 
been given to the status of the seller here. It does not appear to have been 
contemplated by the parties that a sale by a pipeline company to El Paso 
should serve to activate the three favored-nation clauses. In this connection, 
it is immaterial where the gas sold by the pipeline is produced. The form of 
certificate applied for by West Texas is also immaterial, since the certificate 
issued to that Company in Docket No. G—14302, on June 27, 1958, authorizes 
the construction and operation of any facilities subject to the jurisdiction of 
this Commission, used for the sale of natural gas in interstate commerce. 

If we found that triggering had occurred, we would have been required to 
stop there. The question of how much, if any, of the claimed increase was 
allowable would then be the subject of a further series of hearing sessions, 
held under a future order of the Commission. Such further hearing sessions 
are however now unnecessary in the light of the conclusion herein reached 
that the escalation clauses of Pure’s three contracts for sale of dry gas or 
gas-well gas to El Paso from the Clara Couch Area and the Jack Herbert and 
Jalmat Fields, have not been triggered by the purchase from West Texas and 
that the rate-increase applications, based upon the assumption of such trigger- 
ing, should be dismissed. 

If necessary, it could also be found that the status of West Texas as owner 
and operator of a pipeline system constitutes a “pertinent factor” within the 
meaning of that term as used in the contracts here under consideration. 


FURTHER FINDINGS AND CONCLUSIONS 


Upon the facts in evidence, together with the pleadings and the briefs and 
arguments of counsel, it is further found and concluded that: 

(1) Pure Oil Company, an independent producer engaged in the sale in 
interstate commerce of natural gas for resale for ultimate public consumption 
for domestic, commercial, industrial and other uses is a “natural-gas company” 
within the definition of that term contained in Section 2 of the Natural 
Gas Act. 

(2) Pure sells natural gas to El Paso Natural Gas Company (a Delaware 
corporation and a natural gas company operating an interstate transmission 
pipe line system) for resale in interstate commerce under contracts filed with 
this Commission as Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28. 
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(3) Each of Pure’s said FPC Gas Rate Schedules Nos. 1, 3 and 28 contains 
provisions for price escalation of the favored-nation type, which, by their 
terms, are to be activated by the purchase by El Paso of natural gas produced 
within certain geographical limits under similar conditions to the gas sold to 
El Paso by Pure under the said three rate schedules, at a price higher than 
is then being paid to Pure under said Rate Schedule. 

(4) Each of the three said rate schedules provides that, in determining 
whether a future purchase of natural gas by E! Paso has activated the favored- 
nation escalation clause of the said rate schedule, due consideration shall be 
given to all other pertinent factors. In the case of Pure’s Gas Rate Schedule 
No. 3, “quantity” is specifically excepted from the category of “other perti- 
nent factors.” 

(5) On or about December 26, 1958, El Paso began purchasing from West 
Texas Gathering Company (a Texas corporation which is a “natural-gas” com- 
pany) natural gas for resale in interstate commerce to ultimate consumers, at 
an initial price of 18 cents per Mcf, under a contract dated January 8, 1958. 

(6) In addition to the sale to El Paso, West Texas sells natural gas to 
Pioneer Natural Gas Company for resale in intrastate commerce, primarily for 
industrial purposes, and to C. V. Lyman for resale in the City of Kermit, Texas. 

(7) West Texas transports the gas which it sells to El Paso, Pioneer and 
Lyman from the fields in which said gas is produced to the various points of 
delivery through pipe lines wholly within the State of Texas and is, in fact 
a pipeline company as well as a “natural-gas company.” 

(8) Because of the large average volumes available for the wells contracted 
to and connected with West Texas’ pipe line system and the high pressures 
(more than 4,000 psia in each case) at which gas is produced from the Em- 
peror Field wells so connected in the Devonian, Fusselman and Ellenberger 
formations, these wells can be utilized, in periods of peak demand to meet 
heavy requirements upon the El Paso system in the same manner and with 
approximately the same effect as an equal volume of gas could be made avail- 
able from a storage field located as conveniently to the same main line con- 
nection points with the said El Paso system. 

(9) The fact that the market of West Texas’ principal other customer— 
Pioneer—is largely for irrigation purposes and the peaks of such market occur 
during the summer months and not coincident with the peaks of El Paso tends 
to increase the value to El Paso of West Texas’ gas as a substitute for the 
maintenance of a storage field with equal capacity. 

(10) The availability and usefulness (as a substitute for gas from storage) 
of the gas purchased by El Paso from West Texas under the contract of 
January 8, 1958, constitutes a “pertinent factor” other than “quantity” within 
the meaning of those terms as used in the contracts filed as Pure’s FPC Gas 
Rate Schedules Nos 1, 3 and 28. 

(11) The sale and delivery of natural gas on and after December 26, 1958, 
from the Emperor and South Kermit Fields in Winkler County, Texas and 
within 125 miles of Andrews, Texas, by West Texas to El Paso under the said 
contract of January 8, 1958, does not constitute a basis and justification for 
the escalation claimed by Pure in the prices to be paid for gas by El Paso 
under Pure’s said FPC Gas Rate Schedules Nos. 1, 3 and 28. 

(12) Pure’s applications for rate increases, filed as Supplements Nos. 6, 8 
and 2 to Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28 respectively, are not 
justified and should be dismissed. P 

(13) Pure should be required to refund to El Paso, with interest from date 
of payment, all sums collected under and by reason of the undertakings filed 
August 27, 1959, and made effective as of August 2, 1959, on account of the 
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said rate increases heretofore filed and accepted for filing as Supplements Nos. 
1, 3 and 28 respectively. 

(14) It is proper that Pure Oil Company shall bear all costs incidental to 
the making of the refunds hereinafter ordered. 


ORDER 
WHEREFORE, IT IS ORDERED, subject to review by the Commission that: 


(A) The application for proposed increased rates and charges filed as Sup- 
plement No. 6 to Pure Oil Company’s FPC Gas Rate Schedule No. 1, as Supple- 
ment No. 8 to Pure Oil Company’s FPC Gas Rate Schedule No. 3 and as 
Supplement No. 2 to Pure Oil Company’s FPC Gas Rate Schedule No. 28, 
heretofore filed, and suspended by Commission order of February 27, 1959, are 
hereby dismissed for lack of justification. 

(B) The increased rates and charges contained in the said Supplements to 
Pure Oil Company’s FPC Gas Rate Schedules Nos. 1, 3 and 28, and which were 
made effective as of August 2, 1959, under undertakings to refund excess 
charges filed August 27, 1959 and accepted September 8, 1959, are hereby 
cancelled. 

(C) The rates and charges for the sale of natural gas by Pure to El Paso 
Natural Gas Company under Pure’s FPC Gas Rate Schedules Nos. 1, 3 and 28, 
effective prior to the filing of the said three Supplements and the said under- 
takings to refund excessive charges, shall be and remain in full force and 
effect until further action of the Commission. 

(D) Within 45 days from the date when this order shall become effective, 
Pure shall refund to El Paso the difference between the amounts collected 
from El Paso under Supplements Nos. 6, 8 and 2 to Pure’s respective FPC 
Gas Rate Schedules Nos. 1, 3 and 28 and under the undertaking accepted 
September 8, 1959 in regard thereto, and the rates and charges due and pay- 
able by El Paso to Pure under said Rate Schedules of Pure prior to the filing 
and suspension of the said Supplements; together with simple interest at the 
rate of 6 percent per annum, from the respective dates of the receipt of said 
excess amounts by Pure to the date of refund. Pure shall bear all costs inci- 
dental to the making of such refunds. 

(E) Within 60 days from the date when this Order shall become effective, 
Pure Oil Company shall report to the Commission in writing and under oath 
the details of its calculations resulting in refunds ordered pursuant to Para- 
graph (D) above, together with copies of releases from El Paso with respect 
to such refunds. 

(F) To the extent that the motion filed August 17, 1959, by the California 
Companies to dismiss the proposed rate increases here in question is based 
upon Pure’s failure to file cost data with the said applications, the said motion 
is hereby denied. 

GLEN R. Law, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 
UNITED GAS PIPE LINE COMPANY, DOCKET NOS. G-9547 AND G-—10592 
ORDER DENYING PETITIONS FOR REHEARING 
(Issued March 3, 1961) 


Timely petitions for rehearing of our order issued January 4, 1961, 25 FPC 26, 
in the above proceedings have been filed by Mississippi Valley Gas Company, 
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Willmut Gas and Oil Company, City of Memphis Light, Gas and Water Divi- 
sion, Public Service Electric and Gas Company, Philadelphia Electric Company, 
and the United Gas Improvement Company. By that order we decided certain 
principles to be applied in the determination of just and reasonable rates for 
United Gas Pipe Line Company. 

All of the petitioners insist that United has not justified any gas purchase 
payments to Union Producing Company and that therefore the Commission 
erred in including purchase gas costs bused on the prices effective on June 7, 
1954, in United’s cost of service. Petitioners contend that United has not 
shown justification for any payments at all to Union and should, therefore, go 
uncompensated for them. United’s cost of service in these proceedings will 
include no payments to Union above the June 7, 1954, level regardless of any 
higher prices called for in the contracts between Union and United. In order- 
ing these prices included in the record we were guided by extensive knowledge 
and experience gained in reviewing producer prices for sales similar to Union’s. 
Such knowledge and experience indicated that reopening and thereby pro- 
longing these proceedings for a full rate case on Union's pre-1954 prices, which 
were generally lower than the going prices for other producers, could quite 
conceivably work more to the detriment than the benefit of United’s customers. 

All of the petitioners, except Memphis, have also objected to our refusal 
to “roll-in” all of United’s gas purchase costs throughout its system. The 
evidence in these proceedings does not support the unfairness or great dis- 
parity between zones alleged by petitioners. If later filings by United to 
indicate an undue increase in certain zones, our order of January 4, 1961, 
does not operate to preclude petitioners or any other party from showing this 
or any other reasons for reexamining United’s allocations. For the times in- 
volved in these rate proceedings petitioners have pointed to no compelling 
evidence or previous decisions requiring a change from our Method 8 alloca- 
tions. 

Memphis and Mississippi Valley objected to the determination of United’s 
tax liabilities based on the available record. At the time this record was 
made, only one participant in the proceedings indicated any objections to the 
tax evidence as presented by United. No party took appropriate steps to have 
the consolidated tax return put into the record. The question of the proper 
evaluation of tax liabilities for companies participating in the filing of con- 
solidated returns, therefore, cannot properly be decided on the record made in 
these proceedings. Rather than prolong these proceedings to the detriment of 
all parties by waiting for a decision in some other proceeding where a full tax 
presentation is made, we will use tax figures based on the record as it stands. 

Memphis, without citing any specific evidence or legal considerations, objects 
to our affirmance of the examiner’s findings that 61%4 percent is a proper rate 
of return for United for the periods involved. Such general objection is not 
sufficient to cause us to modify our determination with regard to the proper 
rate of return. 

Mississippi Valley has requested that the refunding provisions of our order 
be made specific in regard to industrial customers. As noted by Mississippi 
Valley, it has already appealed this issue in the Court of Appeals for the Fifth 
Circuit where it is awaiting final briefing and argument. The issue was de- 
cided contrary to Mississippi Valley’s position in Gas Service Company v. 
F.P.C., 282 F. 2d 496, (CADC, 1960). 


The Commission further finds: 


The petitions of Mississippi Valley Gas Company, Willmut Gas and Oil 
Company, City of Memphis and the Memphis Light, Gas and Water Division, 
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Public Service Electric and Gas Company, Philadelphia Hlectric Company, and 
the United Gas Improvement Company for rehearing of our order issued Janu- 
ary 4, 1961, in the above proceedings set forth no new facts or legal con- 
siderations which were not fully considered by the Commission prior to the 
issuance of that order, or which having now been considered warrant any 
modification of the said order. 


The Commission orders: 


The petitions for rehearing of our order of January 4, 1961, in the above 
ease filed by the above listed petitioners are hereby denied. 

Commissioner Sweeney not participating. 

Commissioner Kline concurring and filed a separate statement. 

Kune, Commissioner, concurring: 

I concur in the order denying rehearing but wish to add a few words re- 
garding the contention of the intervenors that United has not justified the pay- 
ments made by it to its affiliate, Union Producing Company. 

Intervenors rely on the case of the Mississippi River Fuel Corporation vs. 
United Gas Pipe Line Company, 252 F. 2d 619. That case dealt with the 
period to June 7, 1954 and involved the use of the test year 1953. Independent 
producers were not regulated under the Act at that time, and the only way 
in which the reasonableness of Union’s (the affiliated company) rates to 
United could be determined was by inquiring into such rates in the United 
proceeding. After the decision of the Supreme Court of the United States in 
the Phillips case on June 7, 1954, the Commission provided that all inde 
pendent producers should file their rates with the Commission. Union Pro- 
ducing has filed its own rate schedules, and they have been accepted by us. 
Petitioners, of course, had an opportunity to object to the acceptance of these 
rate schedules by the Commission but did not do so. The fact that Union 
Producing is now under our jurisdiction and is required to file its own rate 
schedules makes the situation entirely different than the situation which ex- 
isted at the time of the decision of the Mississippi River Fuel case. The 
proper time to object to the rates of Union Producing was when it filed its 
rate schedules, and not in a pipeline rate case. 

It will create undue administrative burdens on the Commission if it must 
inquire into the rates of independent producers in pipeline rate cases as well 
as in producer cases. Such a procedure would permit a collateral attack on 
the filed rate of an independent producer. This would seem to be contrary 
to the decision of the Supreme Court of the United States in Montana Dakota 
Utilities Company vs. N.W. Public Service Company, 341 U.S. 246. 

At the time the Mississippi River Fuel case was decided by the court, this 
Commission had held that the City of Detroit case! applied to independent 
producers.2 The court undoubtedly had this in mind and was of the opinion 
that we would proceed to regulate producer gas prices on an individual com- 
pany basis. Further consideration of the question of fixing producer rates has 
convinced the Commission that it is neither administratively practical nor 
economically sound to attempt to regulate independent producers on an indi- 
vidual company cost of service basis, and that instead we should attempt to 
fix prices on an area basis.3 On September 28, 1960, we issued a Statement 
of Policy No. 61-1, 24 FPC 818, setting forth certain guides or prices which 
our experience had led us to believe were proper in certain areas, and we have 
implemented this policy by instituting one area price hearing, and announcing 


1 City of Detroit vs. F.P.C., 230 F.2d 810. 
2 See Union Oil Company of California, 16 FPC 100. 
3 Phillips Petroleum Co., Opinion No. 338, issued September 28, 1960, 24 FPC 537. 
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that we would shortly institute another such hearing for prices in the South 
Louisiana area. We have not yet passed on the question of whether the 
price of pipeline produced gas should also be set on an area price basis or 
whether we should continue to use the cost of service method to determine the 
price as has been done since the passage of the Natural Gas Act. 

In my view it is unnecessary to pass on that question in this case for al- 
though Union Producing is a commonly owned affiliate of United Gas Pipe 
Line Company, it is not engaged principally in the production of gas for its 
affiliated company. On the contrary it is engaged in the business of producing 
both gas and oil and the major portion of its revenues are from the sale of 
oil. It also makes some sales of gas to other pipeline companies. Although 
an affiliated company, the Commission has never sought to regulate its prices 
on a cost of service basis as it has done in the case of pipeline produced gas, 
but has always treated it as an independent producer. If we are to regulate 
and set the prices of independent producers on an area basis, as we have 
announced, rather than on cost of service, it is difficult to see what additional 
evidence United could produce in this case as to Union’s rates if the case were 
returned to the examiner for further consideration of that issue. 

Although I do not believe this is the proper proceeding in which to question 
the reasonableness of Union’s rates, I am satisfied that the rates are not 
excessive. At the time of the hearing the only evidence introduced was as to 
prices charged by other producers in the South Louisiana area. There was no 
proof that any such prices had been reviewed by this Commission or that they 
were anything other than unregulated prices. However, since the date of the 
hearing we have had before us many producer cases involving the rates of 
producers operating in the same general area as Union. Some of these prices 
have come before us after a full hearing such as in the Phillips case, supra. 
Other cases have been considered by us after our staff and the parties had 
submitted cost of service evidence. In every one of these cases we have found 
that rates higher than those paid by United to Union were justified Accord- 
ingly we do not have before us only evidence of unregulated field prices, but 
evidence of field prices, many of which we have considered and found to be 
reasonable. Since we are committed to an area price approach rather than 
an individual company cost of service approach, this evidence would seem to 
be sufficient. 

At least one petitioner has mentioned the inquiry into the rates of the Union 
Producing Company in Docket No. G—13811, et al. It states that the evidence 
in those proceedings does not support the proposed rates and would leave the 
impression that those proceedings show the rates charged by Union to United 
in this case are excessive. Since our attention has been directed to that pro- 
ceeding I feel it is proper to refer to it. I wish to make it clear that I am 
not prejudging that case but I am referring to the evidence in order to show 
that the testimony of every party therein shows that the rates herein are fully 
justified. Union’s evidence in that case shows costs of more than 20¢ per Mcf 
while the staff evidence shows costs of 4.13¢ to 29.4¢ per Mcf based upon 
which the staff has recommended rates varying from 7.06¢ per Mcf in East 
Texas to 11.73¢ per Mcf in Southern Louisiana. Intervenors have introduced 
exhibits showing that Union’s rates should vary from 8.95¢ to 10.02¢ per Mcf. 


4E.g., in the Union Oil Company case, supra, where an increase from 8.797¢ to 
16.0¢ per Mcf was proposed, all intervenors including most petitioners here, strongly 
urged that we settle the case for a price of 15.0¢ per Mcf for most of the past period 
and a price of 16.0¢ per Mcf in the future. After considering several different cost of 
services studies the Commission approved the settlement. See 23 FPC 73, Union Oil of 
California, et al., Docket G-4331, et al. 
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It is true that Docket No. G-13811 deals with the year 1958 and this case 
with the years 1955 to 1957, but when we consider that the average price 
which Union will receive from United under our opinion in this case is 7.06¢,5 
that the average price proposed by staff and intervenors in Docket No. G—13811 
is roughly 30% higher, and that the supporting cost exhibits in that docket 
makes it apparent that the costs in 1958 were not 30% higher than those in 
1955 to 1957, it is apparent that Union’s rates are not excessive for the periods 
here involved. Since intervenors have gone outside the record to refer to the 
proceedings in Docket No. G—13811 in order to create the impression that 
Union’s rates are excessive, I think we are justified in referring to that record 
to correct such misstatements and set forth the facts as disclosed in that 
record. 

I agree with the majority that we should not look into Union’s rates in this 
proceeding, not only because it is not the proper proceeding in which to raise 
this issue, but because I am satisfied that the rates are not excessive. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CHICAGO DISTRICT PIPELINE COMPANY, DOCKET NO. CP61-2 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 6, 1961) 


On July 5, 1960, Chicago District Pipeline Company (Applicant) filed an 
application, as supplemented on July 21, 1960, in Docket No. CP61-2, pursuant 
to Section 7 (c) of the Natural Gas Act, for a certificate of public convenience 
and necessity seeking authorization to construct and operate a tap connection 
and metering facilities on its existing 35-inch Calumet Pipeline No. 3 in Man- 
hattan Township, Will County, Illinois, in order to deliver natural gas to 
Northern Illinois Gas Company( Northern) for resale and distribution in the 
Village of Manhattan (Manhattan) and environs in Manhattan Township near 
Chicago, Illinois. 

Northern is to construct and operate a distribution system in Manhattan 
and the general surrounding area. The natural gas to be delivered by Appli- 
cant to Northern for service to Manhattan will come from Northern’s existing 
authorized contract quantities available from its suppliers. 

Applicant receives natural gas for the account of Northern from Natural 
Gas Pipeline Company of America and Midwestern Gas Transmission Com- 
pany at points near Joliet and Elgin, Illinois, and delivers such gas to North- 
ern at various points in the Chicago area. Applicant does not sell gas to 
Northern, but only transports gas for it. 

The transportation of gas by Applicant for Northern will be made in accord- 
ance with Applicant’s FPC Gas Tariff and service agreements on file with 
the Commission. 

The estimated cost of Applicant's facilities is $9,000 which cost will be paid 
from funds on hand. 


Applicant was granted temporary authorization by letter, dated August 
12, 1960. 


5 See United exhibit 28 which shows the result of applying the June 7, 1954 rate 
schedules to the test year volumes. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on 
February 27, 1961, respecting the matters involved in and the issues presented 
by the application, as supplemented, herein. On February 3, 1961, the Illinois 
Commerce Commission filed a notice of intervention. No other petition to 
intervene or protest to the granting of the application has been received. Staff 
counsel moved orally at the hearing that the intermediate decision procedure 
be omitted and that the Commission render a decision herein pursuant to 
Section 1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Chicago District Pipeline Company, an Illinois corporation 
having its principal place of business in Joliet, Illinois, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of February 3, 1943, in Docket No. G—-289 
(3 FPC 911). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
portation of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of 
the facilities authorized by this order shall be completed and placed in actual 
operation within 3 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Chicago District Pipeline Company, to 
construct and operate the proposed facilities as hereinbefore described, all as 
more fully described in the application, as supplemented, herein, upon the 
terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 3 months from the 
date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CLIF MOCK COMPANY, DOCKET NO. G—17285 


ORDER ACCEPTING OFFER OF SETTLEMENT, AS AMENDED AND CONDITIONED, 
AND TERMINATING PROCEEDING 


(Issued March 6, 1961) 


On November 28, 1958, Clif Mock Company (Mock) tendered for filing Sup- 
plement No. 1 to its FPC Gas Rate Schedule No. 1 proposing to increase its 
rate from 13.49751¢ per Mcf to 16.16947¢ per Mcf at 14.65 psia for its jurisdic- 
tional sales of natural gas to Tennessee Gas Transmission Company (Tennes- 
see Gas) from the Magnet-Withers Field, in Wharton County, Texas (Railroad 
Commission District No. 3). By order issued herein on December 30, 1958, 
the Commission suspended the effectiveness of the proposed increased rate 
until June 1, 1959, and thereafter until such time as it is made effective in 
the manner prescribed by the Natural Gas Act. The increased rate has not 
been collected by Mock. 

On December 29, 1960, Mock submitted an Offer of Settlement pursuant to 
Section 1.18 (e) of the Commission’s Rules of Practice and Procedure with 
respect to this proceeding and its FPC Gas Rate Schedule No. 1. Concur- 
rently with the filing of its Offer, Mock submitted a motion to place the sus- 
pended rate in effect subject to refund as of January 1, 1961. 

Mock, in its Offer of Settlement, proposes that a settlement rate of 14.6¢ per 
Mcf be substituted for the 16.16947¢ per Mcf rate suspended in the above- 
captioned docket to be effective as of January 1, 1961, and that the suspension 
proceedings therein be terminated. Under the terms of the offer, the favored- 
nation and price redetermination clauses would be eliminated from the con- 
tract involved and a revised schedule of three 1.0¢ per Mcf escalations at 
five-year intervals beginning in January 1964 (maximum rate of 17.6¢ per Mcf 
in 1974) would be inserted therein. If the offer is approved, Mock will file 
a contract amendment to give effect to the terms of the settlement. On Janu- 
ary 18, 1961, Mock submitted a supplement to its Offer of Settlement stipu- 
lating that the settlement rate of 14.6¢ per Mcf at 14.65 psia is inclusive of 
all tax reimbursement. 

In support of the Offer of Settlement, Mock states that under its contract 
with Tennessee Gas it is entitled to 13.49751¢ per Mcf for all gas sold, but 
effective January 1, 1961, with the filing of its “Motion to Make Proposed 
Change in Rate Effective,” it will be entitled to 16.16947¢ per Mcf. That, 
however, in the interest of settling this case, it is now willing to accept the 
lower price of 14.6¢ per Mcf for all gas sold to Tennessee Gas from January 1, 
1961 to January 1, 1964, and the other prices set out in the offer, and is fur- 
ther willing to give up for the remainder of the term of the contract the 
important advantage of the favored-nation and price redetermination clauses 
in said contract. Mock further states that the favored-nation and price rede- 
termination clauses were arr important element of consideration required by 
Mock for the long term commitment of its gas reserves to the performance 
of the subject contract. That such clauses provided Mock with the means of 
protecting itself against inflation and insured it of receiving a price approxi- 
mating the current value of its gas during the more than twenty-year term 
of the contract. 


693-489—64———__29 
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Tennessee Gas has concurred in the offer and has agreed to make the stated 
contract changes if the offer is accepted by the Commission. No one has 
protested the offer. 

Since the proposed rate of 14.6¢ per Mcf at 14.65 psia is acceptable under 
the provisions of the Second Amendment of the Commission’s Statement of 
General Policy No. 61-1 [18 CFR, Chapter I, Part 2, Section 2.56], issued 
December 20, 1960, for jurisdictional sales of natural gas for Texas Railroad 
District No. 3, it is believed that the public interest will best be served by 
accepting Mock’s proposed settlement, as amended, and conditioned as here- 
inafter set forth. 

As a condition to this order, Mock will be required to file a notice of change 
in rate for the 14.6¢ per Mcf settlement rate (which includes tax reimburse- 
ment) and to file copies of an executed contract amendment in the form pro- 
posed providing for such rate. Inasmuch as Mock has agreed to make the 
settlement rate of 14.6¢ per Mcf inclusive of tax reimbursement, it would be 
appropriate to amend the contract so as to include such tax provision. 

However, we desire to make it clear that acceptance of this offer of settle- 
ment shall not be construed as approval of any future increased rates pro- 
posed by Mock under the periodic escalation provisions or otherwise. 


The Commission finds: 


The Offer of Settlement submitted by Mock on December 29, 1960, supple- 
mented by its filing of January 18, 1961, in Docket No. G-—17285, is, upon 
adoption of the terms and conditions hereinafter ordered, reasonable, proper, 
and in the public interest in carrying out the provisions of the Natural Gas 
Act, and such proposal, as modified, should be approved and made effective 
as hereinafter provided. 


The Commission orders: 


(A) The Offer of Settlement filed herein on December 29, 1960 and Janu- 
ary 18, 1961, as modified by this order, is hereby accepted upon the terms and 
conditions of this order. 

(B) Mock shall execute with Tennessee Gas, and shall file within 30 days 
from the date of issuance of this order, an amendment to its Gas Purchase 
Contract with Tennessee Gas on file with the Commission as Mock’s FPC Gas 
Rate Schedule No. 1, which filing shall conform to Mock’s Offer of Settlement, 
as modified, in all respects. (See Appendix attached hereto).* 

(C) Mock shall file, within 30 days from the date of issuance of this order, 
a notice of change in rate in conformity with the Offer of Settlement, as 
modified herein, under Part 154 of the Commission’s Regulations under the 
Natural Gas Act. 

(D) Upon compliance by Mock with the terms and conditions of this order, 
the supplement filed in accordance with Paragraphs (B) and (C) hereof, 
providing for the rate of 14.6¢ per Mcf specified in the proposed settlement, 
as modified, shall become effective as of January 1, 1961, and the proceeding 
in Docket No. G-17285 shall be terminated. 

(E) The acceptance of this settlement is without prejudice to any findings 
or determinations that may be made in any other proceeding now pending or 
hereafter instituted by or against Mock. 


* Omitted in printing. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


C. D. DAVIS, ET AL., DOCKET NO. G—19856 
ORDER ACCEPTING OFFER OF SETTLEMENT 


(Issued March 6, 1961) 


On September 30, 1959, C. D. Davis, et al. (Davis) tendered for filing Sup- 
plement No. 5 (amended by Supplement No. 1 to said Supplement No. 5) to 
its FPC Gas Rate Schedule No. 1 containing proposed increased rates to 
14.4248¢ per Mcf for sales of jurisdictional gas to Tennessee Gas Transmission 
Company (Tennessee) from the Bethany Field, Panola County, Texas (R. R. 
District No. 6). By order issued October 23, 1959, the Commission suspended 
and deferred the use of said Supplement No. 5 until April 1, 1960, and there- 
after until such further time as it is made effective in the manner prescribed 
by the Natural Gas Act. Davis has not moved to make its said proposed 
increased rate effective subject to refund. 

On January 26, 1961, Davis submitted an Offer of Settlement pursuant to 
Section 1.18(e) of the Commission’s Rules of Practice and Procedure with 
respect to this proceeding and its FPC Gas Rate Schedule No. 1 as supple- 
mented. 

Davis, in its Offer of Settlement, proposed termination of this proceeding 
and acceptance of the suspended rate of 14.4248¢ per Mcf in consideration of 
which Davis will execute an agreement with Tennessee eliminating the favored- 
nation and price-redetermination clauses from the subject contract and file 
the same with the Commission. In addition, Davis proposes to include therein 
a periodic price increase of 1.0¢ per Mcf commencing on November 1, 1964, 
and increasing 1.0¢ per Mcf on November 1, 1969, and November 1, 1974 in 
substitution for the present schedule of periodic increases. Further, Davis 
proposes to amend the present tax reimbursement provision to provide for 
partial reimbursement of any increase after November 1959 rather than 
April 1954. 

Tennessee has concurred in the Offer of Settlement and stated that it will 
make the proposed contract changes and amendments, if the Commission 
accepts the Offer. None of its customers has intervened in this proceeding or 
expressed opposition to the Offer of Settlement. 

In support of the Offer, Davis states that the contract was negotiated at 
arm’s length; that the proposed rate is a reasonable and fair current price 
for the gas involved and is below the level of prices in contracts recently 
negotiated in the same area; that the redetermination and favored-nation 
clauses were important elements of consideration required for the long-term 
commitment of the gas reserves; and that the latter two clauses provided 
Davis with a means of protecting itself against inflation and increased valua- 
tion of the gas during the term of the contract. 

Davis’ Offer is in conformity with the Commission’s Second Amendment to 
Statement of General Policy No. 61-1, issued December 20, 1960, 24 FPO 1107. 
Said Amendment establishes an area price level for Texas District Nos, 2, 3, 
4, and 6 of 14.6¢ per Mcf at 14.65 psia, provided that no favored nation or 
price redetermination clauses are contained in the producer’s rate schedules 
and further that escalation clauses shall not take effect prior to February 5, 
1963, and thereafter at not less than five-year intervals at not more than one 
cent per Mcf at the end of each such interval. 
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However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Davis under the periodic escalation provision or otherwise. 

The Commission finds: 


The proposed settlement of this rate proceeding on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Davis with 
the Commission on January 26, 1961, and in the Appendix * to this order, is 
in the public interest and appropriate to carry out the provisions of the 
Natural Gas Act and should be accepted by the Commission and made effec- 
tive as hereinafter ordered. 

The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Davis on January 
26, 1961 is hereby approved in accordance with the provisions of this order. 

(B) Davis shall execute with Tennessee an amendment to the gas purchase 
contract, as amended, filed with the Commission as Davis’ FPC Gas Rate 
Schedule No. 1 in accordance with the Appendix attached hereto. 

(C) Davis shall, within 30 days from the date of issuance of this order, 
file with the Commission the executed agreement with Tennessee required by 
paragraph (B) above. 

(D) Upon satisfactory compliance with paragraph (C) above, the rate con- 
tained in Supplement No. 5, as amended, to Davis’ FPC Gas Rate Schedule 
No. 1 is hereby permitted to become effective on the date of issuance of this 
order and the proceeding in Docket No. G—19856 is hereby terminated. 

(E) The acceptance of this Offer of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereinafter instituted by or against Davis. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


DUKE POWER COMPANY, PROJECT NO. 2232 


ama 


ORDER APPROVING PROJECT EXHIBIT 
(Issuea March 6, 1961) 


In accordance with the requirements of its license for Project No. 2232, 
Duke Power Company filed on January 3, 1961 for Commission approval 
Exhibits F and K for the constructed developments under the license. 

Exhibit F is a tabulation of lands included in the project area and shows 
the right to use those lands for project purposes. Commission approval of the 
exhibit as part of the license is not necessary. 

The Exhibit K maps showing the project area and project boundary of the 
constructed developments are designated and described as follows: 


Development FPC No, Sheet No, 
All developments. --_-.---.-.---. 2232-45 Key Map 
TIO WII onc as=san4spe es 2232-46 and-47 K-1 and K-1-A 
NS cs eg 2232-48 and —49 K-2-A and K-2-B 
i i as OR ce ae 2232-50 K-3 
a a 2232-51 K-4 


* Omitted in printing. 
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Development FPC No. Sheet No. 
Mountain Island___...... ee K-6 
Catawba -_...........-........ 2232-53 and -54 K-7-A and K-7-B 
Fishing Creek_.........---«<<<=. 2232-55 K-8 


Great Falls-Dearborn_..... 2232-56 K-9 


Rocky Creek-Cedar Creek Wa- 2232-57and-58 K-10-A and K-10-B 
teree. 





Our approval of the Exhibit K maps will not affect any other provision or 
term of the license. No lands of the United States are affected. 


The Commission finds: 


The above-described Exhibit K maps conform to the Commission’s rules and 
regulations and should be approved as part of the license for the project as 
hereinafter provided. 


The Commission orders: 


The above-described Exhibit K maps are approved as part of the license for 
Project No. 2232. 


Before Commissioners; Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


JOSE BARRERA GONZALEZ, LUZ Y FUERZA SAN PEDRO, S.A., DOCKET 
NO. IT-5960; AND LUZ Y FUERZA SAN PEDRO, S.A. (SUCCESSOR TO 
JOSH BARRERA GONZALEZ), CENTRAL POWER AND LIGHT COM- 
PANY, DOCKET NO. IT-5961 


ORDER SUBSTITUTING HOLDER OF PRESIDENTIAL PEBMIT AND AUTHORIZING 
TRANSMISSION OF ELECTRIO ENERGY TO MEXICO 


(Issued March 6, 1961) 


Luz y Fuerza San Pedro, S.A. (Mexican Company), incorporated under the 
laws of the Republic of Mexico, with its principal place of business at Miguel 
Aleman, Tamaulipas, Mexico, as successor to Jose Barrera Gonzalez of Miguel 
Aleman, Tamaulipas, Mexico, in the ownership of an electric system herein- 
after described, and Central Power and Light Company (Central), incorporated 
under the laws of the State of Texas, with its principal place of business at 
Corpus Christi, Texas, filed a joint application on May 31, 1960, as supple- 
mented on December 6, 1960, for an order, pursuant to Section 202(e) of the 
Federal Power Act, modifying the order issued by the Commission on Sep- 
tember 1, 1955, Docket No. IT-5961 (14 FPC 948), to the extent of authorizing 
Mexican Company, in lieu of Mr. Gonzalez, and Central to transmit electric 
energy from the United States to Mexico over facilities covered by a Presi- 
dential Permit signed by the President of the United States on December 5, 
1945, and released to Mr. Gonzalez on March 6, 1946, Docket No. IT-5960, up 
to 5,000,000 kilowatt-hours per year at a transmission rate not to exceed 1,000 
kilowatts instead of 1,000,000 kilowatt-hours and 400 kilowatts, respectively, 
as authorized by the afore-mentioned order issued September 1, 1955. Mexican 
Company has designated Mr. Manuel Barrera, a resident of Roma, Starr 
County, Texas, as its agent by irrevocable power of attorney. In a joint 
application filed on November 25, 1960, Docket No. IT-5960, Mexican Company 
and Mr. Gonzalez requested that the above-mentioned Presidential Permit 
covering electric transmission facilities at the international border between 
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the United States and Mexico be transferred from Mr. Gonzalez to Mexican 
Company. 

The applications indicate that Mexican Company was organized and incor- 
porated to succeed Mr. Gonzalez as the owner of the electric system serving 
the area in and around Miguel Aleman (formerly San Pedro Roma), Tamau- 
lipas, Mexico, and including the electric transmission facilities at the inter- 
national border between the United States and Mexico at Roma, Starr County, 
Texas, covered by the Presidential Permit released to Mr. Gonzalez on March 
6, 1946. It also appears from the applications that there has been no sub- 
stantial change in the control of this electric system inasmuch as Mr. Gon- 
zalez and members of his family are the stockholders, directors, and officers 
of Mexican Company. More particularly, Mr. Gonzalez is the principal stock- 
holder, a director, and the President and General Manager of Mexican Com- 
pany. 

The energy proposed to be exported will be supplied by Central with deliv- 
ery of the energy being made from Central’s facilities located on the United 
States side of the Rio Grande near the International Bridge, Roma, Starr 
County, Texas. Mexican Company will transmit the energy from such point 
of delivery to Miguel Aleman, Tamaulipas, Mexico, over the facilities de- 
scribed in the Presidential Permit hereinabove referred to. The energy will 
be purchased by Mexican Company from Central in accordance with a sched- 
ule of rates and charges embodied in an electric service contract between 
Mexican Company and Central, dated May 11, 1960, which was filed as an 
exhibit to the application filed in Docket No. IT-5961. 

The energy sought to be exported will be used in and around Miguel Aleman, 
Tamaulipas, Mexico, to meet the increasing needs of Mexican Company and 
its customers. 

Written notice of the application filed in Docket No. IT-5961 has been given 
to the Railroad Commission of Texas and to the Governor of that State. No- 
tice of the filing of the application has also been given by publication in the 
Federal Register on June 18, 1960 (25 F.R. 5549), stating that any person 
desiring to be heard or to make any protest with reference to the application 
should on or before July 6, 1960, file with the Federal Power Commission, 
Washington 25, D.C., a petition or protest in accordance with the Commission’s 
Rules of Practice and Procedure. No petition or protest or request to be 
heard in opposition to the granting of the application has been received. 


The Commission finds: 


(1) The substitution of Mexican Company as the holder of the Presidential 
Permit referred to above, in lieu of Mr. Gonzalez, constitutes the substitution 
of a corporation for an individual who, with his family, owns and manages 
such corporation, and should be permitted as hereinafter provided. 

(2) The transmission of electric energy from the United States to Mexico, 
as limited herein and as hereinafter authorized, will not impair the sufficiency 
of electric supply within the United States and will not impede or tend to 
impede the coordination in the public interest of facilities subject to the jur- 
isdiction of the Commission. 


The Commission orders: 


(A) Mexican Company is hereby substituted as the holder of the Presiden- 
tial Permit signed by the President of the United States on December 5, 1945, 
Docket No. IT-5960. 
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(B) Mexican Company and Central are hereby authorized to transmit elec- 
tric energy from the United States to Mexico in accordance with the terms 
and conditions set forth in the application filed in Docket No. IT-5961 and 
subject to the provisions of this order. The electric energy which Mexican 
Company and Central are hereby authorized to transmit from the United 
States to Mexico shall be in an amount not to exceed 5,000,000 kilowatt-hours 
per year at a rate not to exceed 1,000 kilowatts; the energy to be transmitted 
over the facilities specified in the Presidential Permit referred to in Paragraph 
(A) above. 

(C) The authorization herein granted may be modified from time to time 
or terminated by further order of the Commission, but in no event shall such 
authorization extend beyond the date of termination or expiration of the 
Presidential Permit referred to in Paragraph (A) above. 

(D) Mexican Company and Central shall conduct all operations pursuant to 
the authorization herein granted in accordance with the provisions of the 
Federal Power Act and pertinent rules and regulations or orders issued by 
the Commission. 

(E) Mexican Company and Central shall provide for the installation and 
maintenance of adequate metering equipment to measure the flow of all elec- 
tric energy transmitted from the United States to Mexico pursuant to the 
authority herein granted; and shall make, keep and preserve full and com- 
plete records with respect to the movement of such energy. Mexican Company 
shall furnish in triplicate with respect to such transmission of electric energy, 
reports, annually, on or before February 15, showing the kw hours transmit- 
ted, the maximum kw of transmission and the consideration paid therefor 
during each month of the preceding calendar year. 

(F) This authorization to transmit electric energy from the United States 
to Mexico shall not be transferable or assignable, but in the event of the in- 
voluntary transfer by operation of law (including such transfers to receivers, 
trustees, or purchasers under foreclosure or judicial sale) of facilities used 
for such transmission shall continue in effect temporarily for a reasonable 
time thereafter pending the making of an application for permanent authori- 
zation and decision thereon, provided notice is promptly given in writing to 
the Commission accompanied by a statement that the physical facts relating 
to sufficiency of supply, rates, and nature of use remain substantially the same 
as before the transfer. 

(G) This authorization shall be without prejudice to the authority of any 
State, State regulatory commission, or the Republic of Mexico for the exer- 
cise of any lawful authority vested in the State, State regulatory commission, 
or the Republic of Mexico over Mexican Company and Central. 

(H) This authorization is without prejudice to the authority of this Com- 
mission, or any other regulatory body, with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatso- 
ever now pending or which may come before this Commission, or any other 
regulatory body, and nothing herein shall be construed as an acquiescence by 
this Commission in any estimate or determination of cost or any valuation of 
property claimed or asserted. 

(I) The authorization herein granted shall supersede in all respects that 
heretofore granted by the afore-mentioned order of the Commission issued 
September 1, 1955, Docket No. IT-5961 (14 FPC 948). 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HOPE NATURAL GAS COMPANY, DOCKET NO. G-20380; AND 
COLUMBIAN CARBON COMPANY, DOCKET NO. CI60-97 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PURLIC CONVENIENCE AND NECESSITY 
(Issued March 6, 1961) 


Hope Natural Gas Company (Hope), a West Virginia corporation having 
its principal place of business in Clarksburg, West Virginia, filed on Decem- 
ber 14, 1959, an application (Docket No. G-—20380), and on March 30, 1960, 
August 31, 1960 and January 19, 1961, supplements thereto and on October 3, 
1960 an amendment thereto, pursuant to Section 7 of the Natural Gas Act, 
for a certificate of public convenience and necessity covering the sale of natu- 
ral gas and the exchange of natural gas and those facilities required to ren- 
der the services which are subject to the jurisdiction of the Commission, as 
hereinafter described. 

Hope requests certificate authorization covering the sale and exchange of 
natural gas in the Blackwater Anticline-Northern Extension field, pursuant to 
the agreement made and entered into by Hope, United Fuel Gas Company 
(United) and Atlantic Seaboard Corporation (Atlantic) dated October 9, 1959, 
further amending and supplementing a certain agreement dated November 1, 
1956, as theretofore amended and supplemented by supplemental agreements 
dated November 7, 1957 and October 3, 1958. Hope proposes to deliver to 
Atlantic Seaboard Corporation certain volumes of gas which will be trans- 
ported by Atlantic through its pipeline system in interstate commerce, part of 
which gas will be a direct sale to Atlantic, and the remaining portion will be 
delivered to Atlantic for the account of United Fuel Gas Company (United). 
Any gas so delivered for the account of United will be returned to Hope by 
United at two delivery points between Hope’s and United’s facilities in Kan- 
awha and Wood Counties, West Virginia. The terms and conditions of the 
proposed sale and exchange of gas are the same as those set forth in the 
agreement between said parties on November 1, 1956, which is on file as 
Hope’s Rate Schedule No. IP-12 of its FPC Gas Tariff, First Revised Volume 
No. 2. 

Hope shows that on October 9, 1959, it entered into an agreement (supple- 
mental to the agreement dated November 1, 1956, as supplemented by agree- 
ments dated November 7, 1957, and October 3, 1958) with Columbian Carbon 
Company (Columbian) for the purchase of natural gas to be produced by 
Columbian from the Blackwater Anticline-Northern Extension, Randolph 
County, West Virginia. 

The proposal is to add acreage lying north of and adjoining the lands now 
included in the Blackwater Anticline, as defined in said agreement of Novem- 
ber 1, 1956, as amended by said agreement of November 7, 1957, to be dedi- 
eated to the service authorized in prior dockets. Hope shows that it will be 
necessary to construct approximately 3,000 feet of gathering lines at an esti- 
mated cost of $6,000, which will enable it to connect the one developed well 
jointly owned by Hope and Columbian to Hope’s existing gathering line sys- 
tem now in use. Hope shows that it may be necessary to construct additional 
gathering lines in the future to receive gas from any additional producing 


wells which may be drilled, but that no additional drilling is contemplated in 
the immediate future. 
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The proposed sale and exchange of gas includes not only the natural gas 
to be purchased by Hope from Columbian but also Hope’s own gas to be 
produced from the lands being developed by Columbian and Hope in the 
Blackwater Anticline-Northern Extension field. 

On August 5, 1960, Hope filed Third Revised Sheets Nos. 100 and 123 to 
First Revised Volume No. 2 of its FPC Gas Tariff, including changes in said 
Rate Schedule IP-12 providing for the inclusion of the additional acreage in 
accordance with said agreements of October 9, 1959. 

Hope shows that the gas reserves available to it from the Blackwater Anti- 
cline-Northern Extension are estimated to be seven billion cubic feet. 

Columbian Carbon Company, a Delaware corporation having its principal 
place of business in New York, New York, filed on January 28, 1960, an appli- 
cation (Docket No. C1I60-97), pursuant to Section 7 of the Natural Gas Act, 
for a certificate of public convenience and necessity authorizing it to sell natu- 
ral gas to Hope from acreage in the Blackwater Anticline-Northern Extension 
field, Randolph County, West Virginia in accordance with said gas purchase 
agreement dated October 9, 1959. 

The record shows that the gas involved herein will be commingled by Hope 
with the gas produced by others and that some or all of such commingled gas 
will be transported to points and resold in states other than that in which the 
gas is sold by Columbian. 

The price provided for in said contract between Hope and Columbian, as 
originally proposed was 27 cents per Mcf at 14.73 psia (Columbian’s FPC 
Gas Rate Schedule No. 40). Said contract also provides. that Hope shall re- 
imburse Columbian for 75 percent of new or increased taxes. The estimated 
initial volumes will be 5,000 Mcf per day. The provisions as to delivery pres- 
sure and delivery points are as follows: 

Delivery Pressure: Gas to be delivered against the varying pressures in 
Buyer’s pipeline which line pressure is to be maintained as nearly as prac- 
ticable so as not to exceed 50% of the average rock pressures of Seller’s wells 
as determined on or before June 15, in each year. 

Delivery Point: Delivery shall be at the connection(s) between the gather- 
ing lines to be constructed and owned by Seller and Buyer’s pipeline, the 
points of such connections to be mutually agreed upon. 

Temporary authority was issued by the Commission to Columbian Carbon 
Company on December 20, 1960 to sell natural gas to Hope as proposed in 
Docket No. CI60-97 subject to the following conditions: 

(1) That the initial price therefor shall not exceed 26.91 cents per Mcf at 
14.73 psia. 

(2) The filing within 20 days of a supplement to the rate schedule desig- 
nated as Columbian Carbon Company FPC Gas Rate Schedule No. 35 specify- 
ing the price set forth in (1) above, together with a revised billing statement 
reflecting such price. 

(3) Written acceptance of the temporary authorization by a responsible offi- 
cial of the company within 20 days. 


Said temporary authority was accepted by Columbian on January 9, 1961, and 
on said date the parties amehded said gas purchase contract of October 9, 
1959 to provide that the initial price for gas delivered thereunder shall be 
26.91 cents per Mcf at 14.73 psia. Said 26.91 cent price is reflected in Supple- 
ment No. 1 to Columbian Carbon Company’s FPC Gas Rate Schedule No. 35 
and said supplement was accepted for filing by the Commission 
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On January 3, 1961, the Commission issued temporary authority to Hope 
Natural Gas Company to sell and exchange natural gas as proposed in Docket 
No. G-—20380, subject to the condition that further rate filings, satisfactory to 
the Commission, be made providing an initial rate of 26.91 cents per Mcf at 
14.73 psia for sales of gas by Hope from the Blackwater Anticline-Northern 
Extension. The temporary authorization was further conditioned on accept- 
ance by Columbian of the temporary authorization issued to it in Docket No. 
C1I60-97 on December 20, 1960. 

In compliance with said temporary authorization, Hope filed its third sup- 
plement to its application in Docket No. G-—20380 and entered into an addi- 
tional supplemental agreement to the agreement of November 1, 1956, as 
amended and supplemented, with Atlantic Seaboard Corporation and United 
Fuel Gas Company. Said additional supplemental agreement, dated January 
11, 1961, provides that that portion of winter gas and summer option gas 
which is produced and or purchased in the Blackwater Anticline-Northern 
Extension and sold to Atlantic Seaboard Corporation shall be sold at a rate 
of 26.91 cents per Mcf at 14.73 psia. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
February 23, 1961, respecting the matters involved in and the issues presented 
by the applications herein. No petition to intervene or protest to the granting 
of said applications has been received except a joint petition for leave to 
intervene of United Fuel Gas Company and Atlantic Seaboard Corporation 
filed herein on September 6, 1960, and which was withdrawn by notice filed 
on February 13, 1961. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Hope Natural Gas Company, a West Virginia corporation having its 
principal place of business in Clarksburg, West Virginia, is a “natural-gas 
company” within the meaning of the Natural Gas Act as heretofore found 
by the Commission in its order of April 27, 1943, in Docket No. G-290 (3 F.P.C. 
944). 

(2) Columbian Carbon Company, a Delaware corporation having its prin- 
cipal place of business in New York, New York, an independent producer of 
natural gas, is engaged in the sale of natural gas in interstate commerce for 
resale for ultimate public consumption subject to the jurisdiction of the Com- 
mission, and is, therefore, a “natural-gas company” within the meaning of the 
Natural Gas Act. 

(3) The facilities proposed to be constructed and operated by Hope Natural 
Gas Company as hereinbefore described are to be used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(4) The sales of natural gas hereinbefore described, as more fully described 
in the respective applications, will be made in interstate commerce, subject to 
the jurisdiction of the Commission and such sales by the respective applicants, 
together with the construction and operation of any facilities subject to the 
jurisdiction of the Commission necessary therefor are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 
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(5) The sales of natural gas by the respective applicants, together with the 
construction and operation of any facilities, subject to the jurisdiction of the 
Commission necessary therefor are required by the public convenience and 
necessity and certificates therefor should be issued as hereinafter ordered and 
conditioned. 

(6) The respective applicants are able and willing properly to do the acts 
and to perform the services proposed and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commis- 
sion thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate issued to Hope and to the exercise of 
the rights granted thereunder. 

(8) Staff counsel having requested the omission of the intermediate decision 
procedure, and all the requirements of the provisions of Section 1.30(c) (1) 
{18 CFR 1.30(c)(1)] of the Commission’s Rules of Practice and Procedure 
having been satisfied, sufficient cause exists for the Commission forthwith to 
render its final decision in the instant proceeding. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Hope Natural Gas Company to construct and oper- 
ate the facilities hereinbefore described and to sell and deliver natural gas in 
interstate commerce for resale to Atlantic Seaboard Corporation, part of which 
will be a sale for resale in interstate commerce to Atlantic Seaboard Corpo- 
ration, and the remaining portion will be delivered to Atlantic for the account 
of United, which portion will be returned to Hope by United at two delivery 
points between Hope’s and United’s facilities in Kanawha and Wood Counties, 
West Virginia, all as more fully set forth in the application in Docket No. 
G-203880, subject to the jurisdiction of the Commission. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued upon the terms and conditions of this order, authorizing the 
sale by Columbian Carbon Company of natural gas in interstate commerce for 
resale, together with the construction and operation of any facilities subject 
to the jurisdiction of the Commission used for the sale of natural gas in inter- 
state commerce, to Hope Natural Gas Company, as hereinbefore described and 
as more fully described in the application in Docket No. CI60—-97, such sale to 
continue at the presently effective rate of 26.91 cents per Mcf at 14.73 psia. 

(C) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. The 
time within which regular operations shall be commenced is hereby set at 6 
months from the date hereof. 

(D) The certificate hereby issued to Columbian Carbon Company is not 
transferable and shall be effective only so long as Columbian continues the 
acts or operations hereby authorized in accordance with the provisions of the 
Natural Gas Act and the applicable rules, regulations and orders of the 
Commission. 
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Before Commissioners: Jerome K. Kvykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 
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VALLEY GAS TRANSMISSION, INC.,1 DOCKET NO. G-18520 


ORDER SUBSTITUTING PARTY, ACCEPTING OFFER OF SETTLEMENT, 
ALLOWING PROPOSED RATE TO TAKE EFFECT AND TERMINATING PROCEEDING 


(Issued March 6, 1961) 


On April 27, 1959, Syljo Gas Company (Syljo) tendered for filing a pro- 
posed change in rate for sales of natural gas subject to the jurisdiction of 
the Commission. The proposed increased rate of 15¢ per Mcf? reflecting an 
increase of 5.913¢ per Mcf for sales to Trunkline Gas Company, from the 
Maetze Field, Goliad County, Texas, was designated Supplement No. 7 to 
Syljo’s FPC Gas Rate Schedule No. 2 and was suspended by order of the 
Commission issued May 20, 1959, until October 28, 1959, and until such further 
time as made effective in the manner prescribed by the National Gas Act. 

Pursuant to Syljo’s motion filed October 16, 1959 the subject increased rate 
amounting to an annual increase of $20,520 was ordered to become effective 
as of October 28, 1959, subject to the filing of a bond to assure refund of 
excess charges. Prior to the filing of such bond, however, Syljo submitted a 
Motion to Terminate the subject suspension proceeding and submitted there- 
with cost data in support of such motion, By letter dated February 18, 1960, 
Syljo was granted an extension of time for the filing of the required bond to 
20 days from the issuance date of the Commission’s order regarding the Mo- 
tion to Terminate. Subsequently, on June 138, 1960, Syljo submitted a motion 
to make the subject rate effective under an escrow agreement in lieu of the 
prescribed bond. Then, on October 21, 1960, the Commission issued its order 
denying Syljo’s motion to terminate, and on January 23, 1961, Syljo and Valley 
Gas Transmission, Inc. (Valley Gas) filed a Motion to Substitute Party which 
recited that, effective as of August 1, 1960, Syljo had assigned all of its inter- 
est in the properties covered by the subject rate schedule to Valley Gas. The 
Motion to Substitute Party, therefore, requests that Valley Gas be substituted 
in the proceeding in Docket No. G—18520, insofar as that proceeding relates to 
and covers sales of gas made on or after August 1, 1960. 

Concurrently with the Motion to Substitute Parties, Syljo and Valley Gas 
filed an Offer of Settlement pursuant to Section 1.18 (e) of the Commission’s 
Rules of Practice and Procedure. The settlement offer, provides as follows: 


From October 28, 1959, until January 1, 19655 the rate shall be 14.0¢ 
per Mcf. 

Thereafter there shall be three escalations of 1¢ per Mcf at 5-year inter- 
vals to a maximum rate of 17.0¢ per Mcf in January 1975. 

Favored-nation and price-redetermination clauses are deleted from the 
contract. 

The provision for tax reimbursement above the former 5.72¢ of Texas 
State production tax level, is amended to provide only for reimbursement 
of any increase above the present 7%. 


1 Successor in interest to Syljo Gas Company. 

2 All rates recited herein are at a pressure base of 14.65 psia. 

3 The settlement rate is to be effective for Syljo’s interest from October 28, 1959 to 
August 1, 1960, and for Valley Gas’ interest from August 1, 1960 until January 1, 1965. 
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Trunkline has concurred in the offer and has executed a contract amend- 
ment reflecting the proposed settlement terms. No protests or other comments 
have been filed with respect to the proposed offer. 

The proposed settlement is in conformity with the Commission’s Statement 
of General Policy No. 61-1, as amended, and accordingly, may be approved and 
made effective as hereinafter provided. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates pro- 
posed by Valley Gas under the periodic escalation provision or otherwise. 


The Commission finds: 

(1) The proposed settlement of this rate proceeding on the basis described 
above as more fully set forth in the Offer of Settlement filed by Syljo and 
Valley Gas with the Commission on January 23, 1961, is in the public interest 
and appropriate to carry out the provisions of the Natural Gas Act and should 
be approved by the Commission and made effective as hereinafter ordered. 

(2) Good cause exists for accepting for filing the executed contract amend- 
ment submitted by Valley Gas on January 23, 1961, reflecting the terms of the 
Offer of Settlement, to be effective without refund obligation as of October 28, 
1959. 

(3) The rate suspension proceeding herein should be terminated. 


The Commission orders: 

(A) The Offer of Settlement filed with the Commission by Syljo and Valley 
Gas on January 23, 1959 is hereby approved in accordance with the provisions 
of this order. 

(B) The afore-mentioned contract amendment tendered for filing on Janu- 
ary 23, 1961, is hereby accepted for filing as Supplement No. 8 to Valley Gas’ 
FPC Gas Rate Schedule No. 4 to be effective without refund obligation as of 
October 28, 1959, the end of the suspension period in Docket No. G—18520. 

(C) The rate suspension proceeding in Docket No. G—18520 is hereby ter- 
minated and Syljo and Valley Gas are each discharged from any refund obli- 
gation in this proceeding. 

(D).This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted by or against Syljo or Valley Gas. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


YADKIN, INC., PROJECT NO. 2197 
ORDER FURTHER AMENDING LICENSE (MAJOR) 
(Issued March 6, 1961) 


Application was filed July 20, 1960, by Yadkin, Inc., licensee for major 
Project No. 2197—located on the lower Yadkin stretch of the Yadkin-Pee Dee 
River in Stanly, Montgomery, Davidson and Rowan Counties, North Carolina— 
for amendment of the license for the project as hereinafter specified. 

The application seeks amendment of the license to effect the following 
changes: Tuckertown development—Relocation of proposed powerhouse from 
the right bank to the left bank with the powerhouse being remotely controlled 
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from Badin rather than from High Rock; change in ratings of turbines from 
18,300 horsepower to 17,000 horsepower and ratings of generators from 13,333 
kw to 14,000 kw; minor changes in the dam and powerhouse equipment; and 
elimination of the operators’ village as part of the project works; Falls devel- 
opment—Replacement of Units 2 and 8 in the existing powerhouse with new 
larger units—the old turbines are rated at 9,660 horsepower and the new ones 
at 15,000 horsepower and the old generators are rated at 6,650 kw and the 
new ones at 11,250 kw; installation of new step-up transformers; and elimi- 
nation of the two existing 13.2-kv transmission lines between Falls and Badin 
from the project works now included in the license; and High Rock develop- 
ment—Elimination of the operators’ village as part of the project works. 

The application states that the proposed changes in the Tuckertown develop- 
ment will not alter the present construction schedule set forth in Article 21 of 
the license and that the changes in the Falls development will be completed 
by July 1, 1962, as hereinafter provided in Article 31. 

The effect of the amendment, among others, will be to increase the author- 
ized installed horsepower capacity of the project for the purpose of computing 
the capacity component of the administrative annual charge from 232,700 
horsepower to 247,700 horsepower. 

The Secretary of the Army and the Chief of Engineers, in reporting on the 
application, informed the Commission that the plans of the structures are 
satisfactory insofar as the interests of navigation are concerned and that no 
additional terms and conditions in the interest of uavigation are considered 
necessary for insertion in the license amendment if issued. The plans of the 
structures have been approved in accordance with Section 4(e) of the Federal 
Power Act. 

An Assistant Secretary of the Interior, in reporting on the application, in- 
formed the Commission that the Department of the Interior has no objection 
to the proposed changes. 


The Commission finds: 

(1) The license, further amended as hereinafter ordered, is in the public 
interest. 

(2) Public notice has been given of the filing of the application. 

(3) The authorized installed horsepower capacity of the project for the 
purpose of computing the capacity component of the administrative annual 
charge is 247,700 horsepower and the annual charge for reimbursing the United 
States for the costs of administration of Part I of the Federal Power Act, 
based on such capacity, as hereinafter provided, is reasonable. 

(4) The following exhibits filed as part of the application conform to the 
Commission’s rules and regulations and should be approved as part of the 
license for the project: 

Exhibit J (FPC No. 2197-9), superseding Exhibit J (FPC No. 2197-1), now 
part of the license for the project; 

Exhibit L (FPC Nos. 2197-10, -11, and -12), superseding Exhibit L (FPC 
Nos. 2197-3, —4, and -7), now part of the license for the project; and 

Exhibit M, pages 3, 4, 8, 9, and 9A, filed July 20, 1960, superseding Exhibit 
M, pages 8, 4, 8, and 9 filed February 6, 1956 and now part of the license for 
the project; 
and superseded Exhibit J (FPC No. 2197-1); Exhibit L (FPC Nos. 2197-3, 
-4, and -7); and Exhibit M, pages 3, 4, 8, and 9 filed February 6, 1956, should 
be eliminated from the license for the project. 
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The Commission orders: 


(A) The exhibits specified in finding (4) herein as conforming tv the Com- 
mission’s rules and regulations are approved as part of the license for the 
project and the superseded exhibits specified therein are eliminated from the 
license for the project. 

(B) The license for Project No. 2197—which was issued effective as of 
May 1, 1958, to Carolina Aluminum Company, now named Yadkin, Inc., and 
subsequently amended—is further amended effective as of January 1, 1961, to 
provide for the changes described in the second paragraph of this order; to 
incorporate therein certain exhibits showing said changes; and to eliminate 
therefrom certain superseded exhibits; said amendment being: 

PaRraGRAPH I. The description of the project works at pages 5 and 6 of the 
license is meager and does not conform to the format usually included in 
licenses for major projects. Therefore, the project description, including the 
proposed changes, is revised to read as follows: 

The project consists of: 

(a) All lands constituting the project area and inclosed by the project bound- 
ary or the limits of which are otherwise defined, and/or interest in such lands 
necessary or appropriate for the purposes of the project, whether such lands 
or interest therein are owned or held by the Licensee or by the United States; 
such project area and project boundary being more specifically shown and 
described by certain exhibits which formed part of the application for license 
or of applications for amendment of the license, and which are designated and 
described as follows: 

Evhibit J: (FPC No. 2197-9) General Map of the Yadkin Project. 

(b) All project works consisting of: 

(1) The constructed High Rock Development located about 16 miles up- 
stream from Badin, North Carolina. A concrete dam about 936 feet long 
composed of a powerhouse section, a gated spillway section and two non- 
overflow abutment sections; a reservoir, about 19 miles long with a normal 
full pool elevation of 655 feet, an area of 15,180 acres and useful storage of 
234,866 acre-feet at a drawdown of 30 feet; a powerhouse with an installation 
of three 14,700-horsepower turbines direct-connected to three 11,000-kilowatt 
generators; a step-up substation; a double circuit 100-kv transmission line 
extending to Badin substation; and appurtenant electrical and mechanical 
facilities ; 

(2) The proposed Tuckertown Development to be located about 8 miles up 
stream from Badin, North Carolina. A dam about 1,255 feet long composed 
of a concrete powerhouse section, a concrete gated spillway section and three 
concrete non-overflow sections, and two earth and rockfill non-overflow abut- 
ment sections; a reservoir, about 9 miles long extending to the High Rock 
dam, with a normal pool elevation at 596 feet, an area of 2,560 acres and a 
usable storage of 6,897 acre-feet at a 3-foot drawdown; a powerhouse with an 
installation of three 17,000-horsepower turbines direct-connected to three 
14,000-kilowatt generators; a step-up substation; two short 100-kv tap lines 
to the High Rock-Badin transmission line; and appurtenant electrical and 
mechanical facilities ; ° 

(3) The constructed Narrows Development located about 2 miles from Badin, 
North Carolina. A concrete dam composed of a gated spillway section, a non- 
overflow section and an intake section; a concrete by-pass spillway section 
separate from the main dam composed of a gated section and a non-overflow 
section; a concrete by-pass spillway channel about 1,300 feet long on the left 
bank around the powerhouse; a reservoir, about 71%4 miles long extending to 
the proposed Tuckertown dam, with normal poo] elevation 541.1 feet, an area 
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of 5,355 acres and a usable storage of 128,937 acre-feet at a drawdown of 31.1 
feet; four steel penstocks about 340 feet long; a separate powerhouse con- 
taining four 27,000-horsepower turbines each direct-connected to generators 
having a total capacity of 81,200 kilowatts (Units 1 and 2, 17,100 kw; Unit 3, 
25,000 kw and Unit 4, 22,000 kw); a step-up substation; four transmission 
circuits operating at generator voltage (138,200 volts) connecting with the 
Badin substation; a two-circuit 100- and 110-kv transmission line extending to 
Badin substation; and appurtenant electrical and mechanical equipment; and 

(4) The constructed Falls Development located about 3 miles from Badin, 
North Carolina. A concrete gravity dam composed of a powerhouse section, a 
gated spillway section and a non-overflow section; a reservoir about 2 miles 
long extending to the Narrows Dam with a normal pool elevation of 364 feet, 
an area of 204 acres, and usable storage of 1824 acre-feet at a drawdown of 
10 feet; a powerhouse containing one 9,660-horsepower turbine and two 15,000- 
horsepower turbines direct-connected to one 7,000-kilowatt generator and two 
11,250-kilowatt generators; a step-up substation; a single circuit 100-kv trans- 
mission line extending to Badin substation; and appurtenant electrical and 
mechanical facilities. (The elevations referred to above are based on the 
company’s datum. Elevation Zero of USC & GS datum equals elevation 30.9 
on the company’s datum) ; the location, nature, and character of which are more 
specifically shown and described by the exhibits hereinbefore cited and by certain 
other exhibits which also formed part of the application for license or of applica- 
tions for amendment of the license, and which are designated and described as 
follows: 

Erhibit L: (FPC No, 2197-2) High Rock Development Plan, Elevation and 
Sections: (FPC No. 2197-10) Tuckertown Development Plan and Elevation: 
(FPC No. 2197-11) Tuckertown Development—Typical Sections; (FPC No. 
2197-5) Narrows Development-Plan; (FPC No. 2197-6) Narrows Development- 
Sections; (FPC No. 2197-12) Falls Development-Plan, Elevation and Section; 
and 

Exhibit M: General Description of Equipment for all developments: Nine 
typewritten pages, except for pages 3, 4, 8 and 9, filed in the Commission 
February 6, 1956, and revised pages 3, 4, 8, 9 and 9A filed in the Commission 
on July 20, 1960. 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
including such portable property as may be used or useful in connection with 
the project or any part thereof, whether located on or off the project area, if 
and to the extent that the inclusion of such property as a part of the project 
is approved or acquiesced in by the Commission; also, all riparian or other 
rights, the use or possession of which is necessary or appropriate in the main- 
tenance and operation of the project. 

PARAGRAPH IJ. Article 30 of the license is amended to read as follows: 


Article 30. The Licensee shall pay to the United States the following annual 
charge: 


For the purpose of reimbursing the United States for the costs of adminis- 
tration of Part I of the Federal Power Act, one (1) cent per horsepower on 
the authorized installed capacity (247,700 horsepower), plus two and one-half 
(214) cents per 1,000 kilowatt-hours of gross energy generated by the project 
during the calendar year for which the charge is made. 


PARAGRAPH III. The license for the project is amended to include therein 
the following special condition designated Article 31: 
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Article 31. The Licensee shall commence replacement of Units 2 and 3 in 
the Falls powerhouse with associated facilities not later than July 1, 1961, 
and complete construction not later than July 1, 1962. 

(C) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(D) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) 
of the Federal Power Act and failure to file such an application shall consti- 
tute acceptance of this amendment of license. In acknowledgment of the 
acceptance of this amendment of license, it shall be signed for the Licensee 
and returned to the Commission within 60 days from the date of issuance of 
this order. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. G-—19040; PERMIAN 
BASIN PIPELINE COMPANY (NOW MERGED INTO NORTHERN), 
DOCKET NO. G-—19041 


OPINION AND ORDER DETERMINING RATE OF RETURN, DEFERRING DECISION ON ALLOCA- 
TION OF SYSTEM COSTS, DISALLOWING PROPOSED INCREASED RATES, DIRECTING PAY- 
MENT OF REFUNDS, AND PERMITTING SUBSTITUTION OF LOWER INTERIM BATES 


(Issued March 7, 1961) * 
Syllabus 


1. Use of liberalized depreciation without either deducting acerued tax defer- 
rals from rate base, or taking them into consideration in fixing rate of 
return requires ratepayer to pay more than he would if liberalized depre- 
ciation were not used. P. 438. 

2. Staff’s contention that accrued deferred taxes should be included in capital 
structure at zero percent interest rejected, since this would deprive company 
of any earnings from accumulated deferred taxes and would have same 
practical effect as excluding amount of deferred taxes from rate base. 
P. 438. 

. Benefits of liberalized depreciation should be divided between regulated 
company and ratepayer, with only so much of benefits to company as is 
necessary to provide sufficient incentive to continue using liberalized 
depreciation. P. 439. 

. Commission allows a return of 1.5% on moneys in deferred tax account, a 
sufficient incentive to a regulated company to induce it to take advantage 
of liberalized depreciation. P. 439. 

5. Northern Natural allowed 6.25% rate of return. P. 439. 

. Most pertinent index in forecasting market conditions in near future in 
determining return on common equity is a comparison of recent earnings- 
price ratios of major pipelines, considered in relation to return on book 
value of common stock and variations in business risks and advantages of 
individual companies. P. 441. 

7. Allowance on equity of 10.5% is reasonable and sufficient to enable Northern 
to attract new capital and maintain its fimancial integrity. P. 442. 


* Designated Commission Opinion No. 842. Rehearing denied by order issued April 
20, 1961. 


693-489—64——-30 
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8. Decision on issue of allocating Northern’s system-wide costs deferred until 
hearing in this proceeding is conducted. P. 442. 

9. Proposed allocation of costs with respect to field sales allowed on temporary 
basis, and on condition that such allocation shall be subject to review, 
since there is a temporary imbalance between Northern’s markets and 
supply. P. 443. 

10. Interim order disallows proposed increased rates suspended under Section 


4(e) of Natural Gas Act and permits substitution of lower interim rates. 
P. 444, 445. 


Commissioner Stueck concurring. 
Chairman Kuykendall dissenting in part. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

This pipeline rate case is before us under the interim order procedure we 
have applied in recent cases! providing for hearing and decision of particular 
issues susceptible of being decided prior to the completion of the entire hear- 
ing. It arose on the filing on June 26, 1959, by Northern Natural Gas Com- 
pany (Northern) and its then wholly-owned subsidiary, Permian Basin Pipe- 
line Company (Permian), of proposed increased rates under Section 4(d) of 
the Natural Gas Act (Act). 

Dealing with a preliminary matter, the facts disclose that by Commission 
order issued December 29, 1960, in Docket No. CP61-101, Northern was author- 
ized to acquire Permian by merger and to operate its facilities. That order 
contained the statement that Northern is agreeable to having Permian’s pro- 
posals disposed of as a part of Northern’s rate increase application pending 
herein. This disposition is facilitated by the fact that the cost of service 
adduced by Northern herein was system-wide and included Permian’s costs. 
Also, the only increase proposed by Permian in this proceeding is under its 
Rate Schedule P-1 covering service to Northern, which our December 29, 1960 
order expressly provided will be cancelled. Thus we are not concerned with 
fixing rates for Permian for the future, but we are concerned that Northern's 
refunds to its customers reflect reductions in the rates charged Northern by 
Permian, to the extent Permian’s rates are found to have been excessive; and 
this order will make suitable provision for such refunds. 

By order issued July 24, 1959, we suspended Northern’s proposed increased 
rates until December 27, 1959. On November 27, 1959, Northern filed substitute 
tariff sheets ? reducing the proposed rate increase approximately $900,000 annu- 
ally, or from approximately $10,700,000 to $9,800,000 annually, and by order 
issued February 5, 1960, Northern’s proposed increase was permitted to go into 
effect as of December 27, 1959, subject to refund. Other tariff sheets involved 
herein filed by Northern, which had previously been suspended, were per- 
mitted by the same order to go into effect as of December 29, 1959, subject 
to refund. Northern’s proposed increased rates reflect, inter alia, an annual 
increase in the company’s zoned contract demand service rates heretofore in 
effect subject to refund in Docket No. G—15335. The increase reflects a pro- 
posed 6.75 percent rate of return, compared with the rate of return of 6 per- 
cent allowed Northern in previous settlement orders. 


1See Commission orders issued July 8, 1960, in Southern Natural Gas Company, 
Docket No. G-20509, 24 FPC 26, and August 9, 1960, in Tennessee Gas Transmission 
Company, Docket No. G-19983, 24 F.P.C. 204. 

2 Substitute Fourth Revised Sheets Nos. 4, 5, 6, 9, 10, 11, 14, 15, and 16 to Northern's 
FPC Gas Tariff, First Revised Volume No. 1. 

3 Revised Sheets Nos. 18d, 18e, 18f, 18g, 18m, 18n, 33a, 33b, 33c, 33d, and 33e; and 
Second Revised Sheet No. 18c to its FPC Gas Tariff, First Revised Volume No. 1. 
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Permian’s filing consisted of a revised tariff sheet,* which reflects an increase 
in Permian’s rate of return from 6.5 percent to 6.75 percent under its cost of 
service Rate Schedule P-1 to Northern, heretofore in effect subject to refund 
in Docket No. G—15336. By order issued February 5, 1960, we permitted such 
proposed revised tariff sheet, which had been theretofore suspended, to go 
into effect as of January 1, 1960, subject to refund. 

A hearing, which commenced February 9, 1960, and continued intermittently 
for twelve days, was held on two issues in the case: (1) the proper rate of 
return for the Northern system (including Permian) and related thereto, the 
proper treatment to be accorded accumulated deferred Federal income taxes; 
and (2) the allocation of the costs of the Northern system between jurisdic- 
tional and non-jurisdictional business. By order issued August 19, 1960, we 
granted a motion of staff counsel, made at the hearing, that we determine 
these two issues under the interim order procedure. We also granted staff 
counsel’s motion for omission of the intermediate decision procedure. Oral 
argument herein was held on November 15, 1960. 


Rate or RETURN 


Northern has opposed the determination of the rate of return and allocation 
issues in advance of fixing final rate levels and costs of service. Northern 
contends 1) that any increase in its proposed commodity rates will cause an 
immediate loss of sales and might result in interim revenues insufficient to 
recover the total costs of service finally determined to be proper; and 2) that 
the possibility of a reduction in sales volumes should be taken into account 
in arriving at a fair rate of return, but that the extent of this risk cannot be 
evaluated until final costs and rate levels are known. However, no such risk 
will be created by the present order since we have decided, as more fully set 
forth hereinafter, to defer final determination of the demand and commodity 
levels of Northern’s rates and to use for purposes of interim refunds the allo- 
cation of costs of service proposed by Northern. 

For the reasons discussed below, we conclude that 10.5 percent is the appro- 
priate return on Northern’s equity capital, and that Northern should be allowed 
to earn 1.5 percent on its deferred income tax accruals. On this basis, the 
fair and reasonable over-all return of 6.25 percent to be applied to Northern’s 
net investment rate base is calculated as follows: 


Consolidated capitalization of Northern Gas system, December 31, 1959 


Se I ai ccincnincivenereticalicntnsttetiacisaaigiitaiaivid tatiana 
Accumulated deferred taxes on income 
I i 6d Side cided nnstinnitidacedadendtnadliedl 
Common eguity 





Over-all return 


Return on deferred income tar accruals. The question of the proper treat- 
ment, in fixing rates of return, of amounts accumulated in a deferred tax 
account by reason of a company’s election to use liberalized depreciation, as 
provided in Section 167 of the Internal Revenue Code, has not yet been deter- 
mined by us. The increasing importance of this question is indicated by the 
extent of these tax accruals. In Northern’s case, as shown above, they amount 


4 Third Revised Sheet No. 5 to its FPC Gas Tariff, Original Volume No. 1. 
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to in excess of eight million dollars. Based on reports by the companies to 
the Commission, it appears that the amount of such accruals in the year 1959 
by natural-gas pipeline companies subject to Commission jurisdiction aggre- 
gates some $39,000,000; and total accruals by such companies to date approach 
$110,000,000. The question of how to treat these accruals is now directly 
before us in the present Northern proceeding and a determination must now 
be made that will affect other proceedings before us and those that will arise 
in the future. 

Our previous determinations with respect to the treatment of liberalized 
depreciation have not dealt with the computation of rate of return but rather 
the question of the normalization of taxes. That is, whether a natural-gas 
company should be permitted to compute its income taxes for rate-making 
purposes on the basis of normal straight-line depreciation while using the 
liberalized depreciation method permitted by Section 167 in its tax returns. 
As compared with straight-line depreciation, the liberalized method provides 
higher depreciation deductions, resulting in lower taxes, during the early part 
of the life of a given property, while lower deductions and higher taxes result 
in the later years of the life of the property. The total depreciation deduc- 
tions available to a company over the entire life of a facility and the total 
tax results of such deductions are the same using either method or a combi- 
nation of the two. The comparative advantage provided by the statute allow- 
ing liberalized depreciation is that it defers to the later life of a given prop- 
erty a portion of the taxes on income that would be payable in the early years 
under straight-line depreciation, and gives the company the use of such moneys 
in the interval. 

In the Amere case,> the company and others filed a petition requesting us 
to issue a declaratory order to remove uncertainty relating to the treatment 
of liberalized depreciation. We affirmed our presiding examiner who con- 
cluded that the tax allowance to be included in the company’s cost of service 
should be normalized to conform to the straight-line depreciation methods 
normally used under our Uniform System of Accounts, but that any portion 
of the tax allowance not actually paid in a given year, that is, the deferred 
taxes, should be reserved in a special account to cover the amounts by which 
future taxes would be greater than the normalized taxes reflected in rates. 
This treatment of liberalized depreciation distributes the tax and rate effects 
of depreciation expense equitably over the productive life of a facility and 
implements the Congressional intent to allow regulated industries, like other 
industries, thus to provide all or at least a portion of the additional capital 
needed for desired expansion. 

Order No. 203, 19 FPC 826, put these conclusions into effect by amending 
the Uniform System of Accounts to include a new Account 266,86 Accumulated 
Deferred Taxes on Income, to be credited with amounts by which income taxes 
paid were lower than normal because of the use of liberalized depreciation 
and correspondingly debited when taxes become higher than normal.7 We have 
thus allowed companies such as Northern to accumulate substantial sums in 
these deferred tax accounts and to invest these amounts in company facilities. 
The further question now presented is what return, if any, should the gas 
industry subject to our jurisdiction be allowed to earn on the portion of its 
eapital investment so accumulated. 


5 Amere Gas Utilities Co., et al., 15 FPC 781. 

6 Redesignated Account 281, effective January 1, 1961. 

7 This same treatment is accorded deferred taxes accumulated using accelerated amor- 
tization for tax purposes, as permitted by Section 168 of the Internal Revenue Code. 
Order No. 171, 13 FPC 968, April 21, 1954; Panhandle Eastern Pipeline Co., 18 FPC 
53, Opinion No. 269, April 15, 1954. 
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The position taken by the staff in this and other proceedings is that the 
accumulated deferred tax funds should be included as a part of the capital 
structure of the company at a zero rate of return. Staff argues that it would 
be erroneous to exclude Northern’s accumulated deferred taxes from a factual 
statement of company capital, even though it does not constitute actual debt 
liability, since these funds, which were supplied by the consumer, are avail- 
able for any corporate purpose except dividend payments, including investment 
in facilities on which the company would expect to be allowed a rate of 
return. Accordingly, staff contends that this amount may appropriately be 
included as debt in determining the relative proportions of debt and equity. 
Furthermore, it contends that such amount should be included at zero Gost 
since the consumer provides these funds through the payment of rates at no 
cost to the company. Under staff’s approach, the percentage of debt capitali- 
zation would be increased to 55.34 percent and the over-all cost of debt would 
be reduced from 4.01 percent to 3.88 percent. This would leave the same 
return of 2.15 percent on debt including deferred taxes and would reduce the 
over-all return to 6.22 percent. 

Northern, on the other hand, takes the position that it should be permitted 
to invest the tax accruals in facilities, which would become a part of its rate 
base, without including such investment as a part of its capital structure and 
without requiring any reduction in the rate of return to take account of the 
earnings from such facilities. 

Northern argues that the funds represented by tax reserves are not con- 
tributed by nor do they belong to the customer, who under prescribed account- 
ing procedures pays the same amount for income taxes whether or not the 
company takes advantage of the liberalized depreciation provisions of the 
Internal Revenue Code. If the company owns the funds, says Northern, the 
company’s profitable use of such funds intended by Congress, including even 
their possible investment in non-regulated business, should not be precluded 
by regulatory action. Northern suggests that without the prospect of earning 
a return on the funds so provided, there would be little reason for the utility 
management to elect a rapid depreciation. It further suggests that allowing 
such funds to earn a return might improve a natural-gas company’s financial 
standing and reduce its costs of financing, thereby benefitting its customers. 
Northern would thus use a capitalization excluding the deferred tax item 
composed of debt 54.5 percent, preferred stock 13.5 percent, and common equity 
32 percent. Applying a 10.5 percent rate of return on equity to this capital 
structure would result in a return to Northern of 6.34 percent computed as 
follows: 


Ratio Cost Return 





Percent | Percent | Percent 


DUR: « <cabitnstbinctaccsiiadbanchsncidsindéinsindiahtanedbebinaiendbaa 54.5 4.01 2.19 

IOS DU i dite shkncunlacinh stn eetrndiaaiediibiaenanatdiaaliidagladatiiaaia 13.5 5.88 .79 

CMMI NI 2s. i conc 5 dis ndhsdienc dae Redd ndaecdabuhanctiausdh 32.0 | 10.5 3. 36 
| 


COTE CRE a 5 a knicks camiccceielnccinawianabhanbebeneetinnamne a oe ieiaeeetna | 6. 34 


The use of liberalized depreciation by companies subject to Federal or state 
regulation has been the source of much litigation. Many jurisdictions have 
taken the view that a regulated company may not include in its cost of service 
any larger amount for taxes than the amounts actually paid by it. The effect 
of this method, commonly referred to as the flow-through method, is to pass 
on to the rate payers immediately all savings accruing as a result of the use 
of liberalized depreciation. Other jurisdictions have taken the view that nor- 
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malization of taxes should be permitted. As stated above, we took this view 
in our decision in the Amere case, supra, and adhered to it in our opinion in 
the Zl Paso® and United Fuel® cases. See also Panhandle Hastern Pipe Line 
Company, 13 FPC 53, Opinion No. 269, dealing with the treatment of acceler- 
ated amortization under the provisions of Section 168 of the Internal Revenue 
Code. 

In those jurisdictions which have taken the view that normalization of taxes 
should be permitted there has been a divergence of views as to how the 
accumulated tax funds should be treated. Some have been of the view that 
the amount of accumulated deferred taxes should be deducted from the rate 
base.1° Others, including this Commission in the Panhandle case, supra, have 
been of a contrary view. Some jurisdictions have adopted the view, urged hy 
our staff, that the accumulated deferred taxes be included as a part of the 
capital structure at a zero percent rate of return.11 In New York, the Public 
Service Commission has held that the benefits of liberalized depreciation should 
be divided between the ratepayers and the company and has permitted the 
company to earn a small rate of return on the moneys accumulated from 
deferred taxes,1? 

Although we have not previously been confronted with this precise question, 
some aspects of it have been raised in two cases decided by us which have 
been subsequently appealed to the courts. In both of these cases, the court 
affirmed our view that normalization of taxes should be permitted. In the 
City of Detroit case, an appeal of the Panhandle Eastern Pipe Line Company 
decision, supra, the Court in discussing the question of whether the accumu- 
lated deferred taxes should be deducted from the rate base said: 


Were the tax savings deducted from the rate base, the taxpayer here 
would not receive the intended benefit. The valuations upon which it is 
entitled to earn a fair rate of return would be decreased by the amount 
of the savings. In placing the savings at the disposal of Panhandle under 
the limitations specified, the Congressional intent is effectuated. The funds 
go into a reserve account for the payment of the deferred taxes to accrue 
after the five-year amortization period. Though thus earmarked, the funds 
are available for income-producing purposes. Unless this is permitted, it 
is difficult to see how Panhandle could benefit substantially from Section 
124A. This statute, unlike the Natural Gas Act itself, is not for consumer 
benefit. It has a different public policy and should be given effect as 
intended by Congress. Furthermore, the solution of the Commission does 
not result in higher rates to the consumer. It simply does not operate 
to reduce them. It aids Panhandle but neither aids nor harms the peti- 
tioners. We think this is the result sought by Congress. 


In the El Paso case,* an appeal of the Hl Paso decision, supra, the court 
in discussing our treatment of liberalized depreciation said: 
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* * * Tt is the obligation of all regulated public utilities to operate with 
all reasonable economies. This applies to tax savings as well as economies 
of management. The net result of this, of course, is that such savings 


8 El Paso Natural Gas Company, 22 FPC 260. 

9 United Fuel Gas Company, 23 FPC 127. 

10 See, for example, City of Alton v. Commerce Commission, 19 Ill. (2d) 76, 165 N.B. 
(2d) 518, 522. (This is also the position of the Civil Aeronautics Board.) 

11 See, Re Empire District Electric Company, 23 PUR 3d, 45 (Kansas); Re Michigan 
Gas ¢€ Electric Company, 24 PUR 3d, 278 (Michigan); Re Ohio Fuel Gas Company, 25 
PUR 3d, 207 (Ohio); Re Pacific Power ¢ Light Company, 34 PUR 3d, 36 (Oregon). 

12In Re Central Hudson Gas € Electric Corporation, 28 PUR 3d, 317, 320 (1959). 

13 City of Detroit v. F.P.C., 230 F. 2d, 810 (CADC 1955). 

14 El Paso Natural Gas Company v. F.P.0., 281 F. 2d 567 (CA5 1960). 
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as are effected are passed on to the consuming public. This we consider 
to be the natural and necessary consequence of rate regulation. * * * 
- * ” * - 7” * 


* * * Therefore, we approve the Commission’s treatment of the “saving” 
resulting from using the declining balance method of depreciation for tax 
purposes but computing its taxes for rate making purposes on the straight 
line method of depreciation, placing such “savings” in a special reserve to 
be used to equalize tax payments in later years. These amounts can never 
represent added return to the company because of the restriction as to 
their use. * * * 


Although the question of what consideration should be accorded the amounts 
in the deferred tax accounts was not directly before either of these courts, 
it would seem that, as urged by Northern, the City of Detroit case supports 
its point of view, while the Zl Paso case would seem to support the staff’s 
view. 

It is true that the City of Detroit case dealt with accelerated amortization 
only and the El Paso case with liberalized depreciation, and different statutes 
having a different legislative background are involved. We believe it wiser 
not to attempt to distinguish between these two statutes but to adopt the same 
view as to all tax accruals, whether obtained from use of Section 167, dealing 
with liberalized depreciation, or Section 168, dealing with accelerated amorti- 
zation. 

The Panhandle (City of Detroit) case was considered by us shortly after 
the enactment of Section 168. At that time, neither we nor the courts were 
fully aware of all of the consequences which would result if moneys in the 
deferred tax accounts were considered as belonging solely to the company. 
Thus, the statement in the above quotation from the City of Detroit case that 
to permit the company to use the funds for income-producing purposes would 
not result in higher rates to the consumer has on more careful consideration 
been disclosed to be erroneous. 

If we were to adopt the view urged on us by Northern and the apparent 
view of the court in the City of Detroit case that moneys in the deferred tax 
account were the company’s money and that it was entitled to all income 
produced from such moneys, it would be necessary to include in the cost of 
service an additional sum of 108.33 percent (the ratio which the 52 percent 
corporate income tax rate bears to the amount of 48 percent retained by the 
taxpayer) of the amount earned on such moneys for the payment of Federal 
income taxes. To illustrate this point, in the present case if the $8,376,740 
in Northern’s deferred tax account is neither deducted from the rate base nor 
included in the capital structure at less than the 614 percent rate of return 
prescribed for Northern, Northern will presumably earn on this money at the 
allowed rate of 6% percent a sum of approximately $523,500.00. However, 
this will increase its actual Federal income taxes by $567,125.00. Since North- 
ern is entitled to include its actual taxes in its cost of service, the ratepayer 
would be required to pay this additional sum and would be penalized in this 
amount by reason of the fact that Northern took advantage of liberalized 
depreciation. - 

In the case of those companies operating in states having corporate income 
taxes, an additional amount would have to be included in the cost of service 
as an allowance for state income taxes. 

Furthermore, our staff argues that if Northern, instead of obtaining these 
sums through use of the liberalized depreciation, had borrowed this amount 
on the market at the prevailing rate, the entire amount of interest would have 
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been deductible for tax computation purposes and the amount of taxes in- 
cluded in the cost of service reduced. Thus, assuming that Northern had 
borrowed this money at 5 percent, its interest cost of $418,800 (5 percent of 
$8,376,740) would have been a further deduction in the computation of its 
income taxes, resulting in a lowering of the amount of Federal income taxes 
to be included in its cost of service by $218,780 (52 percent of $418,000). 
Although we consider it unrealistic to assume that a company would borrow 
as senior debt all of the moneys needed by it, and that it would be more fair 
to consider that additional moneys would be obtained without substantial 
change in the existing ratio between debt and equity, it is entirely possible 
that in some instances all of the money would be borrowed. In such cases, 
the use of liberalized depreciation would require higher rates to be paid by 
the ratepayer unless the rate of return allowed on the deferred tax moneys 
was fixed so that the combined return and associated taxes would be less 
than the return in the event the moneys were raised through the issuance of 
bonds or other debt securities. 

Since use of liberalized depreciation without either deducting the accrued 
tax deferrals from the rate base, or taking them into consideration in fixing 
a rate of return requires the ratepayer to pay more than he would be required 
to pay if liberalized depreciation were not used, we must reject the company’s 
position. 

While we thus believe it is unnecessary to reject Northern’s contention we 
must for equally sound reasons reject the contention of our staff that the 
accrued deferred taxes should be included in the capital structure at zero 
percent interest. The treatment suggested by staff would deprive the company 
of any earnings from the accumulated deferred taxes and would have the 
same practical effect as though the amount of deferred taxes were excluded 
from the rate base. This would deprive the company of most of the benefits 
arising from use of liberalized depreciation. Northern and other companies 
appearing before us have stated that if this is done that no valid reason exists 
for continuing to take advantage of the liberalized depreciation statute and 
that they may return to straight-line depreciation in the computation of their 
Federal income tax liability. Experience has shown that this is not an idle 
threat. Many, probably a majority of the companies regulated by commissions 
which have required that the benefits accruing as a result of the use of liber- 
alized depreciation be passed on to the ratepayer, either by adoption of the 
flow-through method, or by requiring that the accrued deferred taxes be 
deducted from the rate base, have ceased to take advantage of Section 167 
of the Internal Revenue Act and have returned to straight-line depreciation 
in the computation of their income taxes.15 

It is obvious that Section 167 affords definite advantages over the use of 
straight-line depreciation in that it lowers the amount of taxes currently pay- 
able. The use of the moneys not currently paid to the Treasury as taxes is 
a definite material advantage to the person having the use of such moneys. 
To adopt a policy which would give all of this advantage to the ratepayer 
and none to the company, and which, as experience has shown, will very 
probably result in the failure of the company to use liberalized depreciation, 
would be extremely shortsighted on our part. 


15 Many electric companies over which both this Commission and state commissions 
have accounting or rate jurisdiction, whose principal operations are in a state that has 
required flow-through or deduction from the rate base for rate-making purposes have 
notified this Commission that they are no longer taking advantage of liberalized depre- 
ciation under Section 167. We are advised that a majority of the regulated companies 
in such states have ceased to use liberalized depreciation. 
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In our view, the best solution to this problem is to divide the benefits of 
liberalized depreciation between the regulated company and the ratepayer. 
In dividing these benefits between the ratepayer and the company, we are 
guided by the principle that it is our duty to protect the consumer, and adopt 
rate-making principles which will assure the lowest possible rates. Accord- 
ingly, we believe that the major portion of the benefits accruing from the use 
of liberalized depreciation should go to the ratepayer, and the company should 
be allowed only so much of the benefits accruing from the use of liberalized 
depreciation as is necessary to provide it with a sufficient incentive to con- 
tinue to use liberalized depreciation, and not return to the use of straight-line 
depreciation in the computation of its income taxes. How much of a return 
should be allowed on the moneys in the deferred tax account to assure their 
continued use is largely a matter of judgment based upon such factors as our 
knowledge of the money market, and our estimate as to what course most 
regulated companies will elect to pursue in the future. After careful consider- 
ation of all of the various factors involved, we are of the opinion that a 
return of 1.5 percent on moneys in the deferred tax account is a sufficient 
incentive to a regulated company to induce it to take advantage of the provi- 
sions of Section 167. We are further of the opinion that any figure appre- 
ciably lower than this will probably cause the company to return to the use 
of straight-line depreciation with its corresponding loss of benefits to the 
ratepayer. 

Assuming a 10.5 percent return on equity, the allowance of a 1.5 percent 
return on the deferred tax account moneys results in a return of 6.25 percent 
to Northern as compared with a return of 6.34 percent if we allowed the 
company the same return on the tax moneys as it earns over-all, or a return 
of 6.22 percent if the staff view of a zero percent return on the deferred tux 
moneys were adopted. 

Although our decision to allow a return of 1.5 percent is largely a matter 
of judgment as to what return we believe necessary to serve as an incentive 
to induce Northern to continue to use liberalized depreciation, it is supported 
by various computations. If, having allowed Northern a return of 6.25 per- 
cent, it should decide to go into the market to borrow money instead of raising 
it by use of the liberalized depreciation provisions of the income tax law, it 
would probably have to pay in the neighborhood of 4.5 percent to 5.0 percent 
for its senior debt money under present market conditions. This would result 
in a net return to existing stockholders of 1.25 percent to 1.75 percent 1® on 
the borrowed money. To allow less than 1.5 percent return on the deferred 
taxes would mean that it might be more profitable for Northern’s stockholders 
to enter the money market and borrow this money rather than take advantage 
of the provisions of Section 167. 

We have stated earlier that it is probably neither fair nor realistic to 
assume that Northern will borrow all of this money. Accordingly, we have 
considered what would happen assuming that Northern raised its money in 
any one of several different ways. For purposes of illustration we have shown 
on the attached table the return to the company and the cost to the ratepayer 
of raising capital from average industry sources.17 From this example it is 
apparent that the cost to the ratepayer if Northern would use straight-line 
depreciation and raise its capital through ordinary industry sources would be 
$716,000 more per year than if it used liberalized depreciation, while the in- 





16 This is a rough computation only, and the actual net return to the stockholders 
might be slightly higher. 


17 This illustration of 60 percent debt, 10 percent preferred stock and 30 percent com- 
mon equity is very close to the average capital structure of major pipeline companies. 
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creased benefit to the company stockholders would be only $150,000. (This 
increased benefit would, of course, go to more stockholders since the example 
assumes the raising of additional equity). Consideration of this and other 
similar examples lends support to our conclusion that a figure of 1.5 percent 
provides a reasonable, but not excessive, incentive to Northern. 

Apart from earnings, the use of deferred taxes to supply a portion of the 
company’s capital requirements has certain material advantages. The substan- 
tial sums involved are readily available without resort to the market, and 
such additions to capital serve to reduce the company’s debt ratio. The acqui- 
sition of plant by use of deferred taxes provides additional security not sub- 
ject to lien on which new loans can be based, perhaps at lower interest rates 
than would otherwise be possible.* Furthermore, deferred tax funds accumu- 
lated between rate cases and invested in plant may, during that period, increase 
the company’s earnings. Finally, the accumulation of deferred taxes increases 
the company’s funds available for expansion without issuing additional com- 
mon stock. It thus gives the existing stockholders the entire benefit of any 
earnings from the new investment. Our conclusions, giving due consideration 
to all the factors involved, is that these advantages, taken with a net return 
of one and one-half percent, constitute a reasonable and sufficient incentive 
to the pipeline industry to use liberalized depreciation for tax purposes and 
secure for its customers the substantial savings made possible by the statute. 
This mutually beneficial result gives such effect to the purposes of the tax 
statute as is appropriate within the principles of regulatory law expressed 
in the Natural Gas Act. 

Return on Common Equity. Northern claims 11.7 to 12 percent, and the 
staff recommends 10.2 percent, as the appropriate return on Northern’s equity. 
Comprehensive market data was introduced in evidence and analyzed in vari- 
ous ways to demonstrate the level of net earnings required to enable Northern, 
as compared with enterprises of corresponding risk, to attract sufficient equity 
capital. While most of this data is relevant in some degree to any attempt 
to forecast market conditions in the near future, the most pertinent index is 
a comparison of the recent earnings-price ratios of the major pipelines, con- 
sidered in relation to return on book value of common stock and variations 
in the business risks and advantages of the individual companies.!% 

For the past six years Northern’s earnings-price ratios have shown a tend- 
ency to be slightly higher than those of other pipelines. During the same 
period, however, Northern has experienced no unusual difficulty in raising 
substantial sums through the sale of its bonds and preferred and common 
stocks. These facts, considered in the context of the other market and busi- 
ness data, indicate that the return claimed by Northern would be unnecessary 
and unreasonable. On the other hand, Northern’s return on book value of 
common stock has been substantially less than that experienced by the other 
pipelines throughout this period. This may reflect, in part, relative disadvan- 
tages in Northern’s operations, particularly the fact that a substantial portion 
of Northern’s extensive system is devoted to low load factor service to small 
communities with limited growth potential. These factors suggest a return 
somewhat higher than the 102 percent recommended by staff and recently 
approved for Southern,” whose earnings experience has been more favorable. 
We have carefully considered Northern’s market predictions and arguments 


18 To the extent that lower interest rates result, this will also benefit the consumer. 

19 See discussion of earnings-price ratios in Commission orders issued July 8, 1960, in 
Southern Natural Gas Company, Docket No. G-20509, 24 FPC 26, and August 9, 1960, 
in Tennessee Gas Transmission Company Docket No. G-19983, 24 FPC 204. 

20 See note 19 supra. 
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based thereon but find that they are not of such weight as to alter our con- 
clusion that an allowance on equity of 10.5 percent is reasonable and sufficient 
to enable Northern to attract new capital and maintain its financial integrity. 


ALLOCATION OF COSTS 


Opposition is made, primarily by the Coal Interveners,™ to our deciding at 
this stage of the proceeding the issue of allocating Northern’s system costs. 
The Coal Interveners contend that Northern relies on evidence that the costs 
allocated to the commodity component under the so-called Seaboard approach 
as heretofore applied to Northern 22 would, when translated into commodity 
rates, result in prices for main line interruptible industrial sales and sales for 
resale for interruptible industrial usage, that are higher than prices for com- 
peting fuels, resulting in the likely termination of such sales. The Coal Inter- 
veners contend that consideration of such evidence would necessitate consider- 
ation also of matters of rate level, rate design, and prices of competing fuels, 
matters which they say are not in issue in this phase of the proceeding under 
our order issued August 19, 1960, providing for the interim order procedure 
herein. The Coal Interveners also contend that if such matters are to be 
considered, the Coal Interveners are entitled to cross examine and put on 
rebuttal evidence with respect thereto. The Commission’s staff also evidently 
feels that if we consider the effects of an allocation of costs in relation to 
prices for competing sales, decision on the cost allocation issue should be 
deferred until the hearing is concluded. Northern too takes the position that 
we can decide the allocation issue now only if we accept its proposed alloca- 
tion as distinguished from staff's. 

In view of the positions of the parties described above, we are of the view 
that decision on the issue of allocating Northern’s system-wide costs should 
be deferred until the hearing in this proceeding is concluded. However, as to 
the allocation of costs to certain field sales made by Northern described below, 
considering the temporary character of such sales, among other circumstances, 
we can and shall decide what costs shall be allocated to them without deciding 
what general principles should be applied in a system-wide allocation. In 
view of our action deferring decision on the system allocation issue until the 
record is completed, we need not pass on claims that the examiner erred in 
admitting or rejecting evidence in this stage of the proceeding. 

Northern’s field sales.—Northern previously made field sales of gas, now 
terminated in conformity with the contract provisions, to Panhandle Eastern 
Pipe Line Company and Cabot Carbon Company, at a price of 13.5 cents per 
Mcf. In allocating costs against these sales, Northern proposes to treat costs 
as equivalent to the revenues therefrom, and credit such revenues against the 
cost of service. According to Northern, the allocation of costs against such 
sales to the extent proposed by staff would result in large annual losses on 
these sales and necessitate their termination, notwithstanding that the sales 
are necessary from the gas supply point of view and that they benefit the 
system by reducing the cost of service to other customers some $204,331 annu- 
ally. Also the company argues that continuation of these sales is essential 
to permit Northern to take from the Kansas Hugoton Field the allowables 


21 Fuels Research Council, Inc., National Coal Association, United Mine Workers of 
America, Mid-West Coal Producers Institute, Inc., Upper Lake Docks Coal Bureau, Inc., 
and The Chesapeake and Ohio Railway Company. 

22 The Seaboard method was first applied in Commission Opinion No. 225 issued April 
25, 1952, in the Atlantic Seaboard Corporation case, 11 FPC 43, and was subsequently 


applied to Northern’s system as set forth in Opinion No. 228, 11 FPC 123, and Opinion 
No. 281, 14 FPC 11. 
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assigned it by the Kansas Corporation Commission, and to make up its under- 
production in that field, since otherwise it runs the risk of having its under- 
production cancelled. 

The Kansas Corporation Commission also takes the position that, to aid it 
in carrying out its responsibilities respecting the protection of correlative 
rights and of conservation, we should follow Northern’s proposed allocation 
respecting these field sales. The Kansas Commission points out that in recent 
months Northern has not taken the allowable production of wells supplying it 
in the Kansas Field, which has resulted in underages in production and the 
eancellation of underproduction. According to the Kansas Commission, the 
only expedient way of correcting such conditions is by field sales of gas be- 
tween the pipeline purchasers; however, it contends that staff’s proposed alloca- 
tion would foreclose the possibility of the above such sales by Northern. 

Staff would allocate to these sales costs of 18.23 cents per Mef, representing 
Northern’s average cost of all purchased gas plus production and gathering 
charges, instead of the 13.5 cents proposed by Northern. Staff argues that 
these sales’ total costs substantially exceed the revenues therefrom; and 
Northern’s allocation would thus unfairly discriminate against the company’s 
other customers by requiring their sales to bear these additional costs. Fur- 
ther, staff submits that the jurisdictional transmission line customers would 
be better off if the sales were terminated, since the added costs such customers 
would then have to pay would be small and some 29,000,000 Mcf of gas per 
year would be saved for Northern’s customers. The claimed effect of North- 
ern’s allocation in rectifying the underproduction situation in the Kansas 
Hugoton Field would not justify burdening the transmission line customers 
with costs of $1,003,813 properly chargeagle to the field sales, says staff. 

We conclude that Northern’s proposed allocation of costs with respect to the 
above-described field sales to Panhandle Eastern and Cabot Carbon should be 
allowed on a temporary basis, and on the condition that such allocation shall 
be subject to review and revision in such future proceedings under the Act 
as we may find appropriate. The record shows that there is in fact a tempo- 
rary imbalance between Northern’s existing markets and supply of gas, a 
condition that is expected to be corrected within the next two years. This 
condition has resulted in underproduction in the Kansas Hugoton Field and 
the cancellation by the Kansas Commission of certain amounts of underpro- 
duction. Northern entered into the contracts for these sales, which admittedly 
are short-term and of an emergency character, for the purpose of alleviating 
these conditions, and it appears that they would assist in accomplishing this 
objective.% Little or no opposition is made by Northern’s customers to 
Northern’s proposed allocation to these field sales. In view of all the facts, 
we cannot find that Northern’s allocation would work any undue discrimina- 
tion against Northern’s other customers. 


REFUNDS 


We shall by this order require Northern to file substitute rate filings con- 
taining reduced rates reflecting the 6.25 percent rate of return found proper 
for Northern and the Northern system in this case. Since Permian has been 
merged into Northern, as described at the outset, and since we are considering 
Northern’s proposed increased rates on a system-wide basis, which includes 
Permian, our findings herein respecting the 6.25 percent rate of return and 
related matters applicable to Northern apply also to Permian. Therefore, 
Northern’s substitute rate filings shall reflect the application of this rate of 


23 The Cabot Carbon sale to a lesser extent. since it is of Texas gas. 
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return to Permian for the period of January 1, 1960, when Permian’s increase 
became effective, to December 31, 1960, the date of the merger. The increased 
rate charged by Permian in this period should be reduced to reflect this lower 
rate of return, and refunds of the amount of such reduction should be made 
by Northern to Northern’s customers along with the amount of the reduction 
ordered in connection with Northern’s rates. 


The Commission finds: 


(1) The fair, and just and reasonable rate of return to be allowed Northern, 
and Permian for the period from January 1, 1960 to December 31, 1960, when 
Permian’s proposed increased rates were in effect, is 6.25 percent; subject, 
however, in the case of Northern, to final disposition in the next phase of this 
proceeding of the remaining issues herein, and to such further order as may 
be justified in light of the disposition of such remaining issues. 

(2) The proposed increased rates filed by Northern herein, contained in its 
Fourth Revised Sheets Nos. 4, 5, 6, 9, 10, 11, 14, 15, and 16 to its FPC Gas 
Tariff, First Revised Volume No. 1; its Revised Sheets Nos. 18d, 18e, 18f, 18g, 
18m, 18n, 33a, 33b, 33c, 33d, and 33e; and its Second Revised Sheet No. 18c 
to its FPC Gas Tariff, First Revised Volume No. 1; and by Permian, contained 
in its Third Revised Sheet No. 5 to its FPC Gas Tariff, Original Volume No. 1, 
are excessive and should be disallowed. 

(3) Northern should be permitted to file substitute lower rates satisfactory 
to the Commission, reflecting the 6.25 percent rate of return for the Northern 
system herein found proper for purposes of this interim order, such substitute 
rates to become effective as of December 27, 1959, as to its Substitute Fourth 
Revised Sheets Nos. 4, 5, 6, 9, 10, 11, 14, 15, and 16 to its FPC Gas Tariff, 
First Revised Volume No. 1; and effective as of December 29, 1959, as to the 
remainder of its tariff sheets involved herein. 

(4) Northern should be permitted to file for Permian a Substitute Third 
Revised Sheet No. 5 to Permian’s FPC Gas Tariff, Original Volume No. 1, con- 
taining rates reflecting the 6.25 percent rate of return we have herein found 
proper for the Northern system, which rate of return shall be applicable to 
Permian during the period of January 1, 1960, when Permian’s increased 
rates became effective, to December 31, 1960, when Permian was merged into 
Northern. 

(5) Northern should be required to make prompt refunds to its customers 
for itself and Permian, with interest at 6 percent per annum, in accordance 
with the Commission’s orders, issued on February 5, 1960, herein, and on 
December 29, 1960, in Docket No. CP61-101, and the undertakings heretofore 
filed by the companies, of all amounts collected by them from their jurisdic- 
tional customers subject to refund under their proposed increased rates; pro- 
vided, however, that if Northern files substitute lower rates as herein provided, 
the principal amount of such refunds shall be the excess of the amounts so 
collected over what would have been collected on the basis of the substitute 
lower rates so filed, and found to be satisfactory to the Commission. In the 
latter event, interest at 6 percent per annum shall be paid on such refunds 
in accordance with the orders and undertakings referred to above, from the 
date of payment by customers until refunds are made. 


The Commission orders: 


(A) The proposed increased rates filed by Northern and Permian in this 
proceeding under the tariff sheets referred to in paragraph (2) above, are 
hereby disallowed. 
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(B) Northern may, within 15 days of the date of this order, file in lieu 
of the proposed rates referred to in (A) above, appropriate substitute tariff 
sheets to its and Permian’s FPC Gas Tariffs in conformity with findings (3) 
and (4) above, containing lower rates satisfactory to the Commission, based 
upon a 6.25 percent rate of return and Federal income taxes associated there- 
with, as set forth hereinabove. Northern shall accompany its substitute filings 
with supporting cost of service and allocation data, to be computed and pre- 
sented as set forth in Northern’s exhibits heretofore offered in this proceeding, 
revised to reflect a 6.25 percent rate of return and Federal income taxes 
associated therewith. Northern shall further furnish with its filings a state- 
ment setting forth the method of computation of such substitute rates, show- 
ing the derivation thereof. Northern shall also accompany its substitute tariff 
sheets and supporting data with a certificate showing service of copies thereof 
on all purchasers under the rate schedules involved, interveners in this pro- 
ceeding, and interested stated commissions. Comments by such parties, if any, 
shall be submitted to the Commission within ten days after service by Northern 
as required herein. 

(C) Upon the acceptance for filing of such substitute rates as satisfactory 
to the Commission, the rates, charges and classifications contained in North- 
ern’s Substitute Fourth Revised Tariff Sheets Nos. 4, 5, 6, 9, 10, 11, 14, 15, and 
16 to its FPC Gas Tariff, First Revised Volume No. 1, shall become effective 
as of December 27, 1959, and the remainder of its Tariff Sheets involved 
herein shall become effective as of December 29, 1959, subject to refund, and 
Permian’s Substitute Tariff Sheet shall become effective as of January 1, 1960, 
subject to refund, all in accordance with the Commission’s order issued Febru- 
ary 5, 1960, and the undertakings heretofore filed by Northern in compliance 
with the terms of that order, and in conformity with the merger authoriza- 
tions granted in Docket No. CP61-101, and subject to further orders of the 
Commission. 

(D) Northern shall, within 15 days of the date of issuance of this order, 
file with the Commission its plan for refunding to its jurisdictional customers 
the amounts required to be refunded under paragraph (5) above. Northern 
shall accompany its plan for refunds with a statement setting forth the com- 
putation of the refunds and interest, and the derivation thereof. The company 
shall also accompany its plan for refunds and supporting statement with a 
certificate showing service of copies thereof on all purchasers under the rate 
schedules involved, interveners in this proceedings, and interested state com- 
missions. Comments by such parties, if any, shall be submitted to the Com- 
mission within ten days after service by Northern as required herein. Upon 
approval by the Commission of said plan of refunding, Northern shall make 
the refunds as so approved within 30 days thereafter, and shall report to the 
Commission within the said 30 days the amounts so refunded to each juris- 
dictional customer. 

(E) This order is without prejudice to further hearings in this proceeding 
on the issues not decided herein and to such further order or orders as the 
Commission may issue in the final disposition of this proceeding. 

Commissioner Stueck coneirring, filed a separate statement. 

Chairman Kuykendall dissenting in part, filed a separate statement. 
Strueck, Commissioner, concurring: 

I concur in the action taken by the majority of the Commission in this case 
to permit an order to be forthcoming. However, I do so reluctantly since 
I am not fully convinced that the one and one-half percent rate of return 
allowed on funds realized by deferment of taxes provides a sufficient incentive 
to carry out the intent of Congress to stimulate business activity. 
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KUYKENDALL, Chairman, dissenting in part: 
I dissent from the conclusion that 


In our view, the best solution to this problem is to divide the benefits 
of liberalized depreciation between the regulated company and the rate- 
payer. In dividing these benefits between the ratepayer and the company, 
we are guided by the principle that it is our duty to protect the consumer, 
and adopt ratemaking principles which will assure the lowest possible 
rates. Accordingly, we believe that the major portion of the benefits 
accruing from the use of liberalized depreciation should go to the rate- 
payer, and the company should be allowed only so much of the benefits 
accruing from the use of liberalized depreciation as is necessary to provide 
it with a sufficient incentive to continue to use liberalized depreciation, 
and not return to the use of straight line depreciation in the computation 
of its income taxes. 


It is our duty to apply the law (that is section 167 of the Internal Revenue 
Code), and not our discretion, to the facts before us. We have only the legis- 
lative powers which Congress has given us, and have no power to amend sec- 
tion 167, distributing as we see fit the advantages given to the taxpayer by 
this statute. 

We should, as the language of the Court of Appeals in the City of Detroit 
ease, supra, quoted by the majority, clearly states, allow the taxpayer the full 
advantage of the tax deferral, but without any disadvantage to the ratepayer. 
The fact that the court did not mention, and may not, in fact, have considered 
the possible tax deduction arising by virtue of payment of interest on borrowed 
money does not alter the principle involved. 

My colleagues seem to assume that the amounts accumulated through the 
deferral of taxes would otherwise be obtained through borrowing, or that, in 
any event such sums should be treated as the equivalent of debt capital. In 
my opinion, this is error. Such funds actually are as much or more akin to 
equity than to debt capital. We recognized this fact in our Order No. 203 
amending our uniform system of accounts, 19 FPC 826, when we considered 
the possibility of setting up the reserve account as earmarked surplus. Our 
prohibition against payment of dividends from these funds would seem to 
presuppose that such sums are included in surplus. 

The fairest and most logical assumption is that these amounts would have 
been obtained from the various sources in the same proportion as all of 
Northern’s other capital has been obtained. On this premise, a rate of return 
of 3.27075% on the capital accumulated from deferred tax accruals will yield 
Northern the same income it would get if such capital had been obtained 
through conventional financing and not only will not harm the ratepayer, but 
will actually benefit him substantially. This is shown by the attached schedule. 

Note that by use of conventional financing, it would cost the ratepayers 
$891,261 to supply Northern with a rate of return of 614% on an amount 
equal to the accumulated deferred income taxes, of which $273,982 would be 
the net return to Northern. On the other hand, a return of 3.27075% on the 
capital from deferred tax accruals would yield the same net return to North- 
ern at a cost of only $569,882 to the ratepayers. Thus the ratepayers would 
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save $321,379, or 36% of the cost of conventional financing, and Northern 
would receive 100% of what it would receive if conventional financing were 
used. 


The majority quote the following languages from the El Paso case, supra: 


It is the obligation of all regulated public utilities to operate with all 
reasonable economies. This applies to tax savings, as well as economies 
of management. The net result of this, of course, is that such savings 
as are effected are passed on to the consuming public. This we consider 
to be the natural and necessary consequence of rate regulation. 


This language was used by the court in discussing and disposing of tax 
savings (percentage depletion and intangible well drilling costs) and does not 
pertain to tax deferrals, and consequently has no relevance in the majority’s 
opinion. 


The following sentence in the Hl Paso opinion, supra, 


These amounts can never represent added return to the company because 
of the restriction as to their use. 


Goes not, I believe, mean that the company cannot invest and earn on the 
sums accumulated for deferred taxes. It is undisputed that Sec. 167 was 
enacted specifically for that purpose. In the Zl Paso case, the problem pre- 
sented to the court was whether liberalized depreciation constituted a tax 
saving or a tax deferral. There was no issue, such as we have here, as to 
the effect of a lack of interest payments to be used as a tax deduction, which 
deduction would be present if conventional financing were used. 

What do the words “restriction as to their use” mean? The only restriction 
I know of is the restriction we have placed against using these funds for the 
payment of dividends, and that must be the restriction to which the court 
was referring. In my opinion, the court used the word “return” as a synonym 
for “dividends.” 

The views I have expressed herein are, I believe, consistent with section 167 
and its legislative history, with the only two court decisions which are con- 
trolling (City of Detroit and El Paso, supra), and are fair to the rate payer; 
yet they do not constitute a usurpation of the constitutional power of Congress. 


igs NorTHERN Naturat Gas Company AND SUBSIDIARIES 
CONSOLIDATED CAPITALIZATION—DECEMBER 31, 1959 
Total capitalization 


Ratio Cost Return 


at 64% 

Percent | Percent | Percent 
I aie tisitiicinicintinnenioaiacebiaiaiae $243, 311, 000 54.5 4.01 2. 18545 
Preferred Stock................- 60, 412, 500 13.5 5.88 0. 79380 
Common Equity..............- 142, 650, 748 32.0 10. 22 3. 27075 
$446, 374, 248 we [ha203 k: | 6.25000 


Deferred Federal Income Taxes were $8,376,740 at Dec. 31, 1959 


693-489—_64——-31 
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Deferred taxes 


Pre- 
Annual ferred 
cost to Interest} divi- 
rate- paid | dends 
payers paid 


$8,376,740 capital from 
normal industry 
sources: 
$4, 565,323 54.5% 
Preferred Stock... 1,130,860 13.5 
Common Equity_- 2,680,557 32.0 


$8, 376,740 100.0% 





_— 546|$367, 715) $891, 261/$367, 715) $183, 069|$66, 495/$273, 982 


523, 546) 565, 430)1, 088, 976) 565, 430 523, 546 
3 lsa79 376, oo eeetal ‘ion deferred tax accruals: 
3. 27075% return. 273, 982} 295,900) 569, 882) 295, 900 2738, 982 














KANSAS-NEBRASKA NATURAL GAS COMPANY, INC., 
DOCKET NO. G-12391 


OPINION AND OBDER DETERMINING BATES AND ORDERING REFUNDS 


(Issued March 8, 1961) * 
Syllabus 


1. Accumulated deferred Federal income taxes arising from accelerated amor- 
tization under Section 168 of Internal Revenue Code and from liberalized 
depreciation under Section 167 included in Kansas-Nebraska’s capitaliza- 
tion at 144% cost. P. 451. 

2. Kansas-Nebraska allowed 10.8% return on common equity, considering, 
inter alia, earning-price ratios, return allowed other companies, its finan- 
cial position and geographic location. P. 452. 

3. 644% rate of return found to be fair and reasonable for Kansas-Nebraska. 
P. 452. 

4, Kansas and Julesburg Basin production costs “rolled-in,”’ so that the system 
will be considered as a whole insofar as production costs are concerned. 
P. 453. 

5. Contention of Kansas Commission that “rolled-in” method of allocating 
production costs, as used by this Commission, should be changed to har- 
monize with system used by Kansas, rejected. P. 454. 


6. Capital Transit and related cases, discussed, concerning allocation of pro- 
duction costs. P. 455. 


* Designated Commission Opinion No. 343. 
amending opinion and order and denying application for rehearing, issued May 2, 1961. 


Initial decision appears on p. 463. Order 
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7. Transmission costs of Kansas-Nebraska allocated on basis of Mcf-mile 
method and establishment of two zones, with jurisdictional and non- 
jurisdictional costs allocated in each zone. P. 457. 

8. In establishing rates for two zones, it is necessary to employ method that 
most closely reflects actual facts of record and to employ such pragmatic 
adjustments as are necessary in light of actual impact of method upon 
company and its customers. P. 458. 

9. Commission disallows proposed increased rates and determines just and 


reasonable rates for Kansas-Nebraska under Section 4(e) of Natural 
Gas Act. P. 459. 


Chairman Kuykendall concurring. 


Ezekiel G. Stoddard for Kansas-Nebraska Natural Gas Company, Inc. 

D. A. Russell for the City of Alma, Nebraska. 

Charles H. Phares for Central City, Nebraska. 

Lloyd J. Marti and Don L. Marti for Central Electric & Gas Company. 

Robert S. Hunt and Milton H. Cohen for Northwestern Public Service Com- 
pany. 

A. P. Madgett and Leslie Boslough for the City of Hastings, Nebraska. 

W. Russell Gorman and Edwin M. Miller for the Staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. ‘ 

This proceeding arising under Section 4(e) of the Natural Gas Act involves 
increased rates filed by Kansas-Nebraska Natural Gas Company, Inc. for its 
jurisdictional sales in the state of Nebraska. After hearing, briefs, and a 
decision by the presiding examiner, the proceeding is now before us upon 
exceptions to the examiner’s decision filed by Kansas-Nebraska, the State 
Corporation Commission of Kansas, Northwestern Public Service Company, 
and the staff of this Commission. 

The new rates,1 which embody an annual increase amounting to $650,125 or 
19.9 percent over previous rates, were filed March 14, 1957. By order issued 
April 12, 1957, we suspended the increased rates and by later order required 
the refund of possible excess charges when the rates became effective October 
1, 1957. 

As a result of a conference of all interested parties including Commission 
staff a stipulation dated March 3, 1959, was entered into accepting an overall 
cost of service in the amount of $14,946,272, as set forth in a cost study by 
the Commission staff (Exhibit No. 1) but reserving for hearing the issues of 
(1) return on investment, and the reflected income tax thereon, and (2) the 
proper allocation to jurisdictional customers of the stipulated total cost of 
service. By order of July 17, 1959, the Commission accepted and approved the 
above stipulation and listed as two additional issues not covered by the stipu- 


1 The increased rates are contained in First Revised sheets Nos. 4, 5, and 9 to 
Kansas-Nebraska’s FPC Gas Tariff, First Revised Volume No. 1. 
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lation the proper rates related to the stipulated cost of service and the actual 
purchased gas cost to be allowed Kansas-Nebraska for the refund period.? 

Pursuant to this order, hearings were held on September 22, 23, 24, 25 and 
28, 1959, and January 5, 1960. In addition to Kansas-Nebraska and the Com- 
mission staff, the parties participating included intervener Northwestern Pub- 
lic Service Company, the largest single jurisdictional customer of the company, 
serving at retail in three of the largest communities on the system—i.e., Grand 
Island, North Platte and Kearney, Nebraska. Also participating was a group 
of Nebraska interveners, Central Electric & Gas Company, et al. 

After the filing of briefs, the examiner issued his decision on August 12, 
1960. In his decision he set forth the essential facts which we may briefly 
outline as follows. Kansas-Nebraska is a natural gas company producing, 
transporting and selling natural gas in Kansas, Nebraska and Colorado. In 
the test year 1956, 41.6 percent of its total sales were made in Kansas, 3.3 
percent in Colorado and 55.1 percent in Nebraska. All of the sales in both 
Kansas and Colorado were non-jurisdictional, while 39.3 percent of those in 
Nebraska, or 21.67 percent of the total system sales, were jurisdictional. The 
jurisdictional and non-jurisdictional sales in Nebraska are interspersed over 
the company’s system in that state. 

The company has two sources of natural gas, one comprised of the Hugoton 
and Unruh Fields in Kansas producing in the test year 68 percent of the gas 
and the other the Julesburg Basin in western Nebraska and Colorado, pro- 
ducing 32 percent of the gas. All of the gas sold in Kansas is produced in 
the state, but part of the gas produced in Kansas is carried into Nebraska so 
that 48 percent of the gas sold in Nebraska comes from the Hugoton Field in 
Kansas. 

As the examiner points out, the Kansas-Nebraska transmission system is not 
the usual “back-bone” type of long-distance transmission pipeline. Although 
it serves several large cities, it is built to serve many small communities and 
local areas. There are only a few short sections of 16-inch pipe while the 
remainder of the system contains pipe sizes from 12-inch down to 2-inch and 
83-inch diameters. 

In his decision, which will be discussed more fully below, the examiner fol- 
lowed the method advocated by the staff and interveners, and allocated pro- 
duction costs on a pooled basis. He employed the system-wide method of 
allocating transmission costs, a method advocated by interveners Northwestern 
and Nebraska, while Kansas-Nebraska and the staff of this Commission rec- 
ommended that the allocation be made on the basis of the Mcf-mile method. 
On rate of return the examiner arrived at 6.35 percent in comparison with the 
6.7 percent requested by Kansas-Nebraska, the 6 and 6.25 percent for different 
periods recommended by our staff and the 64% percent proposed by North- 
western. 

On the basis of the stipulation and his findings on the reserved issues, the 
examiner concluded that the total cost of service was $15,256,805, of which 
$3,208,644 should be allocated to the jurisdictional system sales. He arrived 
at a demand charge of 4.9 cents per Mcf of daily billing demand, a commodity 
charge of 20.26 cents per Mcf delivered, and a straight rate of 23.5 cents per 
Mcf delivered for overrun gas. He made his rate reduction below previous 


2The Commission pointed out that the stipulated cost of service was based on con- 
tracts for purchased gas renegotiated during the refund period upon the invalidation of 
the State of Kansas minimum price statute (See Cities Service Gas Co. v. Kansas Cor- 
poration Commission, 355 U.S. 391) so that if the same rates were to be allowed by the 
Commission for the refund period as for the future, the company might receive allow- 
ances for the refund period not justified by equivalent expenditures. 
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rates effective only prospectively and thus limited the refund for the period 
commencing October 1, 1957, to amounts collected in excess of the previous 
rates. The previous rate comprised a demand charge of 5.0 cents per Mcf per 
day, a commodity charge of 20.54 cents per Mcf and an overrun charge of 23.5 
cents per Mcf, while Kansas-Nebraska proposed a demand charge of 6.50 cents, 
a commodity charge of 23.00 cents and an overrun charge of 26.00 cents. 
Finally, the examiner provided for the refund of purchased gas costs as a 
result of overstating actual expenditures during the refund period as set forth 
in the footnote above. 

After the filing of exceptions, oral argument was heard October 10, 1960. 
We may now turn to the issues raised by the exceptions to the examiner’s 
decision. 


Rate oF RETURN 


As already noted, the examiner found that a fair and reasonable rate of 
return was 6.35 percent, based upon an allowance for common equity of 10 
percent. In most respects we follow his approach but find that a slightly 
higher allowance is called for by the record. 

Because in this case, as in others, we are setting rates for a period extend- 
ing beyond the test year, it was proper for the examiner to employ Kansas- 
Nebraska’s capitalization as of May 31, 1959. In other proceedings we have 
used capitalizations reflecting issuances of securities after the test year. 
Southern Natural Gas Co., 24 FPC 26; Michigan Wisconsin Pipe Line Co., 18 
FPC 326, at p. 343, Opinion No. 275, Docket No. G-1678, issued July 30, 1954; 
El Paso Natural Gas Co., 18 FPC 421, Opinion No. 278, Docket No. G—2018, 
issued November 26, 1954. Here we are setting rates for the past as well as 
the future, so that the May 31, 1959 date is appropriate in the circumstances. 


Kansas-Nebraska’s capitalization, cost of long-term debt and preferred stock, 


allowance for common equity, and computation of rate of return as of May 
31, 1959, is as follows: 


Percent of 
capitalization 


Long-term debt. 
Deferred taxes 


Accumulated deferred Federal income taxes arising from accelerated amor- 
tization under Section 168 of the Internal Revenue Code and from liberalized 
depreciation under Section 167 of the Code are included in the capitalization 
at 1% percent cost in accordance with our recent Opinion No. 342, in Northern 
Natural Gas Co., 25 FPC 431, March 7, 1961. While that case related only 
to liberalized depreciation, the same treatment should be accorded to accel- 
erated amortization. The language of the City of Detroit case® indicates that 
the temporary additions to capital provided by the use of accelerated amor- 
tization are to be available for income-producing purposes, but that it was 
not the intent of the statute to impose a detriment on the consumer. It is our 
opinion that 1144 percent represents a reasonable return on the accumulated 
deferred taxes in relation to the net return allowed on other capital raised in 
the normal manner, and will permit the benefits from the use of funds arising 


3 City of Detroit v. F.P.C., 230 F. 2d 810 (CADC), certiorari denied 352 U.S. 829. 
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from Section 168 to be shared equitably between the company and the con- 
sumer in the manner provided in our Northern Natural opinion with respect 
to funds arising from Section 167. 

As may be noted, our allowance for common equity is 10.8 percent. In this 
connection the examiner recites that the earnings-price ratios for ten major 
natural gas companies averaged 6.6 percent for the periods 1953-1956 and 
1953-1958; for 16 smaller natural gas companies averaged 6.9 percent for the 
period 1953-1956 and 7.1 percent for the period 1953-1958; and for Kansas- 
Nebraska itself, averaged 9.63 percent for the period 1948-1953, 6.6 percent 
for the period 1953-1956, and 7.3 percent for the period 1953-1958. In con- 
nection with the use of earnings-price ratios, the examiner referred to our 
Southern Natural order* where we said that we would use earnings-price 
ratios, with judgment, as an indication of a proper return on common equity. 
Earnings-price ratios are a useful indication of the cost of capital, although 
in more recent years some investors appear to have been concerned with fac- 
tors other than earnings, such as the possibility of appreciation in value and 
a hedge against inflation. 

While not controlling, but of significance, we may note that the natural gas 
industry earned 12.4 percent on common equity in 1956 and 11.8 percent in 
1957; that the percentages for operating gas utilities were 12.3 percent in 
1956 and 11.7 percent in 1957, while natural gas transmission companies alone 
earned 13.8 percent on common equity in 1956 and 138.4 percent in 1957. Al- 
though Kansas-Nebraska had actually earned 15 percent on common equity in 
1956, 15 percent in 1957, and 16 percent in 1958, the company, in its brief, 
only claimed an 11 percent return on common equity for the purposes of this 
proceeding. These earnings figures are subject to the disability that they 
include non-jurisdictional business and reflect earnings subject to refund. 

In its exceptions, Kansas-Nebraska argues that it is a comparatively small 
company, that it serves a rural area with no large cities and that its secu- 
rities are not top grade. It also points to the fact that we allowed a 6.5 per- 
cent rate of return in Manufacturers Light and Heat Company, 23 FPC 446, 
449, and Southern Natural Gas Co., 24 FPC 26, 29. While a direct comparison 
of rates of return is not very significant without other data, we note that in 
Manufacturers with a 40 percent equity ratio we used a 10 percent allowance 
for common equity and in Southern Natural, with a 36 percent equity ratio 
we used a 10.18 percent allowance for common equity. In our recent Northern 
Natural opinion where there was a 81 percent equity ratio, we arrived at 10.5 
percent for common equity. Kansas-Nebraska at present is not as strong 
financially or as favorably situated geographically as these companies und 
should be allowed something more for common equity. 

Upon the basis of this record, taking into account the data discussed above, 
we think that the examiner’s allowance of 10 percent return on common equity 
is too low but that 10.8 percent would be a sufficient allowance. This would 
be something more than the earnings price ratios of Kansas-Nebraska and 
other natural-gas companies and something less than comparable over-all earn- 
ings on common equity. The allowance would also be enough above the 
“bare-bones” cost of money as shown by earnings-price ratios to cover costs 
of financing and to make the equity securities attractive to investors. 

On the basis of a 6.5 percent rate of return which we find to be fair and 
reasonable, the company’s total cost of service becomes $15,470,053, as shown 
in Appendix 1, instead of the $14,946,272 used in the stipulation on the basis 


4 Southern Natural Gas Company, 24 FPC 26, 29, Docket No. G-20509, order issued 
July 8, 1960. 
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of 6 percent rate of return and $15,256,805, used by the examiner on the basis 
of a 6.35 percent rate of return. 


ALLOCATIONS 


The most important issue in this proceeding is the allocation of production 
costs and transportation costs. It is necessary, of course, to separate juris- 
dictional and non-jurisdictional costs in order to arrive at rates that are just 
to all of the parties. Difficulties, however, are created by the nature of the 
system and the sources of gas supply. As indicated above, the two main 
sources of supply are the Julesburg Basin and the Hugoton Field with differ- 
ent costs of production, for the cost of the Hugoton gas is about 12 cents per 
Mcf while the Julesburg gas is about 15 cents per Mcf. As the system is 
presently operated, the customers in Kansas are entirely supplied with Kansas 
produced gas, while the customers in Nebraska are supplied with gas both 
from Kansas and from the Julesburg Basin in Nebraska and Colorado. How- 
ever, the two sources support one another by displacement. It is with this 
factual situation in mind that we approach the question of allocations. 

Turning to the amounts involved, we find that out of the total cost of serv- 
ice of $15,470,053 referred to above, $2,894,241 applies to local distribution. 
Since local distribution costs are non-jurisdictional, like the examiner, we 
shall exclude them from consideration and allocate only the balance of 
$12,575,812. Of this latter amount, $6,395,816 relates to production and 
$5,749,068 to transmission, and $430,928 to distribution, other than local, and 
rate case expense. The amount relating to transmission is divided $2,689,713 
to demand, and $3,059,355 to commodity, on the basis of the Atlantic Seaboard 
method of classification.5 (Appendix 2) 


A. Production Costs. 


The examiner followed the staff and the interveners in allocating production 
costs on a pooled basis. They divided total production costs by total annual 
sales to all customers in order to obtain a unit cost of production. This unit 
cost was then multiplied by the total sales to jurisdictional customers pro- 
ducing a total of production costs allocated to jurisdictional sales. On the 
other hand, Kansas-Nebraska determined production and gathering costs sepa- 
rately for the Julesburg Basin and the Kansas supply. Each separate cost 
was then divided by the total Mcf of gas produced from each source to obtain 
separate unit costs of production. The company then multiplied the juris- 
dictional volumes of gas attributed by it respectively to the Julesburg Basin 
and to Kansas, by the separate unit costs of production in those producing 
areas and thus obtained jurisdictional production costs separately for the 
Julesburg Basin and Kansas. By this method none of the more expensive 
Julesburg costs were applied to non-jurisdictional sales in Kansas. In our 
opinion the most reasonable method is to “roll in” the Kansas and Julesburg 
Basin production costs, so that the system will be considered as a whole inso- 
far as production costs are concerned. 

While all the gas delivered in Kansas in the test year was produced in 
Kansas, deliveries in Nebraska are made from both Kansas sources and the 
Julesburg Basin. Thus gas that might have to be transported to Nebraska is 
available for delivery in Kansas. As a result, and in accordance with the 
testimony, the Julesburg supply lengthens the life of the over-all system sup- 
ply of gas. The testimony also indicates that, in cases of emergency, gas 
could be carried down from Nebraska into Kansas. Kansas-Nebraska’s wit- 


5 Atlantic Seaboard Corporation, et al., 11 FPC 43. 
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ness agreed that the system was integrated and that the gas flowed as load 
conditions and supply conditions varied from time to time. According to the 
testimony, the very fact that there is a market in Nebraska has made it pos- 
sible to supply some towns in Kansas more economically. The effect of the 
way the Kansas-Nebraska system has been constructed and operated is that 
although the gas does not at present flow south from Nebraska into Kansas, 
the system is so integrated that the Kansas customers benefit from the sup- 
ply of gas and sales in Nebraska, and the Nebraska customers benefit from the 
supply and sales in Kansas. It is therefore most in accordance with reality 
to consider that the two sources of gas are available to the system as a whole 
and are not segregated for the benefit of one or another group of customers. 

The use of “rolled-in” costs for gas supply is in accordance with our usual 
practice in the past. In support of the “rolled-in” method, the examiner cites 
Panhandle Eastern Pipe Line Co., 10 FPC 185, Trunkline Gas Company, 21 
FPC 704; and El Paso Natural Gas Co., 22 FPC 260, 278.6 The Trunkline case 
was affirmed as Battle Creek Gas Co. v. FPC, 281 F. 2d 42, (CADC July 14, 
1960) where the court pointed out the advantages of the “rolled-in” method 
including equal treatment for customers receiving equal service. In the El 
Paso case, the Commission described how that company’s Southern and North- 
ern Divisions were carrying loads that would otherwise have to be borne by 
the other one although the gas actually flowed only from the Southern Divi- 
sion to the Northern Division. 

The Kansas Commission contends that in regulating Kansas-Nebraska’s in- 
trastate rates in Kansas it may not, under Kansas law, take into account the 
system properties and gas supply located outside of the state, so that rates 
determined by it would not reflect the costs allocated to those out of state 
properties. Since the examiner, by “rolling-in” the Julesburg production costs 
on a system basis is in effect allocating Julesburg costs to Kansas, non- 
jurisdictional sales, the Kansas Commission contends that the dual schemes of 
Federal and state regulation have not been properly harmonized and Kansas- 
Nebraska's likewise takes exception, contending that the two systems of regu- 
lation must be reconciled. 

Under the Natural Gas Act we are invested with the authority and the duty 
to determine the interstate wholesale rates of natural gas companies. Since 
their revenues frequently arise from non-jurisdictional sales as well as juris- 
dictional sales, an allocation of costs is frequently necessary. “The problem 
is to allocate to each class of the business its fair share of the costs.7 No 
requirement for the segregation of properties was written into the Gas Act. 
The question of the technique to use in allocation has been left to our “judg- 
ment on a myriad of facts.” We have stated why we believe the production 
costs should be “rolled-in.” We believe that this method advocated by our 
staff and adopted by the examiner, is the most reasonable method of alloca- 
tion in view of the record. The Kansas method of allocation does not per- 
suade us that it is a reasonable, much less the more reasonable, method. We 
have examined the same factors as has the Kansas State Commission and 
have drawn therefrom a divergent conclusion. Thus the contention of the 
state amounts to a request that we adopt a method of allocation with which 
we do not agree in order to permit it to carry out its own policies. For us 
so to alter our deliberate and considered conclusion would be to abdicate our 
statutory responsibility and thus to discriminate against interstate business 
and consumers. This we can not and will not do. 






6 Reversed on other grounds, El Paso Natural Gas Co. v. F.P.C., 281 F. 2d 567, (CA 5 
August 2, 1960). 


7 Colorado Interstate Co. v. F.P.C., 324 U.S. 581, 588. 
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There is nothing in Capital Transit Co. v. P.U.C., 213 F. 2d 176 (CADC), 
certiorari denied 348 U.S. 816, cited by Kansas-Nebraska that is contrary to 
the use of a “rolled-in’” method of allocation for production costs. In fact, 
the court specifically found no error in the system-wide method there em- 
ployed. The court merely doubted the validity of the local Commissions’ fixing 
rates applicable to the District of Columbia without proper findings with re- 
spect to conditions elsewhere in the system. 

There is one further point that should be mentioned in connection with the 
allocation of production costs. In its exceptions Northwestern contends that 
as a result of the stipulation entered into prior to the hearing with respect 
to Kansas-Nebraska’s cost of service, that company is estopped from proposing 
an allocation of production costs on other than a pooled basis even though 
the stipulation specifically excepted “the proper allocations to jurisdictional 
customers of the total cost of service.” Since we are adopting the examiner’s 
method of pooling production costs, it will not be necessary to pass upon the 
merits of Northwestern’s contentions. However, we think we should note that 
Kansas-Nebraska filed its increased rates with supporting data involving a 
“roll-in” of production and purchased gas. The administration of the Natural 
Gas Act would be assisted and delays avoided if the contentions and proof 
made at hearings would correspond to the applications for rate increases. 

Mathematically the production costs totalling $6,395,816, are spread to various 
categories on the basis of annual volumes of gas delivered as shown in Appen- 
dix 2. These categories include production system sales, jurisdictional and 
non-jurisdictional, and transmission system sales in Zone 1 and Zone 2, to be 
discussed below. In each zone the costs of production are also allocated be- 
tween the jurisdictional and non-jurisdictional categories on the basis of an- 
nual volumes. Distribution, other than local, and rate case expense is properly 
allocated to customers in both zones on the basis of annual volumes and aver- 
age three day peaks without any application of mileage. 


B. Transmission Costs. 


In connection with the allocation of transmission costs, Kansas-Nebraska 
and the staff take the position that the Mcf-mile method should be used while 
Northwestern and Nebraska contend that the allocation should be made on a 
system-wide basis. Kansas, in its exceptions requests that the Commission 
adopt a method of allocation that gives effect to the difference in transmis- 
sion distance cost factors between the Kansas intrastate service and the 
Nebraska interstate service. 

After dividing transmission costs between demand and commodity costs 
Kansas-Nebraska computed the Mcf-demand and Mcf-commodity miles to each 
separate delivery point by multiplying the distance from the source of gas to 
each delivery point by the annual volume of gas delivery to such points for 
Mcf-commodity miles, and by the daily average 3-day peak delivery for the 
Mcf-demand miles. An average transmission distance was used where Kansas 
and Julesburg gas were mixed. The company then divided the total transmis- 
sion demand cost by the demand miles to obtain a uhit transmission demand 
cost of so much per demand mile. Similarly the company obtained a unit 
commodity cost of so much per commodity mile. The company multiplied the 
unit transmission demand cost by the total demand miles of the jurisdictional 
customers as a class, and multiplied the unit transmission commodity cost by 
the total commodity miles of the jurisdictional customers as a class in order 
to obtain demand and commodity costs chargeable to the jurisdictional sales. 
On the basis of this allocation of costs a uniform demand and commodity rate 
was designed for the jurisdictional customers. 
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Thus costs were allocated to the jurisdictional customers as a class, and to 
the non-jurisdictional customers as a class on the basis of the 3-day peak 
demands and annual volume of gas by each class, but also on the basis of the 
average distance of each class from the source of supply. This average dis- 
tance in the case of the non-jurisdictional sales, located in Kansas but also in 
Nebraska, was 168.2 miles, and in the case of the jurisdictional sales was 248.7 
miles, a difference of 80.5 miles. Under this method the categories of non- 
jurisdictional and jurisdictional sales are not established on the the basis of 
mileage; it just happens that more of the jurisdictional gas is sold at points 
farther from the sources of supply. Consequently, if unit costs are computed 
for jurisdictional sales as a class, such unit costs would be higher than the 
unit costs for non-jurisdictional sales as class, and, if rates are based squarely 
on such unit costs, the resulting rates for jurisdictional sales would be higher 
than rates for non-jurisdictional sales. On this basis, a jurisdictional sale 
made at approximately the same point as a non-jurisdictional sale would be 
billed at a higher rate. The examiner concludes from this that the Mcf-mile 
method of allocation would tend to bring about different rates for the same 
or similar service, and is therefore inequitable. 

Actually, under the Mcf-miles method, a jurisdictional sale and a non-juris- 
dictional sale located at the same distance from the source of supply and hay- 
ing similar load characteristics would be charged with exactly the same dollars 
of cost. What happens beyond that point is simply a matter of determining 
just how many points of jurisdictional and non-jurisdictional sales are to be 
grouped for the purpose of deriving equitable unit costs and rates. The group- 
ing process gives rise to the important question as to whether the system 
should be divided into zones for costing and rate making purposes and the 
size of such zones. On this question we think both Kansas-Nebraska and our 
staff have erred, for we believe the single zone system utilized by both is too 
large to produce equitable and proper results, and should be discarded in 
favor of the two-zone system described below. The change over to a two-zone 
system will go a long way in negating the problems which troubled the examiner. 

The examiner’s system-wide method is not without some support in the 
record because of the interrelationships between the different parts of the sys- 
tem already discussed. The principal difficulty with this method, in our opin- 
ion, is that it makes no allowance for the distance factor. The distance of all 
sales from the sources of supply is, in effect, averaged, so that, as far as cost 
of transmission is concerned, they are treated alike, whether near the source of 
supply or at a great distance, whether jurisdictional or non-jurisdictional. For 
instance, the distance of the Hugoton Field to the City of Laurel, Nebraska, is 
414 miles, while the average distance to the Kansas-Nebraska boundary is 200 
miles; the average distance to all of the jurisdictional customers in Nebraska 
is 248.7 miles, while the average distance to the customers in Kansas is 120 miles. 

The examiner refers to additional allocation studies, one made by a witness 
for Northwestern and the other made by a witness for the Nebraska inter- 
veners. The witness for Northwestern presented an inch-mile method by which 
he performed the allocation of costs to the jurisdictional business on the basis 
of inch-miles rather than miles of the pipeline. That is, he multiplied the 
diameter of the line by its length on the theory that this method would take 
into account differences in cost of transportation through lines of different 
sizes. However, the witness did not recommend this method as a substitute 
for the system-wide method. The witness for the Nebraska interveners also 
used inch-miles, but he applied them separately to “branch” lines and “main” 
lines, on the theory that a greater percentage of the higher unit cost branch 
line transmission is for non-jurisdictional customers while practically all, 
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according to him, of the jurisdictional sales are made directly from the larger 
diameter lower unit cost main lines. 

While these two methods achieved results similar to the system-wide method, 
they are subject to various difficulties and should not be utilized by us. In the 
first place, there is nothing of a convincing nature in the record to show that 
the cost of the lines varies directly with the diameter of the pipe. In fact, it 
appears that other factors are important such as the time when the line was 
constructed and the terrain traversed. Furthermore, the division into branch 
lines and main lines, as employed by the witness for the Nebraska interveners 
appears highly artificial and leaves certain of the lines out of the main line 
category that should be there, and of course such a method is very difficult to 
administer because there is no definite way to classify a line as a branch line 
or a main line. 

In order to avoid as far as possible the anomalous situations created by 
allocating costs to a class of jurisdictional customers on the one hand and a 
class of non-jurisdictional customers on the other, and by assigning costs on a 
system-wide basis, we are of the opinion that for the purpose of allocating costs 
we should use the Mcf-mile method but, as stated above, should establish two 
separate zones. The first zone will include the areas nearest the sources of 
supply and the second zone will include the more remote areas. These zones 
will each include jurisdictional and non-jurisdictional sales, and an allocation 
will be made between these categories in each zone. In this way adjacent 
jurisdictional and non-jurisdictional sales will be treated on a more compar- 
able basis and yet the distance factor will be given effect. 

The zones that we are establishing are shown on the map attached as 
Appendix 3. The distances to the jurisdictional points of sale average approxi- 
mately 150 miles in Zone 1 and 300 miles in Zone 2. Kansas-Nebraska renders 
jurisdictional service to Alma Gas Company and Natural Gas Distributing 
Company at a number of points in Zone 1; service to Nebraska Natural Gas 
Co., Natural Gas Distributing Company of Nebraska and Northwestern Public 
Service Co. in both Zone 1 and Zone 2, and service to City of Hastings, Central 
Electric and Gas Company and City of Central City in Zone 2. 

When the total cost of service, less local distribution, of $12,575,812 is allo- 
eated to the various sales, in accordance with the principles expressed above, 
the jurisdictional costs in Zone 1 amount to $732,453, and in Zone 2 amount to 
$3,009,844, or a total of $3,742,297. These jurisdictional costs are 14.8 percent 
higher than the revenues produced by Kansas-Nebraska’s previous rates, while 
the company’s proposed rates in effect are 19.9 percent higher than the previ- 
ous rates. 

Jurisdictional sales in each of the two zones are made at approximately 
the same load factor, i.e., approximately 38 percent based on the average three 
day peak for the test year. Under the allocation, the differential in cost 
between the two zones is 11.9 cents per Mcf. If rates were computed on the 
basis of such zone costs, the resulting revenues in Zone 1 would be lower than 
the revenues under the previous rates, while the resulting revenues in Zone 2 
would be higher than revenues under the proposed rates. Historically all of 
the rates for the jurisdictional sales which are located entirely in Nebraska 
have been at the same level. It appears to us that to establish abruptly this 
wide differential between two zones would be disruptive. We would not think 
it just that the entire justifiable rate increase should fall on Zone 2 while 
rates should be reduced in Zone 1. It will be recalled that in Northern 
Natural Gas Co., 14 FPC 11, 31-32,8 where we established zones for the first 


8 Affirmed as Interstate Power Co. v. F.P.C., 236 F. 2d 372 (CA8), certiorari denied 
352 U.S. 96. 
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time, we did not prescribe zone differentials resulting from the Mcf-mile allo- 
cation employed, but reduced these differentials substantially in prescribing 
rates. In our Hl Paso case, supra, we gave effect to the distance factor by 
adding a certain amount to each of the historical rates. We are of the opinion 
that a differential of five cents between the two zones at a load factor of 49° 
percent is sufficient to give effect to the distance factor without being too dis- 
ruptive to the historical rate patterns. From an examination of the various 
methods it can be seen that there are disadvantages to every method. It is 
therefore necessary to employ the method that most closely reflects the actual 
facts of the record and to employ such pragmatic adjustments as are necessary 
in the light of the actual impact of the method upon the company and its 
customers. 

Employing the five-cent zone differential in designing rates results in a Gen- 
eral Service (G-1) rate for Zone 1 comprised of a demand charge of 5.18 cents 
per Mcf per day and a commodity charge of 21.0 cents per Mcf. The rate for 
interruptible overrun service under Rate Schedule IOR-1 is 24.4 cents per Mcf. 
These rates are only slightly higher than the rates previously in effect1° The 
General Service (G-—2) rate for Zone 2 is comprised of a demand charge of 6.67 
cents per Mcf per day and a commodity charge of 23.0 cents. The IOR-2 rate 
for Zone 2 overrun service is being set at 26.0 cents per Mcf™ 

The jurisdictional revenues under the rates we are determining are $3,742,- 
875, very close to the costs determined by us. (See Appendix 4.) This amount 
compares with the revenues under the previous rates of $3,259,981 and the 
revenues under Kansas-Nebraska’s proposed rates of $3,910,104, and we con- 
clude that the rates determined by us are just and reasonable from the stand- 
point of Kansas-Nebraska and its customers. 


The Commission finds: 


(1) Kansas-Nebraska is a natural gas company subject to the provisions of 
the Natural Gas Act and its sales of natural gas which are the subject of this 
order are sales of natural gas in interstate commerce and are subject to the 
jurisdiction of the Commission. 

(2) The proposed increased rates filed by Kansas-Nebraska, contained in its 
First Revised Sheets Nos. 4, 5, and 9 to its FPC Gas Tariff, First Revised 
Volume No. 1, are unjust, unreasonable, unduly discriminatory or preferential, 
or otherwise unlawful and should be disallowed. 

(3) The just and reasonable rates and charges for Kansas-Nebraska’s sales 
of natural gas subject to the jurisdiction of the Natural Gas Act are as 
follows: 


General Service 


Demand Charge Zone 1—5.18 cents, Zone 2—6.67 cents per Mcf 
daily billing demand as defined in Kansas- 
Nebraskas FPC Gas Tariff, First Revised 
Volume No. 1. 


9 On the basis of the billing demands under the rate schedules for the test year, juris- 
dictional sales in the two zones were made at approximately 49 percent load factor. 
The differential of 5¢ per Mcf at this load factor would be equivalent to about 5.92¢ at 
88 percent load factor, or roughly 50 percent of the above-mentioned cost differential of 
11.9¢ per Mcf at 38 percent load factor. 

10 The General Service rate comprised a demand charge of 5.0 cents per Mcf per day, 
a commodity charge of 20.54 cents per Mcf; the IOR-1 rate was 23.5 cents per Mcf. 

11 This rate would be equivalent to 27.5 cents per Mcf if the same rate design were 
used as was utilized for the computation of the 24.4 cent rate in Zone 1. Since 27.5 
cents would exceed the 26-cent rate filed by Kansas-Nebraska and since the volume of 
overrun gas sold in Zone 2 is very small, we have set the rate at 26.0 cents per Mef. 








FEDERAL POWER COMMISSION 459 







General Service—Continued 






Commodity Charge ~--------- Zone 1—21.0 cents, Zone 2—23.0 cents per Mcf 
delivered. 




















Interruptible Overrun Service 


SRPGIGS FNS sckeccincnicne Zone 1—24.4 cents, Zone 2—26.0 cents per Mcf 
delivered. 


The Commission orders: 


(A) The proposed increased rates filed by Kansas-Nebraska, contained in 
its First Revised Sheets Nos. 4, 5 and 9 to its FPC Gas Tariff, First Revised 
Volume No. 1 are hereby disallowed. 

(B) In lieu of the disallowed tariff sheets Kansas-Nebraska shall file new 
tariff sheets satisfactory to the Commission containing the rates and charges 
set forth in Finding (3) supra and a new map showing Zones 1 and 2. Such 
substitute rates and charges shall be effective October 1, 1957. 

(C) Within 45 days from the date of issuance of this order, Kansas- 
Nebraska shall refund to its jurisdictional customers the excess of the total 
amounts charged and collected since October 1, 1957, over and above the 
amounts which would have been charged for sales to such customers under 
the rates set forth in Finding (3) above, with interest at the rate of 6 percent 
per annum from the date of payment to Kansas-Nebraska to the date of 
refund. 

(D) Within 45 days from the date of issuance of this order, Kansas- 
Nebraska shall further make an additional refund to each of its jurisdictional 
customers of the allocated portion of the stipulated sum of $74,067, as pur- 
chased gas cost adjustment discussed by the presiding examiner, as set forth 
below, together with interest thereon at 6 percent per annum from April 1, 
1958 : 
























Ref. applica- ‘| Refund at 
Customer tion schedule | 0.6985161 cents 
G. (MCF) per Mef. 














Cie OF DI Ce CG nc canescens ccedicnntntnndaanamtiniabtmnaaiatien 121, 818 









$851 
City of Hastings......-.- 1, 773, 642 12, 389 
Central Elec. & Gas Co... 2, 449, 952 17, 113 
Nebraska Natural Gas Co. és 1, 461, 035 10, 206 
Natural Gas Dist. Co. of Nebr....-.-- - ecrnnaraemintinpiaiapnta il 309, 490 2, 162 
es SO TE, Gi thdiiitnanpnnnscqutninaqunacsnnsstnesunguael 288, 154 1, 992 
OOPUNWOGRE PEND CUNUIOD OC ccc cendnectecwedanscntintniioamnnntiniin 3, 979, 198 27, 795 
Gar OF CRIES Gen nnccanctencdiéactansedintectncssnnttnewnelinmmaial 223, 168 1, 559 





[Sie cncisieseuinicsecsecisbensadesetcndseciiucanddnamndscmeaumacedela 74, 067 

















(E) Within 60 days from the date of issuance of this order Kansas-Nebraska 
shall report to the Commission in writing and under oath the details of its 
respective calculations resulting in the refunds ordered pursuant to paragraphs 
(C) and (D) supra, together with copies of releases from each of its juris- 
dictional customers. 

(F) Upon completion of the refunds as ordered in paragraphs (C) and (D) 
supra to the satisfaction of the Commission, and the reporting pursuant to 
paragraph (E) supra, the undertaking given by Kansas-Nebraska to make re- 
funds shall be discharged and the proceedings shall be terminated. 

(G) Exceptions not granted herein are hereby denied. 

Chairman Kuykendall concurs but adheres to his views on liberalized de- 
preciation as expressed in his dissenting opinion accompanying Opinion No. 
342 issued in Northern Natural Gas Company, et al., Docket No. G—19040, 
et al. (supra. p. 431 at 446.] 
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APPENDIX 4.—Comparison of revenues under rates determined herein with previous 
rates and proposed rates 
















































(1) } (2) | (3) (4) (5) 

Zone | Revenues | Revenues | Revenues | Increase | Decrease 

under rates} under pre- | under pro-| col. (1 col. (1) 

here de- | vious rates | posed rates over | over 

termined col. (2) | col. (3) 

| 
hii os aol Aa a ——_——— 
kc ine ceemuaminal 1 $40, 030 | $38, 968 $46, 9R5 2) $6, 955 
Nat. Gas Dist. Co 1 90, 578 | 88, 199 | | 15, 301 
. a a ae f 1 | 318, 386 | 310, 066 | | 53, 821 
Nebraska Nat. Gas Co 1 2 | 166, 502 139, 968 | 1, 186 
sinseniiininn mien oa ieee 
Ni Ipiisasntdnaniirbacitesindnincrh eisdeonsinnmteaitice ew 484, 888 450, 034 | 539, 895 | 55, 007 
j 1 | 57,059 | 55, 571 | 66, 546 | 9, 487 
{ 2} 46, 716 | 39, 194 47, 059 | 343 
Silas Saini Riistenehitenl aa 103, 775 94, 765 113, 605 | 9,010 | 9, 830 
z a if 1 367, 809 358, 193 429, 212 9,616} 61,403 
Northwestern PS Co. ...-..---ce---n- 1 2} 1,032,460 | 866, 505 | 1,040,007 | 165,955 | 7,547 
aa Bers 215i 1, 400, 269 224,698 | 1,469, 219 | | 68, 950 
City of Hastings 658, 552, 470 | 663,841 | 106,479 | 4, 892 
Central B & G.__.......... | 739, 608 | 884,807 | 139,066 | 6, 133 
City of Central City | 71, 239 85,873 | 13,973 | 661 
Total jurisdictional. ............ rT | 3, 742,375 | 3,259,981 | 3,910,104 | 482,394 | 167,729 
| | | 


Rates here determined: 





Zone 1: 1 Demand Commodity 
A i i nhatennnted 5. 18¢ 21. 0¢ 
Di itiiinecunen: sibieeenn 24. 4¢ 
6. 67 23. O¢ 
aantiebguee 26. O¢ 
1 Demand charge per day. 
DECISION 


UPON A FILING FOR AN INCREASE IN RATES UNDER THE PROVISIONS OF 
SECTION 4(e) OF THE NATURAL GAS ACT 


(Issued August 12, 1960) 


ZWERDLING, Presiding Examiner: This proceeding involves proposed increased 
rates filed by Kansas-Nebraska Natural Gas Company, Inc. (hereafter referred 
to as Kansas-Nebraska) on March 14, 1957, being First Revised Sheets Nos. 
4, 5 and 9 to its FPC Gas Tariff, First Revised Volume No. 1. By order issued 
October 10, 1957 the Commission permitted the proposed rate increase to be- 
come effective October 1, 1957, subject to the refund of possible excess charges 
The amount of the proposed increase in rates was estimated to be $650,125, 
an increase over rates then effective of 19.9 percent, based upon a test year 
ending December 31, 1956. The company claimed a total cost of service of 
$16,380,316, of which $3,921,660, or 23.9 percent was allocated to jurisdictional 
sales. 

At the request of Kansas-Nebraska before the matter was set for hearing, 
a conference of all interested parties including Commission staff was held on 
January 28 and 29, 1959. As a result of this conference a stipulation, dated 
March 3, 1959, was entéred into, limiting the issues to be heard in this pro- 
ceeding. In this stipulation the parties agreed, for the purpose of this pro- 
ceeding, to accept an overall cost of service in the amount of $14,946,272, as 
set forth in a cost study by the Commission staff (Exh. 1 herein). The stipu- 
lation reserved for hearing the issues of (1) return on investment, and the 
reflected income tax effect thereon, and (2) the proper allocation to juris- 
dictional customers of the stipulated total cost of service. 


693-489—64 32 
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By order issued July 17, 1959, the Commission accepted and approved the 
above stipulation, and directed that a public hearing be held commencing 
September 22, 1959, upon the issues undisposed of by the stipulation, which 
were listed as follows: (1) the appropriate rate of return, the return on 
investment, and the income tax allowable thereon; (2) the appropriate allo- 
cation to jurisdictional customers of the total cost of service; (3) the proper 
rates related to such cost of service; (4) the actual purchase gas cost to be 
allowed Kansas-Nebraska for the refund period. 

Pursuant to this order, hearings were held on September 22, 23, 24, 25 and 
28, 1959, and January 5, 1960. The record includes 1,015 pages of transcript 
and 32 exhibits. In addition to Kansas-Nebraska and the Commission staff, 
the parties participating included intervener Northwestern Public Service 
Company (hereafter referred to as Northwestern), the largest single jurisdic- 
tional customer of the company, serving at retail in three of the largest 
communities on the system—i.e., Grand Island, North Platte and Kearney, 
Nebraska. Also participating was a group of Nebraska interveners, Central 
Electric & Gas Company, et al. (hereafter referred to as the Nebraska in- 
terveners). 

Final briefs were filed as of March 4, 1960 and the case is now ready for 
decision. 

Kansas-Nebraska is a natural gas company engaged in the production, pur- 
chase and gathering of natural gas in the States of Kansas, Nebraska, and 
Colorado.t It is a combined production, interstate transmission and retail gas 
distribution company, transmitting natural gas and distributing it both at 
wholesale and retail in these three states. In the test year 1956 its total sales 
of 48,929,727 Mcf were divided between the three states as follows: 41.6 per- 
cent of the total, or 20,374,290 Mcf were sold in the state of Kansas, while 
3.3 percent of the total or 1,589,929 Mcf were sold in the state of Colorado. 
All of the sales in both Kansas and Colorado were non-jurisdictional sales, 
such sales and their rates being regulated by the Kansas State Corporation 
Commission and by the Colorado State Commission, respectively. 55.1 percent 
of the total system sales, or 26,965,508 Mcf were made in the state of Nebraska. 
39.3 percent of the Nebraska sales, or 10,603,457 Mcf constituted jurisdictional 
sales, being sales in interstate commerce for resale. These Nebraska jurisdic- 
tional sales, which are the only jurisdictional sales on the Kansas-Nebraska 
system, represent 21.67 percent of the company’s total system-wide sales. The 
jurisdictional and non-jurisdictional sales in the State of Nebraska do not 
occur in separate and distinct areas. Instead, jurisdictional and non-juris- 
dictional delivery points are interspersed over the length and breadth of the 
Kansas-Nebraska system in that state. (Exh. 16) 

In 1956 Kansas-Nebraska supplied approximately 120,000 consumers in Kan- 
sas, Nebraska and Colorado, of which 63,000 were served at wholesale and 
57,000 at retail. These consumers are spread out through 224 communities of 
the three states, 158 of which are located in Nebraska. The company serves 
156 communities at retail and 68 at wholesale. 

The company has two sources of natural gas, one comprised of the Hugoton 
and Unruh? Fields in Kansas, and the other representing the Julesburg Basin 
located in western Nebraska and Colorado. Of the total volume of 48,929,727 
Mcf sold in the test year, 33,287,692 Mcf or 68 percent came from the Hugoton 


1It also has certain operations in the state of Oklahoma which are not involved in 
these proceedings. 

2It appears that by 1956 the Unruh Field did not provide any gas supply beyond 
local intrastate requirements, and did not enter the main transmission lines leading 
northerly to Nebraska from the Hugoton Gas Field. 
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and Unruh Fields in Kansas, and 15,642,035 Mcf or 32 percent came from the 
Julesburg Basin. 

All of the gas sold in Kansas is produced in that state. However, the gas 
sold in Nebraska comes from two sources, with approximately 13,000,000 Mcf 
or 48.2 percent representing gas produced in the Hugoton Field of Kansas, and 
about 14,000,000 Mcf or 51.8 percent consisting of gas from the Julesburg 
Basin. The gas produced in Kansas is carried north and northeasterly through 
that state. On an annual basis approximately 60 percent of it is sold in 
Kansas, and about 40 percent is carried on through into Nebraska, where it is 
commingled with the gas produced in the Julesburg Basin and sold throughout 
the state—some of it as far away as 400 miles beyond its original source. 

The Kansas-Nebraska transmission system, including some 5000 miles of 
pipe, is not the usual “back-bone” type of long-distance transmission pipeline 
commonly presented to the Commission. Instead of being laid between large 
metropolitan cities and remote sources of supply, the Kansas- Nebraska system 
has been built to serve the adjacent areas in the three producing states. Al- 
though it serves several large cities, such as Hastings and Grand Island, 
Nebraska, most of the communities are agricultural in character and contain 
little industrial load. However, since the company’s earlier days its manage- 
ment has developed a substantial off-peak load from alfalfa drying plants and 
from farm irrigation. The unusual character of the company’s pipeline trans- 
mission is derived from the nature of these agricultural and small community 
loads. Thus, hundreds of miles of small diameter pipe are often laid on the 
surface without cover, and there are four lines entering Nebraska from Kansas 
and five entering from Colorado. There are only a few short sections of 16- 
inch pipe, and 88 percent of the transmission system contains pipe sizes from 
12-inch down to 2-inch and 3-inch diameters. The longest length of any one 
given size was 537.2 miles of 8-inch line, accounting for only 17 percent of 
the total system mileage. 


I. THe PROPER ALLOCATION TO JURISDICTIONAL CUSTOMERS OF 
TotaL Cost or SERVICE 
A. Production Costs. 


The Staff and interveners allocated production costs on a pooled basis. They 
commenced with production costs of $6,277,580,3 and divided this by total 
annual sales of 48,929,727 Mcf to all customers, obtaining a unit cost of pro- 
duction of 12.8298 cents per Mcf. This unit cost was then multiplied by the 
total sales to jurisdictional customers, in the amount of 10,603,457 Mcf, pro- 
ducing a total of $1,360,402 of production costs allocated to jurisdictional sales. 

Kansas-Nebraska adopted the totally different method of separating pro- 
duction costs between the two major producing areas, and then allocating 
them in accordance with the proportion from each source entering Nebraska, 
to jurisdictional and non-jurisdictional customers. Under this method, pro- 
duction and gathering costs were determined separately for the Julesburg 
Basin ($2,364,539) and for the Kansas supply ($4,045,699). Each separate 
cost was then divided by the total Mcf produced from each source, to obtain 
two separate unit costs of production: 12.15374¢ for Kansas and 15.11657¢ for 
the Julesburg Basin. (Exh. 7 The company next “determined” that 5,525,907 
Mcf of Julesburg Basin gas and 5,077,550 Mcf of Kansas gas were delivered 
to jurisdictional customers. It multiplied these quantities by the respective 
unit costs and obtained production costs attributable to the jurisdictional sales 


3 Based upon use of a 6% rate of return, as compared with the company’s production 
cost figure of $6,410,238 based on a 6.7% rate of return. 
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of $835,328 for the Julesburg Basin and $617,112 for the Kansas gas, or a total 
of $1,452,440. Under this method, no part of the costs of the more expensive 
Julesburg Basin gas is charged to the Kansas sales, and the net result is to 
increase the allocation to jurisdictional costs in this proceeding by approxi- 
mately $72,000. (Kansas-Nebraska, initial brief, p. 30) 

Actually, the statement at the top of page 32 of the Kansas-Nebraska initial 
brief, that 


The company next determined that 5,525,907 Mcf of Julesburg Basin gas 


and 5,077,550 Mcf of Kansas gas were delivered to jurisdictional customers. 
{emphasis supplied] 


is not quite accurate. The fact is that the gas brought from Kansas into 
Nebraska is commingled with the gas produced in the Julesburg Basin and 
sold throughout Nebraska. (Kansas-Nebraska initial brief, page 4) Accord- 
ingly, company witness Steffens agreed that “we did not know exactly what 
gas went to each customer,” and that they were not making any claim that 
these volumes were actually delivered to the jurisdictional customers as re- 
ferred to above. Instead, this determination was made on “an allocated basis.” 
(2:219) The figure of 5,525,907 Mcf of Julesburg Basin gas assigned to the 
jurisdictional customers was obtained by multiplying the total volume of gas 
from that source sold in Nebraska (approximately 14,000,000 Mcf) by the 
ratio of Nebraska jurisdictional sales to total Nebraska sales. Similarly, the 
figure of 5,077,550 Mcf of Kansas gas assigned to the jurisdictional customers 
was obtained by multiplying the total volume of Kansas gas sold in Nebraska 
by the same ratio. 

Kansas-Nebraska concedes that its separation of production costs between 
its two major producing areas represents 


Admittedly * * * a departure from the general practice, which is to roll-in 
the cost of gas from all sources for allocation purposes—as the Commis- 
sion did in the recent Hl Paso case, Opinion No. 326 * * *. [Initial brief, 
p. 33] 


However, it contends that “the peculiar circumstances present here most 
persuasively support this separation.” 

The first “peculiar” circumstance cited by Kansas-Nebraska in support of 
its above method is the fact that the Nebraska and Colorado customers get all 
the more expensive Julesburg gas, and that none of this gas goes to the Kansas 
customers. It is of interest to note that in spite of this rationale which is 
advanced by the company to exempt the Kansas sales from carrying any 
portion of the Julesburg production costs, it is nevertheless apparent that 
under the Kansas-Nebraska method customers in the southern part of Nebraska 
who, according to the gas flow map (Exh. 10), receive no Julesburg Basin gas 
at all would nevertheless be charged with Julesburg Basin production costs 
on a pro rata basis. For example, Alma, Nebraska, located near the Kansas- 
Nebraska line, receives no gas from Colorado or Nebraska fields. Yet, as a 
jurisdictional customer, Kansas-Nebraska proposes to charge it with the cost 
of the more expensive Julesburg Basin gas. Furthermore, it is apparent that 
under the Kansas-Nebraska method the company is indifferent to the actual 
flow of gas within the state of Nebraska, and simply charges each Nebraska 
customer on the assumption of a uniform “mix” of Colorado and Kansas gas 
throughout the entire network in Nebraska. (Exh. 10; 2:216—-22, 232-4) 

The next “peculiar circumstance” cited by the company in support of its 
instant method is that under the Mcf-mile method advocated by it for the 
allocation of transmission costs in the instant proceeding, the Nebraska juris- 
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dictional customers are given the advantage of the shorter transmission dis- 
tance of the Julesburg gas; that, accordingly, it seems only fair that they 
should be charged with the production cost of the same gas which was thus 
used in allocating transmission costs. However, in view of the fact that the 
company’s proposed Mcf-mile method for the allocation of transmission costs 
is here being rejected, for reasons which are fully set forth at a later point, 
this argument is no longer relevant. 

As its final argument in support of its instant method for the allocation of 
production costs, Kansas-Nebraska states in its initial brief: 


It must also be considered that the Kansas Commission recognizes the 
separation of the gas sources and the distance factors involved. [p. 34] 


The initial brief then proceeds to quote at length from testimony on this 
subject by its allocation witness Ransom. The fact is, however, that the 
instant record contains no evidence whatsoever as to the actual views of the 
Kansas Commission with regard to the separation of the gas sources of this 
company. It is clear from a reading of the Ransom testimony that he was 
expressing only his own “great difficulty” in believing that the Kansas Com- 
mission would allow the company any costs for Julesburg Basin gas, in fixing 
its Kansas intrastate rates. Furthermore, as set forth at length in a subse- 
quent portion of this decision, it must be borne in mind that in determining 
“just and reasonable” rates for the Nebraska jurisdictional sales, the Federal 
Power Commission exercises exclusive jurisdiction under the Natural Gas Act, 
and in the exercise of such jurisdiction the Federal Power Commission has 
the responsibility for making its own decision as to what constitutes the most 
appropriate and equitable method for allocating production costs in the instant 
proceeding. 

Upon consideration of the relevant and material facts with regard to the 
operations and characteristics of the Kansas-Nebraska system, it is concluded 
that the circumstances present here do not justify a departure from the general 
Commission practice to roll-in the cost of gas from all sources for allocation 
purposes. The record in this proceeding establishes that the Kansas-Nebraska 
system is an integrated network of pipelines in which all significant sources 
of supply are connected with all significant points of consumption; that all 
sources of gas constitute a common reservoir for the entire system and that 
no particular sources of gas would, or could be, earmarked for any particular 
market or market area. The record further indicates that, historically, there 
has been considerable change from time to time in the sources of gas supplying 
the system as a whole and particular markets within the system. (Exh. 3; 
1:57-62, 70-1, 83-6, 146, 189) While these changes in supply were occurring, 
new markets were being added from time to time in a gradually expanding 
market area in the three states of Kansas, Nebraska, and Colorado. For ex- 
ample, as a result of the changes in supply and in markets, the original 
markets in the Platte Valley in southern Nebraska, which had been supplied 
entirely from the Otis Field in Kansas from 1936 until 1941, were supplied 
partly from Otis and partly from the Hugoton Field during the period 1941 
to 1953, and partly from Julesburg and partly from Hugoton (but not at all 
from Otis) in 1956. (Exhs. 3 and 10) The record makes it clear that no 
particular supply was ever earmarked for a particular market and that no 
particular market was ever restricted to any particular source of supply.* 


4It is interesting to note, in this connection, that when the company was certificated 
to serve certain communities in Colorado it was required to make a commitment to the 
Colorado Commission that those communities would be tied in with the rest of the sys- 
tem so that Kansas sources of gas would be available to them. (1:107; 3:461) 
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The record also establishes that, even though the flow pattern in 1956 in- 
volved no Colorado or Nebraska gas coming into Kansas, nevertheless the 
physical arrangements were such that Colorado gas could and would flow into 
Kansas, or Kansas gas could and would flow into Colorado under spme circum- 
stances. (1:125, 127; 3:461) As Kansas-Nebraska president Whiteman testified, 
on an integrated network system such as involved here the flow of gas from 
time to time, from day to day and from year to year, depends on load condi- 
tions and supply conditions existing from time to time. (1:97, 3:461) Under 
all these circumstances, it seems clear that whatever may be the flow pattern 
at any given moment or in any given period, the company’s sources of gas are 
not and cannot be earmarked for particular markets. 

As conceded in the Kansas-Nebraska brief (initial brief, p. 33) the general 
Commission practice has been to roll-in the cost of gas from all sources for 
allocation purposes. For example, In the Matter of Panhandle Eastern Pipe 
Line Company, et al., 10 FPC 185 (1951), the Commission held that the rates 
charged by Panhandle after obtaining its new Trunkline supply should be: 
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* * * rates which are sometimes referred to as “rolled-in,” whereby the 
cost of Trunkline gas is included along with Panhandle’s other costs; in 
other words, for all customers these rates should be based upon the total 
cost of Panhandle for rendering natural gas service. There is no reason 
why this method of handling the new gas supply should not be the appro- 
priate one in this case. It is clearly established that the availability of 
the Trunkline supply above Tuscola, Illinois, the point of connection with 
Panhandle’s existing pipeline of the new Trunkline facilities, creates cor- 
relative benefits to all of the customers of Panhandle on its main line both 
northeast and southwest of Tuscola. This is apparent because, by each 
M.c.f. of the new Trunkline gas which is delivered above the Tuscola 
connection, there is a correlative release of pipeline capacity required to 
satisfy the needs of Panhandle’s customers below that point, which result, 
through displacement or substitution, supports the finding that there are 
equal benefits to all customers of Panhandle from the new Trunkline 
supply of gas. [at p. 192] 


Similarly, In the Matter of Trunkline Gas Company, et al., 21 FPC 704 
(1959), the Commission stated: 


The Commission has consistently rejected allocation methods which would, 
in effect, assign cost of particular main line facilities to a specific cus- 
tomer. Likewise, the Commission has rejected methods which treat, for 
rate purposes, particular gas purchase contracts as being dedicated to a 
specific customer. 


The decision of the Commission in this Trunkline case that the costs of a 
Trunkline Gas Company expansion program representing the purchase of new 
gas and the improvement of its line up to Tuscola, Illinois, should be rolled 
in as a systemic cost has recently been affirmed by the Court of Appeals for 
the District of Columbia in Battle Creek Gas Company, et al. v. Federal Power 
Commission (July 14, 1960) 281 F. 2d 42, in a strong decision which character- 
ized the use of the rolled-in method as one which: 


serves the interest of equal treatment for customers receiving equal serv- 
ice. [page 9 of slip opinion] 
The Court described the rolled-in method as recognizing that 


* * * a gas pipeline of this sort is not just a collection of discrete pieces 


and parts, but an integrated system serving all of its customers. 
. * Bg * * * ” 
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This method has many apparent advantages and the Commission has re- 
peatedly stated a general preference for it wherever it may equitably be 
used. [page 8 of slip opinion] 


The company’s proposed separation of production costs by producing areas 
appears to be clearly unacceptable in the light of the Commission’s recent 
El Paso decision, Jn the Matter of El Paso Natural Gas Company, 22 FPC 260 
(1959), in which it strongly rejected a proposed allocation of gas costs by 
sources. In that case El Paso separated the production costs for its San Juan 
and Permian Basin sources and allocated them separately. In rejecting this 
method for allocation of production costs, the Commission stated: 


The record indicates that if certain necessary changes are made, gas from 
the northern division could supply southern division customers and vice- 
versa, although that is not the present method of operation. Irrespective, 
however, of flows on these cross-over lines, to the extent that either the 
northern or the southern division supplies a load, it relieves a burden on 
the other division. Thus the various parts of El Paso’s system support 
each other by displacement. [22 FPC at pp. 277-278] 

° * * x x ” . 


Both parties also object to the presiding examiner’s rolling in the higher 
producing costs of the San Juan Field with the Permian Field producing 
costs. In this latter connection, they point out that no San Juan gas 
would ever get to Clovis, Carlsbad, Alamogordo, New Mexico, or El Paso 
Texas. 

Contrary to the contentions of these parties and as noted above, El 
Paso’s system is an integrated one. Not only does gas pass from the 
Southern Division to the Northern Division, but either division, in effect, 
bears loads that would have to be carried by the other one. Therefore, 
there is little logic in computing the exact distance that gas travels from 
the various producing sources to the various customers. Furthermore, to 
attempt to determine just what gas goes to each of the several customers 
would lead to a result discriminatory in application and inherent with 
discrimination. An appropriate method of regulating this system therefore 
is to treat it as a unit, and in the first instance to allocate costs irrespec- 
tive of the source of the gas and irrespective of the distance traveled and 
then if necessary, as we shall show below, provide differences in rates as 
applied to the various zones. [22 FPC at pp. 277-278] 


Subsequently, in its Opinion and Order Denying Rehearing, Opinion No. 
326-A (October 1959), the Commission stated: 


The New Mexico Commission, the impact of whose contentions are op- 
posed to those of the California Companies, argues that the Commission 
erred in concluding that El Paso’s system is an integrated one and that 
the system-wide method of allocating costs is appropriate. As we indi- 
cated in our discussion in Opinion No. 326 the fact that the gas flows 
generally from East to West would not prevent the system being treated 
as an integrated one. Gas can be supplied to the California customers 
from either the Northern or Southern Divisions of El Paso’s system. While 
the flow of gas under the present method of operation may always be 
Northwest on the Plains-Gallup line connecting the Southern Division with 
the Northern Division, the supply of gas available on the Southern Divi- 
sion from the Permian Basin is supplemented by the gas available to the 
Northern Division from the San Juan Basin, for less gas will have to flow 
Northwest on the Plains-Gallup cross-over line because of the San Juan 
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deliveries. Thus each division of El Paso’s system is used to supplement 
and support the service rendered by the other. [22 FPC at pp. 666-7] 


The conclusions expressed by the Commission in the El Paso case, supra, 
are equally applicable here, and the position thus expressed by the Commis- 
sion strongly supports the conclusions reached by Northwestern witness Cromer 
on the basis of the record made in the instant proceeding, as follows: 


* * * Kansas-Nebraska’s system constitutes an integrated system and the 
gas supply from the Julesburg Basin definitely relieves the burden on the 
Hugoton source and vice versa. These sources, therefore, support each 
other by displacement. Gas from these sources is commingled in Nebraska 
and any attempt to determine just which gas goes to each of the cus- 
tomers results in discrimination. [3 :508] 

” *~ * * ” * * 


* * * the company was obtaining additional supplies from various sources 
to meet the expanding needs of areas already served and new areas that 
were added from time to time. No one gas supply was, or could have 
been, earmarked for any particular expansion of system load. The sys- 
tem’s gas supply, no matter when obtained or where located, obviously 
was and is for the benefit of all customers in the system. Therefore, any 
savings or additional costs involved should be borne by all customers, not 
jurisdictional or Nebraska customers alone. The various sources of sup- 
ply are mutually beneficial and, therefore, the only proper way to handle 
production and gathering expenses in this system is through a pooling 
of such costs. [8:509-10] 


In concluding this discussion with respect to the allocation of production 
costs, reference should briefly be made to the contention by Northwestern that 
as a result of the stipulation entered into prior to the commencement of the 
instant hearing, limiting the issues to be heard in this proceeding, Kansas- 
Nebraska is now estopped from proposing the allocation of production costs 
on other than a pooled basis. Since the Kansas-Nebraska method of separat- 
ing production costs by producing areas is here being rejected on the merits, 
this procedural question, raised by Northwestern, has become moot. However, 
it will be of interest to outline briefly the nature of the problem as thus pre- 
sented by Northwestern. 

In the original rate filing by Kansas-Nebraska in the instant proceeding 
production costs were allocated on a pooled basis, for the reason that the 
costs as then determined for both the Julesburg Basin and the Kansas pro- 
ducing areas, reflecting a retention of the tax benefits associated with intan- 
gible well drilling and statutory depletion, were practically identical for the 
two producing areas. However, under the stipulation of March, 1959 the 
stipulated cost of service of $14,946,272 reflected the allowance of only actual 
taxes with respect to these producing areas, so that the tax benefits associ- 
ated with intangible well drilling costs and statutory depletion were passed 
on to the customers. The result was to substantially decrease the stipulated 
cost of the Hugoton gas, since the tax benefits were related entirely to drilling 
in the Hugoton Field. Thereafter, in its testimony and exhibits presented in 
the instant hearing Kansas-Nebraska for the first time proposed to separate 
its production costs between the two major producing areas. This change 
in its previous position was admittedly designed to minimize the downward 
impact on its claimed jurisdictional costs, resulting from the stipulated agree- 
ment to allow only actual tax liability in connection with its production 
operations. 
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Northwestern contends that the treatment of intangible drilling costs and 
statutory depletion constituted important items in controversy beween Kansas- 
Nebraska and the interveners at the time of the negotiations leading to the 
stipulation; that one of the important concessions made by the company was 
to resolve these two items in favor of the customers; that this concession 
represented an important inducement leading to agreement by the customer 
companies on the stipulated cost of service; that the significance and effect 
of this concession would be greatly reduced if the company were now per- 
mitted to switch from the allocation of production costs on a pooled basis, as 
reflected in its original rate filing, to the separation of production costs by 
producing areas; that, accordingly, the integrity of the stipulation can only 
be preserved if the company is now barred from departing from its original 
allocation of production costs on a pooled basis. 

This question was first raised during the hearing itself, in the form of a 
motion by the Nebraska interveners to strike all evidence presented by Kansas- 
Nebraska in connection with its allocation of production costs on the basis of 
separate producing areas. The presiding examiner denied the motion to strike 
on the ground that the Commission’s hearing order of July 17, 1959, had listed 
the proper allocation to jurisdictional customers of the total cost of service 
as one of the issues to be tried in this proceeding; that the question as to how 
production and gathering costs should be allocated between the jurisdictional 
and non-jurisdictional customers was as much a part of this issue as the allo- 
cation of transmission costs; that in connection with this issue Kansas- 
Nebraska was entitled to propose any allocation method which it deemed ap- 
propriate and reasonable and in the public interest, regardless of the motives 
which had impelled the company to depart from its original allocation of 
production costs on a pooled basis; that on the basis of such presentation, a 
determination as to the proper allocation method to be adopted for produc- 
tion costs would then be made on the merits. 

That determination has accordingly been made solely on the merits in the 
instant decision, and it is here concluded that production costs in this pro- 
ceeding should be allocated on a pooled basis. 


B. Allocation of Transmission Costs Between Jurisdictional and Non-Juris- 
dictional Customers. 


Kansas-Nebraska contends that the allocation of its total system-wide trans- 
mission costs between jurisdictional and non-jurisdictional sales should be 
made in this proceeding on the basis of the Mcf-mile method of allocation, 
and the Commission Staff takes the same position. Interveners Northwestern 
and Nebraska, however, take the position that this allocation should be made 
on a system-wide basis, in accordance with the respective peak day and 
annual volumes of the jurisdictional and non-jurisdictional categories. Adop- 
tion of the Mcf-mile method, rather than the system-wide method, would have 
the effect of adding approximately $450,000 to jurisdictional transmission costs 
in this proceeding.5 

Under its Mcf-mile method, Kansas-Nebraska’s first step was to divide total 
transmission costs between demand and commodity costs, following basically 
the Commission’s long-established Atlantic Seaboard (Op. No. 225) method. 
As noted on page 30 of its initial brief, however, the Company departed from 
the Atlantic Seaboard method with respect to supervision and engineering, 
and administrative and general accounts, which it treated as fixed costs allo- 


5 Derived by subtracting Northwestern transmission cost of $1,612,182, obtained under 
system-wide method, from Staff transmission cost of $2,061,411, obtained under Mcf-mile 
method—-both at 6% rate of return (Kansas-Nebraska initial brief, Appendix A). 












472 FEDERAL POWER COMMISSION 


cable equally between demand and commodity, instead of dividing them on 
the supervised expenditure basis. No justification is shown, either in the 
record or in the Company’s briefs, for this departure from the established 
Commission precedent, which had the effect of improperly adding the amount 
of $6,522 to the jurisdictional cost of service—and it is hereby rejected. Simi- 
larly, as noted at the same point in the Kansas-Nebraska brief, the Company 
treated the three items of transmission and compression of gas by others, 
administrative and general expenses, and customers accounting and collecting, 
differently than the Commission treated these items in the Northern Natural 
case, Op. No. 281 (14 FPC 11), by using mileage in the assignment to demand 
and commodity. (3:385-6, 454-5) No satisfactory justification was provided 
by Kansas-Nebraska witness Ransom for this departure from Commission 
precedent, and the initial brief of the Company dismisses the matter with 
the bare statement that “These differences, however, produced relatively minor 
variations in cost allocated to the jurisdictional sales.” The Company treat- 
ment of these three items had the effect of improperly adding the amount of 
$34,608 to the jurisdictional cost of service—and it is hereby rejected. 

The next step under the Company’s Mcf-mile method was to compute the 
Mcf-demand and the Mcf-commodity miles to each separate delivery point. 
This was done by multiplying the distance from source of gas to each deliv- 
ery point by the annual volume of gas delivery to such point, for Mcf-com- 
modity miles, and by the daily average 3-day peak delivery, for the Mcf-demand 
miles. In situations where gas from two or more zones commingled at a 
junction point, the average transmission distance to the junction point was 
calculated by dividing the sum of the Mcf miles of all gas streams flowing 
into the junction by the total volume of gas arriving at the junction point. 
The next step was to divide the total transmission demand cost by the total 
system-wide Mcf-demand miles to obtain a system-wide unit transmission 
demand cost. Similarly, total transmission commodity cost was divided by 
the total Mcf-commodity miles to obtain a unit transmission commodity cost. 
The fourth step consisted of multiplying the system-wide unit transmission 
demand cost by the total demand-miles of the jurisdictional customers as a 
class. (2:3384; 5:775) This produced the total demand costs chargeable to 
the jurisdictional category of sales as a class. Similarly, the system-wide 
unit transmission commodity cost was multiplied by the total commodity-miles 
of the jurisdictional customers as a class, producing the total commodity costs 
chargeable to the jurisdictional category. The final step was one of rate 
design, in which the total demand cost thus derived for jurisdictional sales 
as a class was converted into an average, uniform demand rate for all cus- 
tomers in the jurisdictional category. This was accomplished by dividing 
total jurisdictional demand costs by the total billing determinant for the 
jurisdictional category. Similarly, the average uniform commodity rate for 
all jurisdictional customers was obtained by dividing total jurisdictional com- 
modity costs by the annual sales volume for the jurisdictional category. 
(Exh. No. 20)6 

The net result of this method is to treat all jurisdictional sales as one zone, 
and all non-jurisdictional sales as another zone; to derive an average cost per 
Mcf for the jurisdictional sales zone; and to fixe rates for all jurisdictional 
sales in the jurisdictional sales zone on that basis. (3:390; 5:812) 

At the outset, it is important to note that there is no Commission prece- 
dent whatsoever for allocating costs between jurisdictional and non-jurisdic- 
tional sales on a mileage basis. Admittedly, the long-standing established 


6 The rates under the overrun schedule, Rate Schedule IOR-1, were fixed somewhat 
differently, but that is not relevant to the point here under discussion. 
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Commission method for allocating costs between jurisdictional and non- 
jurisdictional sales is on the basis of respective peak-day and annual usage 
(sometimes referred to as the “volumetric” method). This standard practice 
was described by the Commission Jn the Matter of Home Gas Company, Op. 
No. 272 (1954), as follows: 


* * * it has been standard practice in allocating costs to classify costs 
into demand and commodity categories on the basis of their relation to 
the system’s peak or annual operations. Costs so classified are then allo- 
cated between jurisdictional and non-jurisdictional classes of customers on 
the basis of relative peak requirements and relative annual requirements. 
{18 FPC 241, at 258] 


This method of allocating between jurisdictional and non-jurisdictional serv- 
ice was expressly approved in Cities Service Gas Co. v. F.P.C. (CCA 10, 1946), 
155 F. 2d 694 (Cert. denied 329 U.S. 773), as follows: 


The Commission recognized that the company’s facilities and operations 
were devoted in part to natural gas service which was not subject to its 
jurisdiction. * * * Accordingly, it recognized the necessity of effecting a 
separation of the jurisdictional from the non-jurisdictional. * * * The 
total commodity costs thus determined were allocated to regulable and 
nonregulable sales in a ratio that the customers’ annual consumption bore 
to the total M.c.f. sales from the system in the year 1941. The demand 
costs were allocated between the regulable and non-regulable sales in the 
ratio that the customers’ consumption on the peak day * * * bore to the 
total system M.c.f. sales on that day. * * * 

The Commission used the allocation of cost of service as “the most 
practical and businesslike method” of effecting a separation of the regu- 
lated and non-regulated business in the Colorado Interstate case under 
circumstances not unlike the present, and we approved the use of that 
method in those circumstances as an appropriate means of “effectuating a 
separateness of the property and capital used in the integrated business.” 
On review of this point, the Supreme Court stated the problem as one 
of allocating to each class of the business its fair share of the total cost 
of service; that since Congress had prescribed no formula for the sepa- 
ration of the regulable from the non-regulable sales, and since rate- 
making is essentially a legislative function, the courts were not warranted 
in rejecting the method selected by the Commission “unless it plainly 
contravenes the statutory scheme of regulation.” * * * [155 F. 2d, at 704-5] 


More recently, In the Matter of El Paso Natural Gas Company, 22 FPC 260 
(1959), the Commission stated. 


As so classified the costs were allocated to the various classes of sales, 
jurisdictional and non-jurisdictional, according to system usage during 
peak and annual periods. [at p. 276] 


It is also relevant to note here that the Mcf-mile method as a basis for cost 
allocation has thus far been adopted and approved by the Commission in only 
one previous case—In the Matter of Northern Natural Gas Company, Op. No. 
281 (1955), 14 FPC 11—and it was there used not to allocate costs between 
jurisdictional and non-jurisdictional sales, but instead to allocate costs be- 
tween true geographic zones. 


One of the main arguments made by Kansas-Nebraska in support of its 
Mcf-mile method is that 
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All the relevant factors prevailing in the company’s operations tend to 
make distance the dominant factor in transmission costs. [Kansas-Nebraska 
initial brief, p. 42] 


Similarly, the Staff contends that “distance is a ‘prime determinant’ that must 
be reflected in KNCO’s rates to jurisdictional customers in Nebraska.”  (ini- 
tial brief, p. 19) Accordingly, it is argued that the Mcf-mile method should 
be adopted here, on the ground that it gives controlling weight to the factor 
of distance. 

It is important to note, at the outset, that what Kansas-Nebraska presents 
in this proceeding is not a “zonal” or “area” allocation, but rather an allo- 
cation of costs between jurisdictional and non-jurisdictional sales. What 
Kansas-Nebraska has done, in effect, is to compute Mcf-mileage for (a) all 
jurisdictional customers as a group, wherever located; and (b) all non- 
jurisdictional customers as a group, wherever located. Admittedly, this can- 
not by any stretch of the imagination be characterized as an allocation be- 
tween geographical zones. 

The basic and fundamental flaw in the Kansas-Nebraska method is that it 
uses a mileage criterion to allocate costs between two categories, jurisdic- 
tional and non-jurisdictional, which are not themselves established on the 
basis of differences in mileage. The fact is that the jurisdictional and non- 
jurisdictional categories in this proceeding are substantially co-extensive as 
to ranges of transmission distance—with the range of transmission distances 
for all jurisdictional delivery points running from a minimum of 75.9 miles to 
a maximum of 387.3 miles, while the range for all non-jurisdictional custom- 
ers is from 0 miles to 411.6 miles. (Exh. 16) 

Where categories are themselves established on the basis of mileage, ¢.g., 
where Category A includes delivery points involving distances of less than X 
miles and Category B includes delivery points involving distances of more 
than X miles, and it may be proper under some circumstances to use average 
distances in each category as the criterion for establishing a transmission cost 
differential between the two categories. But where the categories are not 
established on the basis of differences in mileage, i.e., where the two cate- 
gories are substantially co-extensive as in this case, it makes no sense and 
can only produce anomalies and inequities to use mileage as the criteria for 
allocating between the categories. (3 :518-520) 

It is interesting to note here that, although the basic rationale for Kansas- 
Nebraska’s use of the Mcf-mile method in this proceeding is its contention 
that distance must be the controlling factor in allocating transmission costs 
on its system, it has set up as its two “zones” to which a rate differential is 
to be applied the jurisdictional category and the non-jurisdictional category, 
reflecting a difference in average transmission distance amounting to only 
80.5 miles.7 Yet under the Kansas-Nebraska method the same average rate 
is applied throughout the entire jurisdictional category, whcih itself reflects a 
range of 311.4 miles. Kansas-Nebraska thus disregards a 311.4 mile difference, 
while basing its entire case on an 80.5 mile difference. 

To illustrate the artificial and illogical nature of the Kansas-Nebraska 
proposal in this proceeding, let us suppose that the Commission instead under- 
took to use the Mcf-mile method for the purpose of allocating total system- 
wide costs between the following two categories: Category I—all sales to 
customers whose names begin with the letters A through L; Category II— 


7 Average transmission distance for the jurisdictional category is 248.7 miles, and for 
the non-jurisdictional category 168.2 miles. 


8i.e., from a minimum of 75.9 miles to a maximum of 387.3 miles. 
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all sales to customers whose names begin with the letters M through Z; 
assuming also that the aggregate Mcf-miles to all delivery points in Category I 
happened to be substantially higher than those for Category II. Assume fur- 
ther, however, that delivery point A in Category I was very close to the source 
of supply—in fact more close than any of the delivery points in Category II, 
this being a situation which could commonly arise where the categories them- 
selves are not estabilshed on the basis of differences in mileage. We would 
then have a situation in which Customer A would be thrown into a higher- 
cost category for reasons which had no connection whatsoever with its own 
distance from the source of supply—i.e., solely for the reason that it was in 
the first half of the alphabet, plus the fact that the aggregate Mcf-miles for 
all customers whose names began with the letters A through L happened to 
exceed those for all customers in the latter half of the alphabet. 

Certainly, it cannot seriously be contended that such an approach is based 
upon and governed by the recognition of distance as a controlling cost factor. 
Yet that is precisely the nature of the Kansas-Nebraska proposal in the in- 
stant proceeding. The record makes it clear, and it is not denied that numer- 
ous customers in the jurisdictional category are actually closer to the source 
of supply than certain customers in the non-jurisdictional category. Yet, as 
a result of the fact that the aggregate Mcf-miles for the jurisdictional cate- 
gory happens to be higher than that for the non-jurisdictional category, the 
adoption of the Kansas-Nebraska method here would mean that a jurisdic- 
tional customer close to the source of supply would nevertheless pay a higher 
rate than a non-jurisdictional customer located farther away from the source 
of supply. 

This is, in fact, the very type of situation which was condemned by the 
Commission in the Northern Natural Gas case, Op. No. 281, supra, which is 
relied on here by both Kansas-Nebraska and the Staff as an allegedly con- 
trolling precedent. The Commission there rejected certain proposed zoning 
plans because: 


* * * under each of these methods of zoning the total mileage of trans- 
mission to certain points in zones closer to the source of supply is greater 
than the mileage to other pvints of sale in zones farther removed from 
the zones. Under each of the plans considered * * * deliveries to certain 
points requiring the greater mileage of transmission would be made at 
the lesser rate. The foregoing is sufficient in our view to condemn each 
of these methods of zoning. [14 FPC 26] 


And the Commission’s position in this connection was subsequently approved 
by the Court of Appeals in Northern Natural Gas Company v. F.P.C. (C.C.A. 8, 
1956), 236 F. 2d 372 (pp. 382-3; and 385). 

What was thus condemned in the Northern Natural Gas case, supra, would 
not represent merely an occasional or incidental effect under Kansas-Nebraska’s 
proposed allocation method in the instant proceeding, but would permeate it 
completely. 

The Kansas-Nebraska briefs here attempt to convey the impression that the 
jurisdictional and rron-jurisdictional sales categories do in fact constitute 
distance categories, on the ground that the average transmission distance to 
Nebraska customers (jurisdictional or all) is much greater than to Kansas 
customers. But the significant fact, as already noted, is that jurisdictional 
and non-jurisdictional delivery points are interspersed over the length and 
breadth of the Kansas-Nebraska system in the state of Nebraska—and that 
many Nebraska customers in the jurisdictional category are closer to their 
sources of supply than many of the non-jurisdictional customers. The strained 
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and remote nature of the Kansas-Nebraska theory in this connection will? 
become evident if the same logic is applied to classify all red-headed custom- 
ers of the company as one category, and all other customers as a second cate- 
gory. If it developed that the average mileage to the entire category of red- 
headed customers happened to be higher than that for the other category, 
none would seriously contend that this converted the red-headed category and 
the non-redhead category into “distance categories.” 

The anomalies and inequities resulting from the Kansas-Nebraska reliance 
on mileage in allocating costs between categories established on a non-mileage 
basis are startling and unjustifiable. As noted earlier, the Kansas-Nebraska 
allocation method involves averaging the Mcf-mileages for all jurisdictional 
delivery points—regardless of whether 50 miles, 200 miles or 380 miles of 
transmission is involved—and attributing the average to each and every de- 
livery point in the jurisdictional category. The same process is applied to 
the non-jurisdictional category, which of course includes both the Kansas 
and Nebraska non-jurisdictional sales. (3:390-3:518) One type of anom- 
alous effect thus produced is to allocate a higher cost to the jurisdictional 
sale at Hastings, Nebraska, than to the non-jurisdictional power plant sale 
at Hastings, even though precisely the same milaege is involved in both sales. 
(3:523) Another type of serious inequity is the allocation to a jurisdictional 
delivery point, involving only a short transmission distance, of a higher trans- 
mission cost than that allocated to a non-jurisdictional delivery point involving 
a much longer distance. For example, the jurisdictional town of Cozad, 
Nebraska, which is only 175 miles from the source of supply, would bear a 
higher transmission cost than the non-jurisdictional town of Laurel, Nebraska, 
which is 414 miles from the source of supply. (3:390-1). Similarly, the 
jurisdictional town of Ogallala, Nebraska, which is 75.9 miles from the source 
of supply, would bear a higher transmission cost than the non-jurisdictional 
town of Goodland, Kansas which is 149 miles from the source of supply. 
(3 :525-6) Furthermore, it is clear that the anomalous situations referred to 
above do not represent isolated or exceptional results, but are typical and 
characteristic of the entire situation, since jurisdictional and non-jurisdictional 
points are interspersed over the length and breadth of the entire system in 
Nebraska. (Exhs. 2 and 16; 3:519) 

Still another anomalous and inequitable result of the Kansas-Nebraska 
method is found in the situation where there are two adjoining towns in 
Nebraska, one served at retail by Kansas-Nebraska and the other being 
served by one of its wholesale customers.® Although the transmission distance 
to both communities in such a situation is substantially the same, the cost 
allocation to the Kansas-Nebraska town, which is in the non-jurisdictional 
category, would be substantially less than that to the wholesale town which 
falls in the jurisdictional category. Thus, the wholesale customer, whatever 
its location in relation to its source of supply, would have no choice but to 
bear the higher allocated cost and fix its retail rates accordingly, while its 
own customers would be perfectly aware of the fact that lower rates were 
being paid in the adjoining non-jurisdictional town. This problem would have 
a particularly serious impact on the Kansas-Nebraska system, where much of 
its non-jurisdictional business is of the same character as that of its juris- 
dictional customers—in contrast to many other natural gas systems where 
the non-jurisdictional business is confined essentially to direct industrial sales. 
In the peculiar circumstances of the Kansas-Nebraska system it would seem 
particularly important that comparable jurisdictional and non-jurisdictional 


9 Many examples of this precise situation are apparent from a glance at the system 
map, Exh. 2. 
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deliveries should be treated even-handedly and not be subjected to arbitrary 
and capricious averaging or other discriminatory treatment. 

Similarly peculiar and illogical results would follow under the Kansas- 
Nebraska method if the company were subsequently to acquire a distribution 
system in Nebraska now served by it only at wholesale, or to sell a distribution 
system in Nebraska now served by it at retail1° Since this development in 
itself would produce a change in the jurisdictional category “mix” and the 
non-jurisdictional category “mix,” the result would be to change the relative 
proportions of total system cost allocated to the jurisdictional and non- 
jurisdictional categories. Accordingly, the effect would be to change the 
allocated cost of service not merely for that particular community but for 
every delivery point on the system, jurisdictional and non-jurisdictional, even 
though there were no change in total Mcf-miles or in total cost of service. 

Similar results would follow in the event Kansas-Nebraska, whose current 
jurisdictional sales are entirely in the state of Nebraska, were later to com- 
mence making jurisdictional sales in Kansas, closer to the source of supply, 
and to make a larger number of non-jurisdictional sales in Nebraska, farther 
from the source of supply. Under such circumstances, the ratio of average 
Mcf-miles for the jurisdictional category, to the average total system-wide 
Mcf-miles might change significantly, producing a lower percentage allocation 
to the jurisdictional category. In that event, although the company’s justifi- 
cation for the adoption here of the Mcf-mile method is founded upon the propo- 
sition that distance from source of supply is the controlling and most impor- 
tant cost factor, the rate for the current jurisdictional cvustomesr in the state 
of Nebraska would be reduced under the Kansas-Nebraska method, in spite 
of the fact that no change whatsoever had occurred in their distance from 
the source of supply. 

This, of course, is totally unlike the situation where the mileage method is 
applied to true geographic zones, where all delivery points in Zone 1 involve 
distances of less than X miles and all delivery points in Zone 2 involve dis- 
tances of more than X miles. In that situation, we are dealing with fixed 
zones, which can never change their geographical relationship with relation 
to the common source of supply. Under the company proposal as presented 
in this case, however, the jurisdictional and non-jurisdictional categories would 
not represent fixed “zones” at all, but would constitute categories which would 
be subject to future change in their geographical relation to each other, in 
their respective relationships to the various sources of supply, and in the rela- 
tive proportion of total system costs to be charged to each—depending upon 
whether the concentration of jurisdictional sales were shifted to Kansas or 
retained in Nebraska, and upon whether a larger concentration of non- 
jurisdictional sales were shifted to Nebraska. 

An allocation method which is subject to such vagaries and produces such 
results cannot be justified. 

The Kansas-Nebraska reply brief suggests that the claimed anomalies and 
inequities described above constitute “a red herring’; that its mileage method 
truly determines actual cost to each delivery point, jurisdictional as well as 
non-jurisdictional, and that accordingly the determined cost under the Kansas- 
Nebraska method for two adjoining towns would actually not differ merely 
because one sale was jurisdictional and the other non-jurisdictional. Instead, 
Kansas-Nebraska contends that the claimed anomalies result necessarily from 
the second step of the process—.e., the aggregating, combining or grouping of 


10 This illustration is not purely academic in character. The record shows that dur- 
ing the test year 1956 the distribution system in Central City, Nebraska changed from 
non-jurisdictional to the jurisdictional category. (2 :204-5) 
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costs for rate schedule purposes; that this averaging process, under which 
costs are averaged for all members in the designated or selected group is 
simply one of the essential and inherent characteristics of any zoning method. 
This attempt to break the process down into two interdependent steps and . 
thus to disassociate the Kansas-Nebraska mileage method in this proceeding 
from its necessary consequences constitutes a mere exercise in semantics, The 
fact is that our only relevant concern here is what costs are charged to cus- 
tomers in the jurisdictional category under the Kansas-Nebraska allocation 
method, as distinguished from the costs which are charged to customers in 
the non-jurisdictional category. Admittedly, the demand costs charged to an 
individual jurisdictional customer are not determined by applying the system- 
wide unit transmission demand cost to its own actual demand-miles. Instead, 
the system-wide unit transmission demand cost is multiplied by the total 
demand-miles of all jurisdictional customers as a class, to produce the total 
demand costs chargeable to the jurisdictional category of sales as a class. 

Furthermore, although averaging may be acceptable in some cases as a neces- 
sary incident of the proper application of an Mcf-mile allocation method to 
true geographical zones, it cannot be regarded as acceptable where the cate- 
gories selected constitute a strictly amorphous grouping such as the jurisdic- 
tional and non-jurisdictional categories in this proceeding, with jurisdictional 
and non-jurisdictional delivery points interspersed over the length and breadth 
of the Kansas-Nebraska system in Nebraska—with the result that the anomalies 
and inequities noted here are not merely isolated or exceptioual in nature, but 
rather are typical and characteristic of the entire situation. 

At pages 3-4 of its reply brief, Kansas-Nebraska attempts to minimize the 
objections to its attempt to apply an Mcf-mile allocation method to the juris- 
dictional and non-jurisdictional categories rather than to true geographical 
areas, by noting that if the mileage method had instead been here applied to 
distribute total system costs between the states of Kansas and Nebraska, the 
difference in results would have been a reduction in jurisdictional cost of 
service amounting only to $44,381, or slightly more than 1%. The problem is 
therefore characterized as de minimis. The short answer to this observation 
is that if Kansas-Nebraska had, in fact, desired to establish such geographic 
zones on its system it would have been the company’s responsibility to file 
its application and present its case in that way, so that the Staff and the 
interveners would have had the opportunity to meet the zonal issue squarely. 
Instead, however, the company actually has not presented a zonal issue here 
at all, but merely a problem of allocating costs between jurisdictional and 
non-jurisdictional sales. And in spite of the point raised in its reply brief, 
as outlined above, the fact is that Kansas-Nebraska even now does not any- 
where suggest or propose that the Commission should divide its system into 
two such geographical zones for the purpose of allocating costs under its Mcf- 
mile method. In addition, as will be developed later herein, many of the con- 
siderations which are deemed to render a system-wide allocation method more 
suitable than an Mcf-mile method in this particular case are equally applicable 
whether the Mcf-mile method were applied to the jurisdictional and non-juris- 
dictional categories, or to the states of Kansas and Nebraska as geographical 
zones. 

We now turn to the specific grounds advanced in support of the Kansas- 
Nebraska proposal to use the Mcf-mile allocation method in this proceeding. 

1) The Division of Regulatory —Jurisdiction Between This Commission and 
the State Corporation Commission of Kansas. 

Kansas-Nebraska contends that a system-wide allocation method cannot 
properly be adopted in this proceeding, for the reason that over 40% of its 
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sales are made in Kansas and are regulated by the Kansas State Corporation 
Commission; that the Kansas Commission, in regulating non-jurisdictional 
rates in Kansas, segregates Kansas properties and costs related to Kansas 
business, excluding from consideration any of the properties and costs incurred 
solely to serve other than Kansas customers, and allocating the properties and 
costs related to serving both Kansas and Nebraska customers so as to deter- 
mine the amounts applicable to Kansas customers alone. Kansas-Nebraska 
argues that in performing this regulatory function, the Kansas Commission 
recognizes that distance from the gas supply affects transmission costs, and 
therefore is a factor justifying differentials in rates favoring the customers 
nearest the supply; that accordingly if the Federal Power Commission were 
to adopt a system-wide allocation method for the purpose of allocating costs 
to the jurisdictional customers in this proceeding, such a method would attrib- 
ute costs to Kansas customers which the Kansas Commission would not recog- 
nize, with the result that the Company could not recoup its full cost of service. 

At the outset it should be noted that the problem here presented by Kansas- 
Nebraska is based on pure speculation. There is admittedly no evidence 
whatsoever in the instant record as to what theory of allocation, if any, the 
Kansas Commission has followed in the past or will follow in the future, or 
as to what costs that Commission has attributed or would attribute to the 
service rendered within its borders. Actually, although the Kansas Commis- 
sion filed a Notice of Intervention in the instant proceeding, it was not repre- 
sented at the hearing and did not participate in any way. Prior to the opening 
of the hearing, the Kansas Commission forwarded to the Federal Power Com- 
mission a document entitled “Statement of Harry G. Wiles, Chairman, State 
Corporation Commission of the State of Kansas.” The Presiding Examiner 
directed that this document be made a part of the Commission’s files, although 
not to be treated as evidence. Subsequently, the same statements were incor- 
porated in a brief filed by the Kansas Commission. The Kansas Commission 
brief (and similarly the “Statement of Harry G. Wiles, Chairman”) provides 
no support for the contention raised here by the Company. The brief recites 
that in determining Kansas-Nebraska’s current rates for its non-jurisdictional 
sales within the state of Kansas, the Kansas Commission 


* * * took into account the property and costs related to serving both 
Kansas and Nebraska customers which it was appropriate to allocate to 
the Kansas customers. The Kansas Commission excluded from considera- 
tion all property used and costs incurred to serve Nebraska customers 
exclusively, and also that portion of the property and costs related to 
serving both Kansas and Nebraska customers which it was not proper to 
allocate to the Kansas customers. [page 4; emphasis supplied] 


The underlined phrases, of course, represent mere general conclusions which 
throw no light whatsoever upon what allocation methods, if any, were or are 
adopted by the Kansas Commission in making such determinations. 

The Kansas-Nebraska contention that the Kansas Commission “recognizes 
the distance factor” is based solely upon the following statement contained in 
the Kansas Commission brief: 


The Kansas-Nebraska rates approved by the Kansas Commission generally 
recognize the distance from the gas supply and the consequent transmis- 
sion costs as a factor which justifies differentials in rates favoring the 
customers nearest the supply. 


We are left to speculate as to what this bare, unexplained statement may 
mean or refer to. It may well be that it is meant to indicate that in fixing 
693-489-6433 
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rates for the different non-jurisdictional customers within the state of Kansas, 
the Kansas Commission takes into account the relative distances of different 
non-jurisdictional customers from the source of supply, and fixes rate differen- 
tials accordingly. However, there is certainly nothing in this bare statement 
which suggests that it refers to the only possibly relevant question here—+.e., 
the method used by the Kansas Commission in allocating properties and costs 
related to serving both Kansas and Nebraska customers, so as to determine 
the amounts applicable to Kansas customers. If a Kansas Commission wit- 
ness had been presented at the instant hearing, he obviously would have been 
interrogated for the purpose of developing these facts, and other related 
matters. However, in the context of the present record there is no basis what- 
soever for anticipating or presuming that the failure of this Commission to 
adopt the Mcf-mile method as proposed by Kansas-Nebraska for the allocation 
of costs between the jurisdictional and non-jurisdictional categories would 
place this Commission in conflict with the Kansas Commission, or would deny 
the Company the opportunity to recoup its full cost of service as the result 
of some subsequent action by the Kansas Commission. 

Entirely apart from the above, however, it is clear that with respect to 
rates for the Nebraska jurisdictional sales the Federal Power Commission 
exercises exclusive jurisdiction, under the Natural Gas Act, and in the exer- 
cise of that jurisdiction the Federal Power Commission alone has the respon- 
sibility for the determination of just and reasonable rates for such jurisdic- 
tional sales. That determination requires an allocation of total system cost 
of service between jurisdictional and non-jurisdictional service, and this Com- 
mission must make its own decision as to what constitutes the most appropri- 
ate and equitable allocation method in this proceeding™ If, in the exercise 
of that responsibility, this Commission should reject the Kansas-Nebraska 
method and thereby attribute more cost to non-jurisdictional service and less 
to jurisdictional service than Kansas-Nebraska here proposes, it does not follow 
that Kansas customers will be made to bear “Nebraska” costs. It simply 
means that the Nebraska jurisdictional customers are not being made to bear 
costs in excess of the portion here determined to be properly chargeable to 
them. 


2) The Present Construction and Operation of the Kansas-Nebraska System, 
and History of its Development and Growth. 

Kansas-Nebraska, at pages 42 et seq. of its initial brief, sets forth a great 
deal of factual data designed to establish: (1) that all the relevant factors 
prevailing in its operations tend to make distance the dominant factor in 
transmission costs, and that Nebraska deliveries involve greater average trans- 
mission distance than Kansas deliveries; (2) that in addition all other factors 
tend to make the Nebraska costs greater. The difficulty with this presentation 
is that it compares operations in the state of Kansas with those in the state 
of Nebraska, as if the allocation proposal here were one to allocate costs 
between those two geographical zones. However, as already pointed out above, 
the Mcf-mile method is here proposed for the allocation of costs between juris- 
dictional and non-jurisdictional sales, and consequently a great deal of this 
factual data stressed by Kansas-Nebraska would seem to be quite irrelevant. 
For example, it is stressed that the average transmission distance to all 
Nebraska customers is 239.4 miles, while that to all Kansas consumers is 120 


11 As well argued by the Staff, the determination of a fair and equitable allocation of 
costs among various customers of a natural gas company, operating under the Natural 
Gas Act, cannot properly be made to depend upon the decision of a State Commission 
(page 13, initial brief). 
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miles, a difference of 119.4 miles; and that the average transmission distance 
of Nebraska jurisdictional sales (being sales for resale) is 248.7 miles, while 
the average transmission distance of sales for resale in Kansas (constituting 
only a portion of the Kansas non-jurisdictional sales) is 124.5 miles. If in- 
stead, however, such a comparison is made with respect to the jurisdictional 
and non-jurisdictional categories (constituting the only relevant comparison 
here), it appears that there is a difference of only 80.5 miles in the average 
transmission distance between these two categories.2 As noted earlier in this 
decision, we are dealing here with a difference in average transmission dis- 
tance between the two categories amounting to only 80.5 miles, when the 
entire jurisdictional category itself, throughout which the same average rate 
is applied under the Kansas-Nebraska method, reflects a range of 311.4 miles. 

Kansas-Nebraska also stresses that “a great proportion of the Nebraska pipe 
is of small diameter, 70.35 percent of the Nebraska pipe being of 6” and under 
as compared to only 47.36 percent in Kansas.” (initial brief, p. 43) This 
comparison is irrelevant and misleading, since the only meaningful comparison 
is that between the facilities used for service to the Nebraska jurisdictional 
customers on the one hand, and the facilities used for non-jurisdictional serv- 
ice in both Nebraska and Kansas on the other hand. Furthermore, the com- 
parison here made by Kansas-Nebraska is based upon mere physical location 
of the small diameter pipe, as distinguished from the far more important 
factor of usage or function. It seems clear that in considering the extent to 
which the presence of the higher-cost, small diameter pipe should be given 
weight in connection with the allocation of costs, the critical consideration 
should be not the mere physical location of such small diameter pipe, but 
rather the extent to which it is used to serve the jurisdictional category as 
distinguished from the non-jurisdictional category. It is therefore important 
to note that the bulk of the Nebraska jurisdictional sales are made from the 
larger diameter lines, while the overwhelming proportion of non-jurisdictional 
sales in both Kansas and Nebraska are made from the smaller diameter lines. 
It is also relevant to note that much of the large diameter pipe in Kansas 
is actually not needed for Kansas deliveries alone, but finds its justification 
in the volumes which must pass through that pipe destined for markets in 
Nebraska. (4:632) 

Under the heading “History of Development and Growth of the System,” 
Kansas-Nebraska devotes several pages to a description of the year-to-year 
growth and expansion of its system from its inception, stressing that its origi- 
nal line went only half the ultimate distance and thereafter was extended 
section by section to the north, northeast and northwest in Nebraska, under 
increasing costs of construction. (initial brief, pages 44-48) It is contended 
that under these circumstances there is no justification for allocation methods 
and pricing policies which would require customers all along the line to pay 
the same rates. Here again, however, the historical facts thus stressed relate 
only to the irrelevant comparison of the state of Nebraska with the state of 
Kansas. For example, there is much discussion of the addition of new com- 
munities in Nebraska, without indicating that a great majority of these were 
retail communities, and only a minority were jurisdictional. Similarly, refer- 
ence is made to and additions of capacity in Kansas, to enable more gas to be 
carried to Nebraska—but such additional facilities were clearly for the benefit 
of Nebraska non-jurisdictional as well as jurisdictional customers. 

Finally, Kansas-Nebraska cites Northwestern witness Cromer as confirming 
its own position that “all of these factors tend to make the unit transmission 


12 Exh. 27. 





482 FEDERAL POWER COMMISSION 


costs higher in Nebraska than in Kansas. ... In fact, there do not appear to 
be any factors that would tend in the opposite direction.” (initial brief, page 
43) But no mention is made of the significant fact that the cited statements 
by Cromer took place in the course of an interrogation by Kansas-Nebraska 
counsel, in which the latter stressed at the outset that he was not asking the 
witness to agree that it was correct to make a comparison in this case of the 
relative costs of rendering service to the Kansas customers as a group and the 
Nebraska customers as a group. (4:569, 572) 


(3) History of the Company’s Rates. 


Kansas-Nebraska contends that its “rate history” strongly supports the use 
of its proposed Mcf-mile method for the allocation in this proceeding. It 
stresses, in this connection, that throughout the history of the company: 

(a) its rates in Nebraska have always been higher than its rates in Kansas; 

(b) the transmission distance factor has always been given consideration 
in the determination of the jurisdictional rates in previous proceedings before 
this Commission ; 

(c) the transmission distance factor has always been given consideration in 
the retail rates maintained by the company throughout both Kansas and 
Nebraska ; 

(d) in both its 1947 rate reduction proceedings and its 1954 rate increase 
proceedings, the Company used an Mcf-mile method basically similar to that 
proposed by the company and the Staff in the instant proceeding; 

(e) the company has expanded its system in Kansas and Nebraska over a 
period of 20 years “in reliance upon allocations and pricing policies publicly 
known, that gave consideration to the greater transmission distance and higher 
costs involved in the Nebraska service, with higher rates actually existing in 
Nebraska” ; 

(f) at no time have costs ever been allocated on a rolled-in or system-wide 
basis in the determination of the Nebraska wholesale rates regulated by this 
Commission, or the Kansas wholesale and retail rates regulated by the Kansas 
State Commission, or in the direct sale rates in Nebraska. 

Although it is not disputed that the company’s rates in Nebraska have in 
fact always been higher than its rates in Kansas, certainly it is clear that 
there is no history whatsoever of regulatory approval by this Commission, 
whether in Kansas-Nebraska certificate cases or rate cases, of the allocation 
method proposed by the company in the instant proceeding. With respect to 
its certificate proceedings, it is conceded that the issue as to how the company’s 
system-wide costs should be allocated between jurisdictional and non-jurisdic- 
tional sales has never been raised or considered by the Commission in any 
previous Kansas-Nebraska certificate case. 

With respect to rate proceedings, the record plainly shows that the Commis- 
sion has never previously had occasion to consider or determine an appropri- 
ate basis of allocation between jurisdictional and non-jurisdictional service on 
this system, and certainly has never adopted or sanctioned an Mcf-mile alloca- 
tion on this system. The actual history of Kansas-Nebraska rate proceedings 
before this Commission has been limited to the following: 

(a) In 1941 the Commission accepted for filing new schedules providing for 
rate reductions, as to which the Commission Regulations Under The Natural 
Gas Act did not require a showing of the basis used for the allocation of costs 
between jurisdictional and non-jurisdictional service. No formal proceedings 
were involved. 

(b) Again, in 1947, there was a mere acceptance of a rate reduction filing, 
after conferences but without any formal proceedings. 
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(c) In 1954 there was a rate increase filing, showing the basis of allocation 

between jurisdictional and non-jurisdictional sales. However the method there 
proposed, as will be set forth in greater detail below, differed markedly from 
the method advocated in the instant proceeding. Although this was the first 
case to go to formal hearing, it ended in a settlement, with all parties 
acquiescing in a dollar result but expressly disclaiming agreement on any 
method of allocation. (1:118) * 
It is thus apparent that the instant proceeding represents the first time that 
Kansas-Nebraska’s rates, and particularly its method of allocating system costs 
between jurisdictional and non-jurisdictional sales, have reached the point of 
decision in a full-blown rate proceeding. 

Furthermore, even with respect to the company’s own theories and practices, 
it is difficult to find any clear-cut and consistent pattern which would support 
the use of the particular allocation method proposed in this proceeding. In 
this connection the following historical facts are pertinent: 

(a) The company admittedly made no study of mileage and gave no consid- 
eration to an Mcf-mile method in connection with its 1941 rate reduction filing. 
(1:149) 

(b) The company apparently made “some distance calculation,” although 
“not exactly the formula presented here,” in connection with its 1947 rate 
reduction filing. (3:417) However, the Kansas-Nebraska allocation witness, 
Ransom, made it clear that the Mcf-mile allocation used by him in connection 
with the 1947 filing was quite a different type of allocation than that proposed 
in the instant proceedings. In the 1947 filing Ransom used an Mcf-mile method 
only as one way of allocating costs between the states of Kansas and Nebraska. 
However, he then proceeded to distribute the costs thus allocated to Nebraska 
between the jurisdictional and non-jurisdictional sales in that state on the 
basis of peak day and annual sales, and not on a mileage basis. (3:417-419) 

(c) In connection with the Kansas-Nebraska presentation in the 1954 pro- 
ceeding, its allocation witness Ransom rejected the Mcf-mile method as a 
means of dividing the costs in the Kansas “block” between the different sales 
within that state, because he concluded that the use of that method created 
larger differentials within the zone than appeared to be reasonable. (3:425) 
At the same time, Ransom in that proceeding allocated the costs assigned to 
the state of Nebraska between jurisdictional and non-jurisdictional sales on 
the basis of peak day and annual sales. 

Kansas-Nebraska was thus clearly in error in making the following state- 
ment at the bottom of page 51 of its initial brief in this proceeding: 


In both the 1947 and the 1954 proceedings an Mcf mile method was used 
in the allocation of costs between the non-jurisdictional and jurisdictional 


13 The stipulation of the parties terminating the 1954 proceeding contained the follow- 
ing provision: 
By making this agreement, neither the Commission staff, Kansas-Nebraska, nor any 
other affected person is to be considered as agreeing with the cost of service deter- 
mination or methods of allocation which have been used in arriving at the rates 
herein agreed upon, and neither the Commission staff, Kansas-Nebraska, nor any 
other affected person is to be prejudiced or bound thereby in any future proceeding 
or proceedings. [Item B by reference.] 
Furthermore, at the time when the stipulation was presented in the 1954 proceeding, 
counsel for Northwestern made the following statement upon the record: 
we—that is Northwestern Public service—are not in agreement with the zoning 
approach reflected in Applicant’s Exhibit No. 11, and Mr. Ransom’s testimony, and 
we feel that the entire question of zones will have to be re-examined, if and when 
there is another rate increase proposal, so that our agreement with the end result 
is without concession, of course, as to anybody’s contention on this particular point 
or any other underlying principles or c¢mputations. [Item B by reference.] 
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customers, although the precise methods differed from those used in these 
proceedings. 


Kansas-Nebraska alleges that with respect to its retail rates, its rate struc- 
ture has historically been based upon a ladder-like pattern of zones beginning 
in Kansas, with the lowest zone covering services in the immediate area of 
the source of supply and with the subsequent zone rates increasing step by 
step as the system progresses northward through Kansas away from the 
sources of supply. However, even here the “historical pattern” appears to 
have been inconsistent and vague. For example, Kansas-Nebraska witness 
Whiteman, President of the company and its policy witness, testified that “the 
company has consistently maintained from the very beginning lower rates in 
the communities near the main source of gas supply™ and higher rates for 
the more costly service that is farther from such source of supply.” (1:66; 
emphasis supplied.) During subsequent cross-examination, an effort was made 
to determine whether, subsequent to the addition of the Julesburg Basin source 
in Colorado, communities taking gas from this new source were charged the 
higher rates on the ground that they were farther from the main source of 
gas supply in Kansas. Although witness Whiteman’s testimony on this sub- 
ject was unfortunately confusing and unsatisfactory, his explanation seemed 
to be that retail communities subsequently served from this new and closer 
source continued to have their rates fixed on the basis of distance from the 
farther Kansas source of supply, on the theory that the Julesburg Basin source 
provided largely casinghead gas, which he characterized as only a “temporary 
supply” because the life of oil wells furnishing casinghead gas was relatively 
short. (1:106—-107)% 

In addition, the record makes it clear that with respect to some 17 retail 
communities in the state of Nebraska, the retail rates charged by the company 
cannot be explained in terms of distance on any theory, but rather seem to 
have been based upon such factors as the size of the community or the date 
when service was inaugurated. The high Retail Zone 9 rate was charged to 
each of these communities, in spite of the fact that they were all actually 
located geographically in lower-cost retail zones. (1:112-114; 127-128; 2:168- 
169)46 Mr. Whiteman explained that these 17 communities were charged the 
higher Zone 9 rate level because (a) they were very small communities, and 
(b) they were recently added communities whose distribution systems had been 
installed since 1954 at the current high costs of installation. He confirmed 
that where the company served a small community, with few users, and at 
low load factor, to which it was required to lay a transmission pipe of small 
diameter, a higher rate would be charged to such a community than to a 
larger town on the mainline—particularly if it was a recently installed town 
with the present high costs of installation. (1:185; 2:172-173) It thus ap- 
pears that the company’s own practice would seem to lend some weight to the 
contention of the interveners in the instant proceeding, which will be set forth 
at a later point, that even if a mileage method were appropriate for the allo- 
cation in this case, it could not properly be applied without also reflecting and 
giving due weight to such other factors as diameter of pipe and load factor. 


14 The Kansas source. 

15 This characterization is not impressive, when it is considered that the company had 
invested $10,000,000 in the Julesburg Basin facilities (1:123), that recent reserve stud- 
ies of this field showed oil well gas reserves of 74,247,693 Mcf and gas well gas reserves 
of 191,482,831 Mcf (1:153), with a life index on oil well gas of 7.8 years as of 1958, 
and a life index of 24.92 years on gas well gas. (1:155) 

16 Orchard and Foster in Zone 8; North Loup, Scotia, Hazard, Amherst, Danneborg, 
and Cairo in Zone 7; Marquette, Phillips, Henderson, Upland and Wilcox in Zone 6; and 
Danbury in Zone 5. 
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(4) The Contention that the Capital Transit Case, and Other Allegedly 
Related Decisions, Require Adoption of an Mcf-Mile Allocation Method In 
This Proceeding. 

A major portion of the Kansas-Nebraska initial brief is devoted to a dis- 
cussion of a 1954 decision by the United States Court of Appeals for the 
District of Columbia Circuit in Capital Transit Co. v. Public Utilities Commis- 
sion, 213 F. 2d 176. The company concludes its discussion of this case and 
certain related decisions with the allegation that the Kansas Commission does 
not accept a system-wide allocation, but segregates its Kansas properties and 
costs related to Kansas business; that under these circumstances, the law set 
forth in the Capital Transit case and in the precedents there discussed forbids 
the use of a system-wide allocation method in the instant proceeding, and 
instead compels the adoption of an allocation method which recognizes cost 
differences between the Kansas and Nebraska jurisdictions. It may be noted, 
to begin with, that the basic premise upon which this contention is based is 
hardly free from doubt in view of the fact, as noted at an earlier point in 
this decision, that there is no evidence in the instant record as to what theory 
of allocation, if any, the Kansas Commission has followed in the past or will 
follow in the future. Furthermore, as earlier noted, it is mere speculation to 
suggest here that the failure of this Commission to adopt the Mcf-mile method 
for the instant allocation would place it in conflict with the Kansas Commis- 
sion, or would result in the Company ultimately being denied the opportunity 
to recoup its full cost of service. The proposition thus advanced by Kansas- 
Nebraska is also insupportable in that it suggests that the determination by 
this Commission of a fair and equitable allocation method under the Natural 
Gas Act may be controlled or governed by a State Commission. Finally, 
although Kansas-Nebraska here contends that the law set forth in the Capital 
Transit decision compels the adoption of an allocation method which recog- 
nizes cost differences “between the Kansas and Nebraska jurisdictions,” it has 
already been noted above that the allocation method proposed by the company 
in the instant proceeding is not directed at all to a distribution of system-wide 
costs between the Kansas and Nebraska jurisdictions, but rather to quite a 
different proposition—.e., an allocation of costs between the jurisdictional and 
non-jurisdictional categories. 

With these preliminary comments, attention may now be directed to the law 
set forth in the Capital Transit case and the related decisions cited in the 
Kansas-Nebraska brief. Kansas-Nebraska describes the controlling principles 
laid down in that case as being: (1) ‘where a utility company operates in 
more than one jurisdiction and the rates of its system are subject to regulation 
by different commissions in those jurisdictions, there must be a separation or 
an allocation of cost of service between the services in the various jurisdic- 
tions, unless it is clearly established by the evidence that there is no difference 
in the actual cost of service in the different jurisdictions; and (2) where a 
commission has jurisdiction over only one portion of a utility system, the rates 
determined for that portion must be reasonable and non-discriminatory as a 
part of the whole system operation. (initial brief, pages 54 and 56) It is 
doubtful whether anyone would dispute these simple, general propositions— 
but it is difficult to see how it can be contended that they preclude the use 
of a system-wide allocation method in this proceeding. 

In the Capital Transit case, supra, the Public Utilities Commission of the 
District of Columbia was engaged in fixing the rates for service in the District 
of Columbia of the Potomac Electric Power Company (Pepco), which was 
also subject to regulation by three other jurisdictions—Maryland, Virginia and 
the Federal government. Pepco had proposed, and the District Commission 
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had approved, the determination of its rates on a system-wide basis—i.e., one 
uniform rate for its service in all areas—on the assumption that the rates to 
the ultimate consumer within the District would also prevail in the surround- 
ing areas and accordingly would produce a proper result for its entire system. 
Because of this assumption, neither a segregation of facilities nor an alloca- 
tion of costs between the different jurisdictions was made by Pepco or by the 
District Commission. Although the Court of Appeals held that neither a seg- 
regation of facilities nor an allocation of costs, by jurisdiction, was necessarily 
required in any and all cases, it remanded the proceedings in order that the 
District Commission might make necessary findings as to the uniform nature 
of Pepco’s service area, so as to justify the uniformity of the rates. 

The important thing to note about the Capital Transit case is that the Dis- 
trict Commission order which was remanded by the Court of Appeals did not 
purport to make any allocation of costs whatsoever between the different 
jurisdictions, under any method at all. No question was raised and no sug- 
gestion was made that the adoption of a system-wide allocation method, based 
upon the relative use of and demands upon Pepco facilities in the various 
jurisdictions, would have been improper or would have constituted grounds for 
reversal. It is therefore impossible to find anything in the Capital Transit 
decision which might be viewed as prohibiting the use of a system-wide allo- 
cation method for the allocation of costs between jurisdictional and non- 
jurisdictional sales in the instant proceeding—this being the long-standing, 
established Commission methods for the distribution of costs between these two 
categories of sales. 

As a matter of fact, the Court of Appeals in the Capital Transit case itself 
rejected the contention that a rigid rule of allocation was essential when a 
system operated in more than one jurisdiction, stating: 

Colorado Interstate Gas Company v. Federal Power Commission, supra, 
demonstrates that where allocation is employed there is discretion as to 
its character, which need not always entail segregation of property: 
“* * * the appropriateness of the formula employed by the Commission in 
a given case raises questions of fact, not of law.” [213 F. 2d 176, at 
page 181, footnote 6.] 

The applicable and controlling law on this question was set forth by the 
Supreme Court in Colorado Interstate Gas Company v. Federal Power Commis- 
sion, 324 U.S. 581 (1944). In that case, Colorado Interstate attacked the Com- 
mission’s failure to separate the physical property used in common in the 
intrastate and interstate business. The Commission, instead had allocated 
volumetric costs to the customers in proportion to the number of Mcf’s deliv- 
ered to each customer during the year, while capacity costs were allocated in 
the ratio that the Mcf sales to each customer on the system peak day bore to 
the total sales on that day. Costs were thus allocated between jurisdictional 
and non-jurisdictional sales under the method already referred to above as 


the system-wide allocation method. The Court of Appeals affirmed the Com- 
mission, stating: 


The problem is to allocate to each class of the business its fair share of 
the costs. * * * 

Colorado Interstate and Canadian make several objections to that 
method. They maintain in the first place that a segregation of the physi- 
cal property based upon use is necessary so that payment due for the 
use of that property which is in the public service may be determined. * * * 
Congress indeed prescribed no formula for determining how the interstate 
wholesale business, whose rates are regulated, should be segregated from 
the other phases of the business whose rates are not regulated. Rate- 
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making is essentially a legislative function. * * * If Congress had pre- 
scribed a formula it would be the duty of the Commission to follow it. 
But we cannot say that under the Natural Gas Act the Commission can 
employ only one allocation formula and that that formula must entail a 
segregation of property. A separation of properties is merely a step in 
the determination of costs properly allocable to the various classes of 
service rendered by a utility. But where, as here, several classes of serv- 
ices have a common use of the same property, difficulties of separation 
are obvious. Allocation of costs is not a matter for the slide-rule. It 
involves judgment on a myriad of facts. It has no claim to an exact 
science. Hamilton, Cost as a Standard for Price, 4 Law & Cont. Prob. 
321. But neither does the separation of properties which are not in fact 
separable because they function as an integrated whole. * * * Under this 
Act the appropriateness of the formula employed by the Commission in a 
given case raises questions of fact, not of law. * * * 

* * * judgment and discretion control both the separation of property 
and the allocation of costs when it is sought to reduce to its component 
parts a business which functions as an integrated whole. * * * considera- 
tions of fairness, not mere mathematics, govern the allocation of costs. 
(324 U.S. at 588-591] 


Although the Kansas-Nebraska brief recognizes (initial brief, page 58) that 
the Colorado Interstate case, supra, stands for the proposition that under the 
Natural Gas Act the allocation “need not be carried out by the old method of 
segregation of physical property (as distinct from allocation of cost of serv- 
ice),” it nevertheless stresses that on the very same date the Supreme Court 
reiterated in Panhandle Eastern Pipe Line Company v. Federal Power Com- 
mission, 324 U.S. 685, 641, that: 


* * * the Commission must make a separation of regulated and unregu- 
lated charges when it fixes the interstate wholesale rates of a Company 
whose activities embrace both. 


The implication is left that the failure to adopt the Company’s Mcf-mile method 
in the instant proceeding and the adoption instead of the system-wide method of 
allocation, would run afoul of this requirement. This, of course, obviously is 
not the case. The system-wide method of allocation, already referred to above, 
clearly makes a separation of regulated and unregulated charges, and the only 
issue here presented is whether that particular method or the company’s Mcf-mile 
method should be adopted for the purpose of making this separation. The fact 
is that in the Panhandle Hastern case, supra, the Commission neither segregated 
the properties used in the two classes of business, nor did it make an allocation of 
costs between the regulated and unregulated phases of the business. The Court 
nevertheless refused to reverse the Commission because of the particular circum- 
stances there involved—i.e., that the unregulated business involved was so 
inconsequential and dependent that an allocation was not required. 

It is interesting to note that, after stressing the Capital Transit case, supra, 
as supporting its position in this case, Kansas-Nebraska characterizes that de- 
cision as being “* * * not new or novel, but merely the reaffirmation of principles 
laid down many years ago by the United States Supreme Court and often reiter- 
ated by that Court and other Federal Courts.” (initial brief, page 57) The 
brief then quotes at length from a decision of the Supreme Court in Wabash 
Valley Electric Company v. Young, 287 U.S. 488 (1933), with particular reference 
to a portion of that decision wherein the Supreme Court cited the Minnesota 
Rate Cases, 230 U.S. 352, and Smith v. Illinois Bell Telephone Company, 282 U.S. 
133, as recognizing that: 
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* * * where the business of a carrier or utility is both interstate and 
intrastate, the state rates for intrastate transportation or business must be 
determined by a separate consideration of the value of the property employed 
in the intrastate business * * * such a separation is made necessary because 


a different government exercises the rate-making power in each of the 
two fields of regulation. * * * 


The principles laid down in the Wabash Valley case, as quoted above, are hardly 
helpful in resolving the allocation issue in the instant proceeding, in view of the 
fact that the Supreme Court in the later and controlling Colorado Interstate 
decision, supra, made it clear that these earlier decisions were not applicable to 
eases arising under the Natural Gas Act. The Court there referred to the Colo- 


rado Interstate contention that a segregation of the physical property based 
upon use was required and then stated: 


Reliance for that position is rested upon the Minnesota Rate Case * * * 
and Smith vy. Illinois Bell Telephone Company * * *. Those were cases 
which involved state regulation of intrastate rates of companies doing both 
an intrastate and interstate business. But the rule fashioned by this 
Court for use in those situations was not written into the Natural Gas 
Act. Congress indeed prescribed no formula for determining how the in- 
terstate wholesale business, whose rates are regulated, should be segre- 
gated from the other phases of the business whose rates are not regu- 
lated. * * * When Congress, as here, fails to provide a formula for the 
Commission to follow, courts are not warranted in rejecting the one which 
the Commission employs unless it plainly contravenes the statutory scheme 
of regulation. * * * we cannot say that under the Natural Gas Act the 
Commission can employ only one allocation formula and that that formula 
must entail a segregation of property. [3824 U.S. at 581] 


(5) The Contention That the Northern Natural Case, Op. No. 281, Repre- 
sents a Controlling Precedent Requiring Adoption of the Mcf-Mile Allocation 
Method in this Proceeding. 

The Staff rests its support of the Mcf-mile allocation method in this pro- 
ceeding almost entirely upon the contention that the Commission decision in 
the Northern Natural Gas Company case, Op. No. 281 (14 FPC 11), represents 
a controlling precedent here * * * (initial brief, pp. 18-22) The Staff argues 
that, although there are undoubtedly vast differences between Kansas-Nebraska 
and Northern Natural, the two systems are nevertheless alike in terms of the 
basic factors involved in this proceeding. 

This conclusion is not persuasive. On the contrary, after a consideration 
of the two pipeline systems from the standpoint of the factors deemed relevant 
here, it is concluded that the Northern Natural case had the instant case are 
entirely distinguishable and that accordingly the proposal for the use of the 
Mcf-mile method in this proceeding must be evaluated strictly on its own 
merits, based entirely upon the record made in this case. In arriving at this 
conclusion, the following distinctions between the Northern Natural case and 
the instant case are deemed significant and material: 

(a) In the Northern Natural case the Mcf-mile method was not used to 
allocate costs between jurisdictional and non-jurisdictional customers at all, 
but was used solely to allocate jurisdictional costs between geographical zones. 

(b) In the Northern Natural case the zone boundaries were so drawn that 
each zone involved a different range of transmission distances from each other 
zone, and the Mcf-mile method was used only to allocate costs as between all 
delivery points in one distance range, all delivery points in the next distance 
range, and so on. (14 FPC 11, 27-28) That is clearly not the case here, 
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where the jurisdictional and non-jurisdictional categories are substantially co- 
extensive as to ranges of transmission distance. 

(c) The Northern Natural system is a linear or “backbone” system extend- 
ing some 800 miles from its source of supply in the Texas Panhandle and 
Kansas Hugoton Fields to the main terminus, and is made up in general of 
large diameter lines. Its main line is principally a series of 26 and 30-inch 
lines. (Exh. 25; 3:688-689; 14 FPC 11, 15-16) On the Kansas-Nebraska sys- 
tem, the maximum transmission distance to any delivery point is about 414 
miles, and the transmission system consists of a network of lines of varying, 
but mostly small diameter, ranging from 114 inches to 18 inches, with 74.2% 
of the pipe being under 10 inches in diameter. However, no one size within 
this range accounts for more than 17.1% of the total. (2:336; 4:627; Exh. 14) 

(d) All of Northern Natural’s gas supply comes from the southwest and 
flows through the system in a northeasterly direction to the various markets. 
(Exh. 25, 5:689) There is no possibility of reversing the flow as its existing 
gas supply comes from two separate and distinct sources. There are changes 
system. (5:832) In the case of the Kansas-Nebraska system, however, the 
in the flow and “mix” of gas from time to time under varying supply and 
demand conditions, and there may be reversals of flow in either direction 
under certain conditions. 

(6) The Importance of Considering Pipe Diameters on the Kansas-Nebraska 
System. 

Even if it were considered appropriate to use’'a mileage method as a basis 
for allocating costs between the jurisdictional and non-jurisdictional cate- 
gories in this proceeding, the interveners contend that it would produce a 
distorted and inequitable result to place exclusive emphasis upon mileage 
without considering other factors, particularly pipe diameters, having at least 
equal bearing upon the transmission costs of this particular pipeline system. 

The Kansas-Nebraska transmission system is unusual from the standpoint 
of two characteristics: (1) it consists of relatively small diameter pipe on 
the average (Exhibit 14; 3:431, 4:587, 627); (2) it is comprised of a wide 
range and variation of pipe diameters. The transmission system contains 
pipe mains ranging in size from 114” to 18”, and no one size within this 
range accounts for more than 17.1 percent of the total. (Exhibit 14) There 
are approximately equal amounts of 2, 3, 4, 6, 8 and 12” diameter pipe. 
(Exhibit 18, Schedule 8) 74.2 percent of the Kansas-Nebraska pipe is less 
than 10” in diameter, whereas only 32.6 percent of the pipe of the Northern 
Natural System (Op. No. 281) was under 10” in diameter. (Kansas-Nebraska 
initial brief, page 67.) 

It is particularly important to note, in this connection, that the bulk of the 
Nebraska jurisdictional sales are made from the larger diameter lines, while 
most of the small diameter branch lines are used to serve non-jurisdictional 
customers. (4:632)37 The importance of this lies in the fact that, other 
things being equal, although the costs of various sizes of lines vary approxi- 
mately with the diameters, the volumes that can be transmitted vary with 
the eight-thirds power of the diameters. (4:627) Thus, an 18” main of any 


17It is true, as noted by Kansas-Nebraska, that a preponderance of larger diameter 
lines is physically located in Kansas. However, in determining the effect of small diame- 
ter pipe on transmission costs, it is usage or function of the pipe which is material, 
rather than physical location. The large diameter main lines located in Kansas are 
admittedly not required for Kansas deliveries alone, but are used to transport gas from 
the major sources of supply into the entire system. It is clear that, insofar as it is 
possible to relate particular lines to particular delivery points, the non-jurisdictional 


service shows a greater preponderance of small diameter pipe than the jurisdictional 
service. 
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given length is approximately six times as costly as a 3” main, other things 
being equal, but the former will carry a volume approximately 100 times that 
of the latter. (Exhibit 18, Schedule 12; 3:481-9; 417-8; 627-30) Accord- 
ingly, if it is important to take into account the fact that one delivery point 
involves six times the distance of another, it would seem equally important 
to consider that one delivery point is served with pipe of a diameter six times 
as great and a capacity 100 times as great, and therefore 47 as expensively 
as another. (Exhibit 18, Schedule 12; 3:478; 4:680)18 For this reason, the 
interveners contend that in the case of the Kansas-Nebraska system an allo- 
cation predicated solely on mileage, and completely ignoring diameters, can- 
not possibly achieve its purported objective of assigning costs in proportion 
to the burden imposed on the system. 

In order to demonstrate the extreme importance of pipe diameters in any 
allocation purporting to recognize the distance factor on this particular sys- 
tem, intervener Northwestern presented a study by witness Ralph P. Cromer, 
a consultant in the Rate Department of Stone and Webster Service Corpora- 
tion, and the Nebraska interveners presented a study by witness John W. 
Fleer, an independent consultant. 

The Cromer study presented an inch-mile method. (Exhibit 15, page 2; 
3:513 et seq.1® For each category of transmission system sales 2° he computed 
the inch-miles which were “used” for that category on an average basis during 
the 3-day sustained system peak, and on an annual basis. With respect to 
each such category of sales, he then obtained the ratios of peak inch-miles 
and annual inch-miles to total transmission system inch-miles. He next multi- 
plied the demand component of total transmission mileage costs by the peak 
inch-mile ratio for each category of sales, in order to obtain the demand 
mileage costs to be assigned to that category; and commodity mileage costs 
for each category were obtained by a similar computation. Finally, the de- 
mand mileage costs for a given category were then allocated to the individual 
customers in that category on the basis of the ratio of each individual cus- 
tomer’s peak use to the entire category’s peak use; and a similar process was 
followed with respect to commodity mileage costs. Using the stipulated cost 
of service, and a 6 percent rate of return, Cromer found that the allocation 
to jurisdictional customers under this inch-mile method would be $3,284,279, 
as compared with $3,136,857 on a system-wide basis; and $3,563,167 on an 
Mcf-mile basis. (Exhibits 8, 13, 15; 3:504, 515,6) It thus appears that under 
the Cromer study the reflection of one additional factor, pipe diameter, pro- 
duced a result much closer to the result obtained under the system-wide allo- 
cation method than that under the Mcf-mile method. 

Cromer stated that the inch-mile method would represent a definite improve- 
ment in this proceeding over the Mcf-mile method, because it would take into 
account differences in cost of transmission through mains of various sizes. 
However, he concluded that it was not an appropriate alternative to the 
system-wide method of allocation in the instant proceeding, for the reason 
that any mileage method of allocation is unsuited for the allocation of costs 
between jurisdictional and non-jurisdictional customers on the Kansas-Nebraska 
system. His inch-mile study was therefore presented only for the purpose of 
showing the fallacy of allocating on the basis of mileage alone without con- 
sidering diameters, and Northwestern offered it only as a further demonstra- 


18 FPC Natural Gas Investigation, Docket No. G-580, Smith-Wimberly Report (1948), 
pages 240 and 263. 


19 Inch-mile equal pipe length times pipe diameter. 
20 Sales for resale jurisdictional ; rural retail distribution sales; other sales; and other 
sales at measuring stations owned and operated by buyer. 
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uon of the necessity and desirability of adhering to the normal system-wide 
basis of allocation. 

Nebraska intervener witness Fleer commenced with the proposition that the 
unit cost of transmission where the load requires only small diameter lines 
is much greater than the unit cost on large diameter lines (4:627) He con- 
cluded that the Mcf-mile allocation method could only appropriately be used 
on the Kansas-Nebraska system if. properly applied to reflect the differential 
in the unit cost of transmission between main and branch lines, for the reason 
that 

a greater percentage of the higher unit cost branch line transmission is 
for non-jurisdictional customers only, whereas practically all of the juris- 
dictional sales are made directly from the larger diameter lower unit cost 
main lines. (4:631-2) 
He noted, in this connection, that approximately 50% of the Kansas-Nebraska 
transmission line investment may be classified as branch lines, as compared 
with 8% for the Northern Natural Gas system (Op. No. 281); and that 
22% of the non-jurisdictional transmission on the Kansas-Nebraska system is 
by branch lines, whereas less than 3% of the total Mcf-miles on the Northern 
system were branch line miles. (4:643) 

Accordingly, Fleer presented a study (Exhibit 18) which consisted of di- 
viding the system into main and branch lines, determining the inch-miles in 
each category, and computing transmission costs for the jurisdictional and 
non-jurisdictional delivery points separately on the basis of the Mcf-miles of 
main and branch line involved. The Fleer study involved the following steps: 

(1) The initial step was the classification of the transmission system as 
between main lines and branch lines.22 The main lines were considered to be 
“the larger diameter lines providing the continuous flow of gas from both the 
Kansas-Hugoton and Colorado-Nebraska Fields to Grand Island and on to 
Albion, Nebraska, compressor station. This point is the } ation of the 
northernmost compressor station and the end of the 8-inch system. The bal- 
ance of the system which provides service only to individual or small groups 
of communities was considered to be branch lines.” (4:6382-683) Fleer fur- 
ther explained: 

The result of my method is to assign™ the lines providing a continuous 
flow of gas from the source of supply to the system, and assign as branch 
lines those lines generally providing service to one or small groups of 
communities, [4:662] 

(2) The next step was the division of the company’s Mcf-mile computations 
as between main line and branch line. In order to do this, it was first neces- 
sary to determine the miles of main and branch line involved in the delivery 
to each point on the system. Next, the three-day peak and annual volumes 
were multiplied by the mileages involved to obtain the main line and branch 
line Mcf-miles of transmission for each delivery point. 

(3) Next, a computation was made of the inch-miles of main line and the 
inch-miles of branch line on the total system. The ratios thus obtained were 
used to break down total system costs into system main line costs and system 
branch line costs, on both a demand and commodity basis. 

(4) Finally, jurisdictional main line costs were obtained by multiplying sys- 
tem main line costs by a factor consisting of the ratio of jurisdictional main 


21 The Kansas-Nebraska brief dismisses the Cromer study with the statement that, 
under these circumstances, “we do not believe it would be helpful to point out what we 
consider to be the defects in his inch-mile method computation.” (Initial brief, page 68.) 

22 The portion of the system classified as main lines for the Fleer study is shown on 
the map following the last page on Schedule 9, Exhibit 18. 

23 As main lines. 
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line Mef-miles, to system main line Mcf-miles; and jurisdictional branch line 
costs were obtained by a similar calculation. This computation, again, was 
made on both a demand and commodity basis. 

In the course of these computations, as set forth in Exhibit 18, witness Fleer 
determined that 79 percent of the company’s branch line demand Mcf-miles is 
used to serve non-jurisdictional customers, and that only 21 percent is used 
to serve jurisdictional customer.2* He also computed that the unit cost of 
branch line transmission was 5.555 times that of main line transmission on a 
peak period basis, and 6.5 times that of main line transmission on an annual 
basis. (Exhibit 18, schedule 7; 4:637) 

The end result of the Fleer study was that, with diameters as well as mile 
age taken into account in the manner outlined above, the allocation to juris- 
dictional customers was almost precisely what it would have been on a system- 
wide basis. Using the stipulated cost of service and a 6 percent rate of return, 
Fleer under his main line, branch line method, obtained an allocation of 
$3,134,813 to the jurisdictional category, as compared with $3,137,227 obtained 
under the system-wide method. (Exh. 18; 4:637-640) Under these circum- 
stances, he recommended the adoption of the system-wide allocation method 
in the instant proceeding “since it has been the practice of the Federal Power 
Commission to utilize such a method except when the results are not reason- 
able.” (4:640-1) And the Nebraska brief takes the position that since the 
Fleer study produces the same result for the jurisdictional customers as under 
a system-wide allocation of costs, there is no reason to department from the 
system-wide allocation method here. (initial brief, page 31) 

Kansas-Nebraska attacks the Fleer study on two main grounds: (1) that 
his selection of particular segments of line to be classified as “main” or 
“branch” was without logical or scientific basis, and wholly arbitrary and 
capricious; (2) that the basic assumption upon which the Fleer method rests, 
i.e., that net investment in all transmission facilities on the Kansas-Nebraska 
system varies directly with inch-miles of pipe, is invalid. 

In attacking Fleer’s classification of the system between main lines and 
branch lines, Kansas-Nebraska directs most of its fire at Fleer’s assignment 
to the branch line classification of the 184-mile, 12” and 8” interstate line 
running due north from Scott City, Kansas (just above the primary source of 
Hugoton Field gas) to Cozad, Nebraska. (pp. 70-72, initial brief) In this 
connection, the Kansas-Nebraska brief states: 


Thus his main reason for classifying the transmission line between Scott 
City, Kansas, and Cozad, Nebraska, as a branch line was that Its primary 
function is to serve non-jurisdictional customers.” In other words, if a 
transmission line serves mainly jurisdictional customers it is a transmis- 
sion line, but if it serves mainly non-jurisdictional customers it is a branch 
line. This kind of classification is unknown to the natural gas industry. 
[Initial brief, p. 69.] 


However, this is hardly an accurate characterization of the Fleer testimony. 
He explained: 


This line was classified as a branch line since its primary function is to 
serve non-jurisdictional customers located along or near this route. The 
load factor on this line is only 42 per cent which is comparable to the 
average branch load factors. There is, however, a very small quantity of 


*% In the case of branch line commodity, Mcf-miles, the percentages are 15 percent 
for jurisdictional customers and 85 percent for nonjurisdictional customers. 
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gas delivered to Cozad through this line and the adjustments mentioned 
are to reflect this fact. [4:635, lines 6-13; emphasis supplied.] 


He further stressed the fact that although over 30 percent of the annual 
deliveries made by this particular line were delivered up into the state of 
Nebraska, only 7 percent of such annual deliveries was actually delivered 


to the system at Cozad, Nebraska. (4:657—A, lines 2-4) His final explanation 
was as follows: 


Q. And did you classify that as a branch line because most of its deliv- 
eries were to non-jurisdictional customers? 

A. No, because the line operates, as I stated in my prepared testimony, 
at a load factor comparable to the other branch lines on the system, and 
was used almost exclusively to deliver gas to customers in Kansas, and a 
few non-jurisdictional customers and one jurisdictional customer in South- 
ern Nebraska, and that only a very small percentage of the gas was actu- 
ally delivered into the system at Cozad. [4:657-—A, lines 16-24] 


Kansas-Nebraska contends, in this connection, that if Fleer had abstained 
from assigning to the branch line classification this particular line, plus the 
line from the Otis Field (Unruh) north to Palco, the jurisdictional cost of 
service under his own computation would have been increased by approxi- 
mately $250,000. The latter reference is to a 6” and 8” line running from the 
Otis Field in Kansas, north to Stockton, Kansas. The Kansas-Nebraska brief 
suggests no reasons as to why this particular line should not have been classi- 
fied as a branch line. Its witness Steffens, during cross-examination, agreed 
that this line was used solely for the purpose of delivering gas to customers 
located along the line before it reaches Stockton; that no gas is delivered 
thereon from the Unruh Field to the main line at Stockton, which latter line 
transports gas on into the system to the north; that, in fact, gas is delivered 
from Stockton in a southward direction to Plainville, Kansas, on the peak day 
and every day. (6:964-966)25 

In attacking the basic assumption of the Fleer study that the net investment 
in all transmission facilities on the Kansas-Nebraska system varies directly 
with inch-miles of pipe, the company contends that there is actually no such 
consistency of variation; that, on the contrary, the variations in net invest- 
ment actually depend upon such factors as the year of construction, the years 
the pipeline has been in service, the type of construction, grade of pipe, terrain 
where pipe is laid, and so forth. For these reasons, it is contended that use 
of the inch-mile as a refinement is valueless, unless the actual costs of each 
section of line are also used (or unless all the lines were constructed at once. 


under similar circumstances). Staff witness French took a similar position, 
stating: 


Now, I thought about sizes on this system, but I found after the second 
look that maybe a three-inch pipe costs more than six-inch from the time 
it went in and the aging. There are so many factors involved that I 
immediately dropped the sizes, the pipe size, because it didn’t mean any- 
thing, because if {it all went in at one time, under the same market price 
of the pipe and your labor and everything was on an equal basis, then 
I think maybe pipe size might have some merit. [5:822] 


French testified that a consideration of so many factors would have rendered 
the matter administratively impracticable. He stated: 


25 Steffens contended, however, that the Otis to Stockton line actually serves as a 
main line displacement for the main line from Scott City to the state line of Nebraska. 





FEDERAL POWER COMMISSION 





You can’t, in my estimation, refine cost allocations down to where they 
become involved; it is just unworkable. I think that if you wanted to 
be absolutely correct in applying cost allocation principles to this system, 
why, if the detail wasn’t so cumbersome, you would possibly get the exact 
cost along your transmission lines and the cost of the branches and charge 
them directly to those customers under specific facility application. But 
the Commission has never bought that, and it would retard and slow down 
regulations to the point which makes it unworkable for the staff to get 
out any such studies for the industry as a whole. [5:821] 


* * ~ * * * * 


Q. Now, you felt that was too big a job for the Commission to under- 
take or for the Commission’s Staff to undertake, and that it was imprac- 
tical to do? 

A. It certainly is. [5:824] 


The Kansas-Nebraska position seems to imply here that, even though the 
smaller-diameter lines are predominantly in the non-jurisdictional category, this 
particular higher cost factor might well be balanced out by the additional 
factors listed above, if evidence had been produced thereon. However, there 
is no assurance that this would necessarily follow. In the absence of evidence 
on such other factors, there is no way of knowing whether such additional 
factors, in themselves, would weigh more than heavily in the direction of 
higher unit costs with respect to the jurisdictional category than the non- 
jurisdictional category; or that such excess, if it in fact existed, would be 
of sufficient magnitude to cancel out the higher unit cost of the non-jurisdic- 
tional category resulting from its predominant use of smaller-diameter pipe. 

It might well be expected that on any pipeline system, including both the 
Kansas-Nebraska system and the Northern Natural Gas system which both 
the company and the Staff in this proceeding have characterized as analogous 
for the purpose of this issue, the cost per mile of transmission would actually 
vary on different portions of the system, as a result of the various factors 
referred to above. On a geographically zoned system, such as Northern, if 
there is a uniform spread of higher-unit cost and lower-unit cost pipe in each 
and every zone, so that the average unit cost in one zone is not significantly 
higher than in another, such a variation in cost per mile of transmission on 
different segments of the system would not necessarily militate against the 
propriety of employing the Mcf-mile method, provided that all other material 
requirements were met. In the instant case, however, such conditions do not 
obtain, since we do not have a uniform spread of higher-unit cost and lower- 
unit cost pipe in the jurisdictional and non-jurisdictional categories, which 
Kansas-Nebraska here employs as its proposed “zones.” On the contrary, as 
already noted above, the fact is that the overwhelming proportion of non- 
jurisdictional sales in both Kansas and Nebraska are made from the smaller- 
diameter lines. 

These circumstances are regarded as sufficient to raise a serious question as 
to the validity, for the Kansas-Nebraska system, of the basic assumption upon 
which the Mcf-mile allocation method is here founded—i.e., that there is a 
uniform cost per mile of transmission on the Kansas-Nebraska system, and 
that accordingly “costs are allocated equitably and fairly when the same cost 
is allocated for transporting a certain unit 100 miles regardless of whether the 
transportation occurs in Kansas or Nebraska.” (Kansas-Nebraska initial brief, 


p. 82) Under these circumstances, it is concluded that the proper and most 
desirable allocation method for the allocation of costs between jurisdictional 
and non-jurisdictional sales on the Kansas-Nebraska system is to assume aver- 
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age conditions and costs for that system—i.e., to distribute costs between 
jurisdictional and non-jurisdictional sales on the basis of peak-day and annual 
volumes, this being the traditional, long-established Commission method. 

(7) Affirmative Reasons Supporting Adoption of the System-Wide Allocation 
Method in this Proceeding. 

The system-wide allocation method was adopted, and the mileage method 
rejected by the Commission in its recent El Paso decision, Opinion No. 326, 


22 FPC 260 (August, 1959), where the allocation problem represented a key 
issue. As the Commission stated, 


Because of the existence of jurisdictional and non-jurisdictional business 
and because jurisdictional sales are made at varying load factors and 
distances from sources of supply, consideration of the allocation of the 


cost of service is necessary to arrive at just and reasonable rates. [22 FPC 
260, 274] 


El Paso in that case presented two allocation methods—the zone cost of 
service method, and the demand-commodity mile method. The Southern Cali- 
fornia Companies presented a main line mileage method, representing a modi- 
fication of both the zone method and the demand-commodity mile method. It 
removed from system costs those costs directly attributable to all non-through 
lines, allocated the cost of gas according to source and flow, and used demand- 
commodity miles for the distance factor. 


The Staff presented a system-wide allocation, and a demand-commodity mile 
method. The Commission stated: 


The staff was of the opinion that each of the methods it presented resulted 
in a fair allocation of costs to the various groups of customers, but because 
it believed El Paso constituted an integrated system, the staff recom- 


mended the system-wide method as the more appropriate. [22 FPC 276; 
emphasis supplied] 


Under this system-wide method, costs were classified between the demand and 
commodity functions in accordance with the Seaboard case. As so classified, 
the costs were then allocated to jurisdictional and non-jurisdictional sales 
according to system usage during peak and annual periods. 
The Commission concluded that the system-wide method of allocation should 
be adopted in that proceeding. The Commission stated: 
The basis of our determination is that El Paso constitutes an integrated 
natural gas system. * * * 


* *” * * - * * 


The record indicates that if certain necessary changes are made, gas from 
the northern division could supply southern division customers and vice- 
versa, although that is not the present method of operation. Irrespective, 
however, of flows on these cross-over lines, to the extent that either the 
northern or the southern division supplies a load, it relieves a burden on 


the other division. Thus the various parts of El Paso’s system support 
each other by displacement. 


* * * * * * * 


Contrary to the contentions of these parties and as noted above, El Paso’s 
system is an integrated one. Not only does gas pass from the Southern 


26 The Commission, however, stated: “This is not to say that no effect should be 


given to the factor of distance, but as the Staff recommends, the factor of distance can 
be given effect in rate design.” (22 FPC at 277) 


693-489-6434 
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Division to the Northern Division, but either division, in effect, bears loads 
that would have to be carried by the other one. * * * An appropriate 
method of regulating this system therefore is to treat it as a unit, and in 
the first instance to allocate costs irrespective of the source of the gas and 
irrespective of the distance traveled and then if necessary, as we shall 
show below, provide differences in rates as applied to the various zones. 
[22 FPC 277-8] 


The Staff, however, argues here that the Hl Paso case, supra, is distinguish- 
able for two reasons: 

(1) That in the El Paso case the Commission’s decision to adopt the system- 
wide method was based not only upon its finding that El Paso constituted an 
integrated natural gas system, but upon the further ground that load factor, 
on that system, was a more controlling factor in cost than distance. The dis- 
tance of haul, as there reflected in the demand-commodity miles method, was 
offset substantially by the volume of sales to California customers, concen- 
trated at the end of the line, and by the high annual load factor associated 
with those sales. 

(2) That, in any event, the Commission in the Hl Paso case did give effect 
to the factor of distance, even though this was accomplished through the 
vehicle of rate design, rather than in the allocation phase of the proceeding.”* 

Northwestern, on the other hand, argues that 


* * * the Kansas-Nebraska system is an integrated system in every sense 
that the El Paso system was found to be, and indeed is much more clearly 
so. The reasoning of the Staff and the Commission in El Paso, leading 
to the selection of a system-wide allocation in preference to a mileage 
allocation, applies a fortiori to the Kansas-Nebraska system. [Initial brief, 
page 56.] 


Northwestern correctly points out that, 


No two natural gas systems, and therefore no two rate cases, can ever be 
exactly alike. [Initial brief, page 56.] 


No serious purpose is therefore served by devoting our energies to arguing 
whether the instant case is completely a “blood-relative” of the Hl Paso case— 
any more than we were helped by contentions that the Northern Natural case 
(Op. No. 281) provides a controlling mold or strait jacket for this case. 

We agree, however, with the Northwestern contention that the evidence as 
to the history and character of the Kansas-Nebraska system establishes it as 
an integrated natural gas system, for the purpose of the issue here being con- 
sidered. That evidence indicates that the Kansas-Nebraska system constitutes 
a network of interconnected lines, with gas flowing from two separate major 
sources of supply to meet the requirements from time to time of the system 
markets. (Exh. 10; 3:501-3, 511) Historically, the flow of gas has changed 
drastically over the years as new sources of gas, new compressor facilities 


27 This was accomplished by simply adding the determined uniform, system-wide per 
Mcf deficiency to each of the El Paso zone rates which had originally been established 
by the Commission in an earlier Bl Paso case, Opinion No. 278—thus reflecting distance 
as a factor to the same extent that it had been reflected in the earlier decision. It is 
interesting to note that Opinion No. 278 was accompanied by a strong dissenting opin- 
fon, which criticized such historical zone differentials as not adequately reflecting dis- 
tance as a factor. The Commission in Opinion No. 326, however, stated that the ade- 


quacy of these historic zone differentials had been established for these purposes by its 
Opinion No. 278 decision. 
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and new loads have been added. (Exh. 3) In addition, the flow of gas can 
and does change from day to day, as it becomes physically necessary or eco- 
nomically desirable to modify the flow in order to meet the changing needs 
of the market. (1:97; 3:502, 522) °8 

Unlike many other pipelines, the Kansas-Nebraska system is not a “back- 
bone” type system extending for many hundreds of miles from the source to 
the most remote market. Although the system has 3118.7 miles of main classi- 
fied as “transmission” (Exh. 14), the maximum transmission distance for any 
delivery point is only 412 miles (Exh. 16), which is no greater than the trans- 
mission distance within the larger zones on some other system—.e., Panhandle 
Eastern Pipe Line Company, Tennessee Gas Transmission Company, Texas 
Eastern Transmission Corporation, Transcontinental Gas Pipe Line Corpora- 
tion. Wholesale and retail deliveries are scattered and intermingled over 
the entire range of 412 miles. (Exhs. 2 and 16; 1:56) The territory served 
is relatively compact and homogeneous, and there is no striking various in the 
types or sizes of marketing outlets over the system. (Exh. 2; 3:502) To the 
extent that there is any concentration of larger load centers it is in the 
middle distance range of 150 to 300 miles—i.e., in southern Nebraska, rather 
than at the extremities of the system. (Exh. 2; 1:137-8) 

With the gas supply coming from two directions and with a network of 
alternative routings available for supplying the major markets in the central 
part of the system, the Kansas-Nebraska system does not lend itself to division 
into zones on a mileage basis, but rather provides a good example of a system 
which should be treated as a unit. Both historically and currently, all parts 
of this system have been and are interrelated and interdependent, and all 
parts of the system have shared and do share the benefits and burdens of 
being part of an integrated network. (Exh. 3; 3:503 et seq.) 


For all of the reasons outlined in detail above, it is concluded that the 
appropriate method for allocation of transmission costs between jurisdictional 
and non-jurisdictional customers in this proceeding is the Commission’s tradi- 
tional system-wide method, according to peak day and annual usage 


II. Rate or RETURN 


Kansas-Nebraska requests approval of a 6.7 percent rate of return in this 
proceeding, based on actual capitalization and historical debt cost as of May 31, 
1959, plus an 11 percent allowance on common equity capital. The Staff, on 
the other hand, recommends a 6.25 percent rate of return, based upon actual 
capitalization and historical debt cost as of May 31, 1959, but adjusted to 
reflect deferred federal income taxes as part of debt capital, plus a 10.18 per- 
cent allowance on common equity capital. Northwestern argues for a 6% per- 
cent rate of return, based upon the use of 1956 test year costs for debt and 
preferred stock, plus treatment of deferred federal income taxes as part of 
debt capital, and reflecting the 11 percent allowance for common equity re- 
quested by Kansas-Nebraska. 


28 Also see the more detailed discussion of the integrated nature of the Kansas- 
Nebraska system with respect to its gas supply situation, set forth at pp. 7-8, supra. 

29 American Gas Association, Report of Subcommittee on Pipeline Rates to Distributors, 
1956-7, p. 8. 

30The larger communities served by the system are all in Nebraska. (1 :137-8) 
Those loads, of course, represent a benefit to Kansas customers. 

31 See also the recent decision of the Court of Appeals for the District of Columbia in 
Battle Creek Gas Company, et al. v. Federal Power Commission, 281 F. 2d 42, (July 14, 
1960), referred to at an earlier point in this decision. 
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A. Capitalization Ratios, and Cost of Debt Capital. 

In determining the fair rate of return for Kansas-Nebraska, both the com- 
pany and the Staff used its capitalization ratios as of May 31, 1959. The 
actual capitalization as of that date consisted of the following: 


Percent 

SOIR GO occas Ane ees 48.3 
Pease week oan Ce ee 17.1 
UII RI eens Setccserchccnentic cass ckovrrtnnseaoilhs cere eRe nicest eI 34.6 
100.0 


Both Kansas-Nebraska and the Staff have also here used the company’s 
weighted average cost (historical cost) of outstanding debt as of May 31, 1959, 
with respect to both debt and preferred stock. Actual historical cost for long- 
term debt amounted to 4.16 percent, with 5.15 percent for preferred stock. 

Northwestern contends that the 1956 test year capitalization ratios and the 
1956 costs of debt and preferred stock should here be used, arguing that rate 
of return must be determined in the light of data for the test year only, and 
not on the basis of money costs in 1957, 1958 and 1959. 

The Commission, however, in fixing rates for the future, does not exercise 
its judgment on the basis of so narrow or constricted an approach. It rejected 
a similar contention only recently in an interim order issued July 8, 1960, 
In the Matter of Southern Natural Gas Company, Docket No. G—20509, 24 FPC 
26. In that case the test period ended June 30, 1959. Southern’s actual capi- 
talization as of December 31, 1959 was 63.8 percent debt and 36.2 percent 
equity. The Staff adjusted these ratios to give effect to the anticipated issu- 
ance in 1960 of $35,000,000 of 1st Mortgage Bonds at an assumed cost of 5.25 
percent, and $15,000,000 of debentures at an assumed cost of 5.60 percent for 
the purpose of refinancing 444 and 5 percent bank notes in the amount of 
$47,000,000—producing a capitalization of 64.2 percent debt and 35.8 percent 
equity. The Commission stated: 


In the circumstances of this case we may reasonably rely on the evidence 
showing Southern’s actual capitalization and the changes in Southern’s 
capital structure which are imminent under its program for refinancing 
in 1960. Accordingly, we shall use a debt ratio of 64.2 percent, the ad- 
justed as computed by Staff, for the purpose of determining Southern’s 
overall rate of return. 


The Staff in that case further adjusted the 4.25 percent weighted average 
cost of debt capital as of December 31, 1959 to reflect the refinancing of bank 
notes in 1960, and thus derived a cost of debt of 4.45 percent. In rejecting 
an intervener proposal that a lower debt cost should have been used, the 
Commission stated: 


but this is based on the original amount of debt securities issued rather 
than on the amount of debt securities outstanding at the time of the hear- 
ing, and understates the cost of debt which Southern will experience 
because of the failure of this method to reflect the fact that earlier, low- 
cost debt has in large part been retired. The pro forma adjustment of 
the weighted average cost of debt as of December 31, 1959, to reflect the 
retirement of the bank notes and the issuance of long-term debt securities 
to replace them is proper in this case where we are determining rates for 
the future and where the funding of such loans in the very near future 
is reasonably to be expected and such funding is consistent with good 
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practice. We therefore find Southern’s cost of debt capital to be 4.45 per- 
cent, as determined by both Southern and staff. [24 FPC 26, at p. 28.] 


In the instant proceeding the more recent financial data, the use of which 
Northwestern regards as objectionable, does not represent merely an antici- 
pated financial step “reasonably to be expected * * * in the very near future,” 
as in the Southern Natural case, supra, but consists of recent actual experience. 


Under these circumstances it is concluded, as suggested by Kansas-Nebraska, 
that it would be 


* * * an anomaly to apply a rate of return for the future derived from 
financial facts three years in the past. [reply brief, p. 18] 


B. Treatment of Deferred Income Tazes 


Although using historical cost for the debt and preferred stock, the Staff 
included deferred Federal income taxes in the amount of $1,339,255? as part 
of long-term debt, treated as interest-free debt capital. (Exh. 21) In taking 
this position, the Staff relies upon a statement by the Commission in Op. No. 
264 (Docket No. R-126), where it first laid down the general principles to be 
followed with respect to the effect to be given to the accelerated amortization 
provision of Section 124A, Internal Revenue Code, as follows: 


By enactment of this law Congress did not forgive the payment of any 
income taxes; it merely allowed payment of some of them to be deferred. 
This has the precise effect of a grant by our Government to a certificate 
holder of an interest-free loan. [12 FPC 369, 371.] 


It is of interest to note, however, that in Order No. 203 subsequently issued 
on May 29, 1958, In the Matter of Amendment to Uniform System of Accounts 
Prescribed for Natural Gas Companies Respecting Treatment of Deferred Tazes 
on Income (Docket No. R-158), the Commission stated: 


* * * the accumulated tax differentials cannot be said to represent an 
actual indebtedness. Even though tax differentials have certain aspects 
as a long-term debt, their evaluation as an existing liability cannot be 
fully justified considering the long-term and non-interest-bearing features. 
[19 FPC 826, at pp. 828-829] 


In considering this problem, it is appropriate to stress here that the really 
basic and serious question as to whether a natural gas company should be 
permitted to retain the advantages of accelerated amortization and liberalized 
depreciation, by computing its tax allowance for rate-making purposes as if it 
had in fact not taken advantage of those provisions in its income tax returns, 
has already been resolved in the affirmative. This question is no longer open, 
in view of the Commission’s decision as to accelerated amortization in Op. No. 
269, affirmed by the Court of Appeals for the District of Columbia Circuit in 
City of Detroit v. F.P.C., 230 F. 2d 810, 822—and the Commission’s later deci- 
sion as to liberalized depreciation in the recent Hl Paso case, Op. No. 326, 
supra, where the Commission held that it was bound by “the clear Congres- 
sional intent,” as expressed in the legislative history of Section 167 of the 
Internal Revenue Code, and that such Congressional intent “was not to benefit 
consumers.” (22 FPC 260, 266) 

The basic question having been thus resolved in favor of reserving the 
mentioned benefits to the natural gas company, it is difficult to rationalize or 
justify an attempt to partially negate those benefits by a more indirect route— 


32 Arising under the accelerated amortization provisions of Section 124A and the lib- 
eralized depreciation provisions of Section 167, Internal Revenue Code. 
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whether the device selected be the treatment of such deferred income taxes as 
an interest-free loan, to be included as part of the debt capitalization, thus 
having the effect of reducing the computed return required for both debt and 
common equity and the derived overall rate of return (Staff initial brief, 
p. 29), or whether there is employed the somewhat different device of deduct- 
ing such deferred taxes from the rate base, on the theory that it is the equiva- 
lent of customers’ contributions and that the company therefore should not 
be allowed to earn a return on such amounts (Staff reply brief, p. 9). Pro- 
posals along similar lines have earlier been made to and rejected by the Com- 
mission and the Court of Appeals for the District of Columbia Circuit in con- 
nection with the benefits of the accelerated amortization provision. For ex- 
ample, in Op. No. 264, supra, the Commission stated: 


Still another contention which was advanced was that the amount of tem- 
porary cash savings which would accrue during the five-year period of 
accelerated amortization should be charged to the depreciation reserve 
and thereby deducted from the rate base of the utility on the theory that 
it is equivalent to customers’ contributions, and therefore the utility should 
not be allowed to earn on these amounts. 
This argument is fallacious. 
~ * ad * * * * 


The proposal to charge the temporary tax savings, during the five-year 
period, to the depreciation reserve is clearly a device to reach a compro- 
mise which will allow the certificate holder to receive some but not all 
the benefits Congress intended. Deferred taxes are not depreciation and 
should not arbitrarily be labelled as such in order to prevent a certificate 
holder from receiving what our Government has given him. [12 FPC 371, 
372] 





In Op. No. 269, supra, certain interveners had contended that at least a portion 
of the savings effected by the accelerated amortization provision should be 
allowed to inure to the benefit of the consumers. In order to accomplish this, 
they proposed that the income tax component of the cost of service should 
be computed on the basis of actual tax liability, but that the depreciation 
component should be computed upon the basis of accelerated amortization. 
Since any amounts recovered as depreciation expense are deducted from the 
rate base, this device would have resulted in passing on a portion of the tax 
saving to the rate payers. The Commission, however, rejected this proposal 
and the Court of Appeals in the City of Detroit case, supra, subsequently 
approved the Commission position, stating: 


This plan was rejected by the Commission, which concluded, we think 
correctly, that the intent of Congress reflected in Section 124A is not to 
benefit consumers but rather the taxpayer in order to encourage construc- 
tion of certain emergency types of facilities. Were the tax savings 
deducted from the rate base the taxpayer here would not receive the in- 
tended benefit. The valuations upon which it is entitled to earn a fair 
rate of return would be decreased by the amount of the savings. [230 F. 
2d 810, at 822] 


It is true, as stressed by the staff (initial brief, p. 31), that the Commission 
in its recent Hl Paso decision (Op. No. 326, supra) stated: 


However, in another proceeding it might be shown that the deferred taxes 
accumulated because of liberalized depreciation and accelerated amortiza- 
tion would have an actual and favorable effect on the company’s cost of 
money, and this effect might lead us to consider whether to reflect this 
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tendency in determining a fair rate of return. The question, of course, 
does not arise here because, as noted and considered further below, the 


parties have accepted 6 percent as the appropriate rate of return. [22 
FPC 260, 267] 


However, the fact is that no showing on this subject was made by the Staff 
in the instant proceeding, either during the hearing or in its briefs, except 
for the stressing of the obvious mathematical proposition that the adoption 
of the Staff position on this issue would have the effect of producing a lower 
computed return for both debt and common equity. This purely mathematical 
result cannot be regarded as a showing of the type referred to by the Com- 
mission in the above-quoted language from its Hl Paso decision. Rather, a 
reasonable interpretation of this Commission language would seem to indicate 
that it was thinking in terms of a situation where the evidence might indicate 
that lenders took into account a natural gas company’s accumulated liberalized 
depreciation reserves, and on that basis were disposed to provide financing to 
the company on more favorable terms. 


C. Allowance on Common Equity 


Kansas-Nebraska contends that an allowance of 11 percent on its common 
equity represents the minimum required by any reasonable standard. The 
Staff, however, contends that “lower rates nearer to 10 percent will be ample.” 

Subsequent to the filing of the last briefs in this proceeding, the Commission 
issued its interim decision on the rate of return issue in the Southern Natural 
case, supra, on July 8, 1960. As will now be developed in detail, that decision 
written in the light of all of the current economic problems and trends 
stressed in the Kansas-Nebraska rate of return presentation in this proceeding, 
renders moot and constitutes the Commission answer to much of the Kansas- 
Nebraska presentation on this subject. 

The Staff contention that an allowance on common equity in the neighbor- 
hood of 10 percent is ample in this proceeding was supported in its initial 
brief by reference to the earning-price ratios for ten major natural gas com- 
panies, averaging 6.6 percent for both the periods 1953-1956 and 1953-1958; 
(b) 16 smaller natural gas companies, averaging 6.9 percent for the period 
1953-1956 and 7.1 percent for the period 1953—- and (c) Kansas-Nebraska 
itself, averaging 6.6 percent for the period 1953-1956 and 7.3 percent for the 
period 1953-1958. (initial brief, p. 28) In addition, the Staff directs attention 
to the fact that Kansas-Nebraska actually earned a return on common stock 
equity amounting to 15 percent in the years 1956 and 1957, and 16 percent 
in 1958—well in excess of the 11 percent allowance for common equity which 
the company insists is reasonably required. (initial brief, pp. 25-26) *° 

Kansas-Nebraska attacks the use of the earnings-price ratio method on the 
ground that it is rooted in the proposition that investors in common stocks of 
utilities purchase such stocks on the basis of obtaining the current income 
only. Kansas-Nebraska contends that this is fallacious; that such investors 
buy for future earnings, for the increase in earnings, and for increases in 
market price which result in capital gains; that a true earnings-price ratio 
accordingly is one that reflects the investor’s appraisal of future earnings and 
future increase in the market price of stock. In the course of this argument, 
Kansas-Nebraska notes that the average market price of its own common stock 
in 1953 was $23.25, and that its earnings increased from $1.87 a share in 1953 
to $2.94 a share in 1958; that, accordingly, if an investor bought the stock 


88 The Staff recognizes, however, that these returns include the company’s non-juris- 
dictional business, which is not subject to regulation by this Commission. 
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in 1953 at $23.25, by 1958 the earnings on the investment would have amounted 
to 12.6 percent. The inference here seems to be that the 1953 investor was 
purchasing Kansas-Nebraska common stock on the basis of his appraisal of 
1958 earnings; that earning-price ratios should be constructed not by relating 
current earnings in any given year to current market price, but rather by re- 
lating to current market price the higher future earnings level which the 
investor allegedly anticipated, and which allegedly determined the market price 
level he was willing to offer for the stock at that time. 

A similar theory was considered and rejected by the Commission In the 
Matter of United Fuel Gas Company, 12 FPC 251, 266 (1953). The Commis- 
sion there noted that the United Fuel rate of return witness had selected an 
allowance for common equity after studying the manner in which the earnings 
of variously constituted groups of natural gas companies had developed over 
the past decade. The Commission stated: 


Using a series of “growth factors” derived from these studies, Badger 
projected earnings 10 years ahead, averaged them and compared the aver- 
ages with current prices for these companies’ stocks, claiming that current 
prices discounted such growth. In this way he arrived at a series of 
earnings-price ratios from which he selected one which he thought suit- 
able to United Fuel, and based his cost of equity capital on that. 
Long-range forecasts of this nature do not provide a sound and reliable 
basis for present decisions as to what is required to give United Fuel’s 
parent company, Columbia, ready access to capital markets in order that 
it may keep United Fuel and its other subsidiaries supplied with capital 


funds. Also there is considerable doubt as to whether the stock market 
is this farsighted. 


Similarly, in the Panhandle Eastern case, Op. No. 269, supra, Panhandle con- 
tended that in employing the earnings-price ratio method the current market 
price level should be adjusted downward to eliminate that portion which was 
claimed to be attributable to the ownership of gas reserves; and that this 
residual market price should then be related to future earnings rather than 


past earnings, in order to properly measure investor requirements. The Com- 
mission stated, however: 


Exclusive use of future earnings rather than past earnings represents a 
digression from well-established methods heretofore employed by the Com- 
mission and would necessitate speculation on our part as to whether or 
not investors accurately forecast future earnings. [13 FPC 53, at 98] 


The final answer to the Kansas-Nebraska objections is found in the Commis- 
sion’s recent Southern Natural order, supra, where the use of the traditional 
earnings-price ratio method was affirmed. The Commission there stated: 


The investor’s appraisal of the risks inherent in the enterprise and the 
return which he requires in the light of this appraisal are basic to a deter- 
mination of the allowance for common equity, and the Commission as a 
matter of practice has always looked to earnings-price ratios as an indica- 
tion of such investor appraisal. We are of the opinion that the study of 
earning-price ratios for Southern and comparable pipeline companies over 
a period of years, put in evidence in this proceeding by Staff, may prop- 
erly be used with judgment, together with other factors, in determining 
a reasonable allowance for Southern’s equity. [24 FPC 26, at p. 29] 


Kansas-Nebraska further contends that the recent upward trend in the cost 
of debt must be reflected and given weight in determining its allowance for 
common equity. It is contended that this allowance consists of two elements: 
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(1) pure cost of money, and (2) compensation for risk; that the cost of long- 
term debt money to the United States, which allegedly measures pure cost of 
money, has increased 60 percent from 1954 to June 1959. Kansas-Nebraska 
contends that in the past ten years the Commission has never allowed less 
than 10 percent on common equity in any natural gas case where the equity 
was 35 percent or less of total capitalization; that, accordingly, if a 10 per- 
cent allowance on equity was regarded as reasonable in 1954, and if we now 
reflected and gave weight only to a 10 percent increase in the pure cost of 
money since that time (despite the fact that the increase was actually much 
higher), this alone would justify an 11 percent allowance on common equity 
in the instant proceeding. Along similar lines, Kansas-Nebraska contends that 
its proposal of 11 percent on common equity squares with Commission deci- 
sions in the past. In this connection, it directs attention to its Exhibit 12, 
Schedule E, which sets forth data with respect to seven selected natural gas 
pipeline cases, a majority of which were decided by the Commission in 1954 
and some in later years. It appears that the average equity ratio of those 
companies was 35.4 percent and that the average amount allowed on equity 
was 11.1 percent. On this basis, Kansas-Nebraska contends that when con- 
sideration is given to such factors as its small size, the rural nature of its 
territory, and the low rating of its bonds, and when consideration is given to 
the substantial increase in the cost of debt capital which has occurred since 
the date of those decisions, the 11 percent allowance on equity here requested 
is very low by comparison, and in fact is the minimum by any reasonable 
standard. 

In evaluating the above contentions, it should be noted that the increase 
in the cost of debt is already reflected to some extent in the allowance for 
long-term debt which is herein approved. That allowance is based upon the 
company’s historical cost for debt, including and reflecting its recent financing 
up to May 31, 1959, in spite of Northwestern’s strong objection that no finan- 
cial data subsequent to the 1956 test year should be reflected or considered 
in this proceeding. 

Even more importantly, however, all of the factors stressed in the above 
Kansas-Nebraska argument were equally applicable in the recent Southern 
Natural case, supra. Yet the Commission there concluded that “an allowance 
on common equity of about 10 percent is fully adequate for Southern,” and 
in so doing the Commission directed attention to its recent decision in Manu- 
facturers Light and Heat Company, Docket No. G—12197, et al., decided Febru- 
ary 25, 1960, ‘where we found the fair return on equity for the Columbia Gas 
System Inc., a company which like Southern has maintained a conservative 
financial structure, to be about 10 percent.” (24 FPC 26, at p. 30, fnt. 4) * 

Kansas-Nebraska further justifies its claimed allowance of 11 percent on 
common equity on the basis of returns earned on common equity by other 
utilities. In this connection, Kansas-Nebraska notes that the natural gas 
industry earned 12.4 percent on common equity in 1956 and 11.8 percent in 
1957; that the percentages for operating gas utilities were 12.3 percent in 1956 
and 11.7 percent in 1957, while transportation natural gas companies earned 
18.8 percent on common equity in 1956 and 11.4 percent in 1957.°5 It is further 


34It is of interest to note here that Kansas-Nebraska has an equity capitalization of 
84.6 percent, similar to that of Southern Natural with an equity capitalization of 35.8 

85 Since these percentages include and reflect rate increases being collected subject to 
possible refund, the Kansas-Nebraska witness agreed that these figures “are probably 
overstated” to that extent, and that the amount of the overstatement would depend on 
the extent of the rate reduction ultimately ordered by the Commission in such cases. 
(2:299) It should also be noted that the data cited above represents returns on total 
equity capital, and thus includes the non-jurisdictional business of the natural gas com- 
panies involved, as well as their jurisdictional business. 
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stressed that electric utilities earned 11 percent on common equity in 1956, 
1957 and 1958. Kansas-Nebraska contends that, in the light of these facts, 
unless it is allowed 11 percent on its own common equity it will have difficulty 
in attracting the necessary equity capital. 

This particular argument represents a “return on common equity approach,” 
which was specifically rejected by the Commission in its recent Southern 
Natural order, supra. In that case, the Southern Natural rate of return wit- 
ness had relied on a computation of what he characterized as the “implicit” 
cost of equity devoted to jurisdictional business. The Commission stated: 


* * * there is no valid basis for the approach to cost of capital taken by 
Southern’s witness * * * the return on common equity which Southern’s 
witness would impute to Southern’s jurisdictional business is no measure 
of the investor’s appraisal of Southern’s stock and is not an equivalent 
of the cost of attracting equity capital. * * * We can find no good reason 
for departing from the Commission’s practice of using earnings-price 
ratios, with judgment, as an indication of a proper return on common 
equity. [24 FPC 26, at p. 29] 


Kansas-Nebraska suggests that the 6.7 percent rate of return which it is 
here requesting is actually most conservative. It contends, in this connection, 
that the company clearly has not stopped growing and that actually additional 
debt capital will be required in the future; that the historic cost of debt 
capital of 4.17 percent, used by it in arriving at its proposed rate of return, 
is completely out of step with the current cost of debt capital; that accordingly 
some allowance should be made for the increased cost of debt capital which 
will be associated with its additional financing in the future. The point made 
here by Kansas-Nebraska is that even if it were allowed the requested 11 per- 
cent on common equity, with a resultant 6.7 percent rate of return, the antici- 
pated increase in its cost of debt will have the effect, in spite of everything, 
of reducing its allowance on common equity below the required 11 percent 
level. (initial brief, pp. 13-15) 

In evaluating this argument, it is relevant to note that there is no evidence 
in the instant record which indicates any plans by Kansas-Nebraska for spe- 
cific additional financing in the near future. It is therefore sheer speculation 
as to when any such additional financing, if any, will occur, or the amount 
thereof. In developing this argument, Kansas-Nebraska states: 


If $5,000,000 of additional debt capital were issued at a cost of 5.5 percent, 
which is a very conservative figure, the average cost of all debt capital 
would become 4.38 percent. [initial brief, p. 14] 


It is noted, however, that the 5.5 percent debt cost figure, which Kansas- 
Nebraska thus assumes and characterizes as a “very conservative figure” for 
the purpose of this hypothetical example, is in fact higher than any of the 
current debt cost figures cited in this portion of the Kansas-Nebraska brief, 
and finds no basis in the instant record. In addition, this hypothetical exam- 
ple assumes an addition of 19.48 percent to Kansas-Nebraska’s present debt 
capital of $25,662,184—an expansion which seems purely speculative in the 
light of the company’s characteristics, as stressed in the Kansas-Nebraska 
brief. It is also, of course, pure speculation to assume that the current high 
level of interest rates will necessarily continue indefinitely in the future. 
Even if that trend should continue, however, it is entirely speculative whether 
Kansas-Nebraska’s overall cost of capital would rise or fall in the future, 
since it is common knowledge that utility companies and other business corpo- 
rations can and do, within the limits of a reasonable capital structure, adjust 
the nature or timing of their financing programs to take advantage of chang- 
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ing conditions in the financial markets. Finally, since interests costs and 
equity costs can and frequently do move in opposite directions, it does not 
seem realistic to speculate on and reflect only upward trends in the cost of 
debt capital, when such trends might conceivably be counter-balanced by a 
decreasing level of equity costs. In other words, a rising debt cost trend does 
not necessarily means that the overall cost of capital will inevitably be higher 
in the future. 

Directing our attention again to the earnings-price ratio data presented in 
this proceeding, it is noted that on the basis of Kansas-Nebraska’s own average 
earnings-price ratio of 7.3 percent for the period 1953-1958, an allowance of 
10 percent on equity capital would reflect an unusually liberal upward adjust- 
ment of 2.70 percent to the “bare bones” cost of equity capital as thus com- 
puted. It is noted, however, that in the Southern Natural case, supra, al- 
though the test period there employed was the year 1959, the Commission 
referred to Southern’s average 9.4 percent earnings-price ratio level for the 
period 1946-1953, a period which it characterized as one “which may appro- 
priately be used for the purpose of showing investor appraisal.” The Com- 
mission there noted that “Although the level of earnings-price ratios for more 
recent years may be a less accurate measure of the investor’s appraisal of 
risk, such recent data appear to ,disclose trends and relative movement of 
ratios within the market and within the pipeline industry itself.” (24 FPC 26, 
at p. 29) If we similarly, in the instant case, eliminate from our considera- 
tion the earnings-price ratio data for the more recent years and consider 
Kansas-Nebraska’s earnings-price ratios for the period 1948—-1953,°* the result 
is an average earnings-price ratio of 9.63 percent. A 10 percent allowance on 
common equity, on that basis, would provide a modest adjustment of 0.37 per- 
cent above the “bare bones” cost of equity capital as thus computed. 

Under all the circumstances outlined above, it is here concluded that an 
allowance of 10 percent on equity capital is adequate for Kansas-Nebraska 
in this proceeding. In reaching this conclusion, consideration has been given 
to the nature of the company’s operations, its position in the money market 
and other relevant factors. Kansas-Nebraska directs attention to certain op- 
erational facts and characteristics of its system which it regards as minus, 
or unfavorable factors—i.e., the relatively small size of the company, the rural 
nature of its territory, and the fact that its bonds are rated only Baa by 
Moody’s. However, despite these characteristics the facts are that the com- 
pany’s financial health has always been excellent, except perhaps for its ear- 
liest years (1:75-6); “that it has not experienced any difficulty in financing, 
at least since 1947 (1:100-1) ; that it has sustained an increasingly high level 
of earnings since 1948, and that the market price of its common stock has 
risen steadily and substantially since 1948 (Exh. 22, p. 45); that its common 
stock for the period 1954-1958 sold at market price levels averaging 1.82 times 
book value and at a level of 1.90 times book value in the test year 1956—a 
premium more than sufficient to enable a utility to attract capital at reasonable 
cost and to maintain its financial integrity.3* 

36 1948 being the earliest year as to which Kansas-Nebraska earnings-price ratios are 
provided in Staff Exhibit 22. 

87It is also worth noting that the percentage of jurisdictional sales on the Kansas- 
Nebraska system is exceptionally low, amounting to only 21.7 percent on the basis of 
test year volumes (Exh. 8); that a substantial part of its non-jurisdictional sales con- 
sists of interruptible sales which Kansas-Nebraska itself makes directly to industrial 
users; that the Kansas-Nebraska tariff severely limits its wholesale customers to sales 
within a specified community “and its environs,” while Kansas-Nebraska itself serves all 
interruptible loads outside the “environs,” plus many important loads even within the 
environs of certain communities. (1:77-80, 140-1) As a result, its load factor on 
jurisdictional sales is approximately 38 percent, as compared with a load factor of 52.29 
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Using Kansas-Nebraska’s actual capitalization and historical cost for debt 
and preferred stock as of May 31, 1959, rejecting the Staff treatment of de- 
ferred income taxes as part of long-term debt, and reflecting an allowance of 
10 percent on common equity, there is derived an overall rate of return of 
6.35 percent, as set forth in the table below. 


Percent of Cost Return 





capitalization 
Percent | Percent 
ito er sn eee aemenmaseanebel 48.3 4.16 2.01 
I  sinicicccd cana divntprietipninegpegeseentatanalescemsiattinnies: 17.1 5.15 . 88 
RNIN sc ievnelaninidisd Ononipacmnddnencgpbacedapeadewthabnaneiebian 34.6 10.00 3. 46 
BE Ee NE i cd bedibeickigndiisnammmyinihnnveaaetiicinshiaameaeneadeigiaman hate 6. 35 


It is concluded, on the basis of all the considerations set forth in detail 
above, that a 6.35 percent rate of return constitutes a fair, just and reason- 
able rate of return for Kansas-Nebraska in this proceeding. 


III. Summary or Cost or SERVICE AND APPROVED RATES 


The return on investment, at the 6.35 percent rate, becomes $2,800,614, and 
taxes are derived at $2,550,189. (Appendix Table 1.) 

This results in a total cost of service, prior to the allocation, of $15,256,805. 
(Appendix Table 1.) Of this amount $3,208,644 is allocated to jurisdictional 
transmission system sales, representing $1,061,111 for demand and $2,147,533 
for commodity (Appendix Table 2)—or unit costs of 4.903¢ per Mcf per day 
for demand and 20.253¢ per Mcf per day for commodity. (Appendix Table 4.) 

The rates herein approved as the just and reasonable rates and charges for 
Kansas-Nebraska sales of natural gas subject to the jurisdiction of the Natu- 
ral Gas Act, to be effective from and after the date of the instant Order, have 
been designed on the basis of the method used by Staff witness Drescher in 
his Exh. 20, and are as follows: 


Rate Schedule G-1 


saa iiainaaneaiaieliadiit 4.9¢ per Mcf of daily billing demand as defined 
in Kansas-Nebraska’s FPC Gas Tariff, First 
Revised Volume No. 1. 

Commodity Charge _..__..-____ 23.5¢ per Mcf delivered. (Appendix Table 4) 


Demand Charge 


Rate Schedule IOR-1 
RNAS TOU sciccicinnsn cs tlctantienatinitn 20.26¢ per Mcf delivered. 


A brief comment is required with respect to the rate approved for Rate 
Schedule IOR-1, being a special overrun schedule. During the course of the 
instant hearing, both Northwestern and the Nebraska interveners objected to 
the differential between the commodity rate under the G-1 schedule and the 
rate fixed under the IOR-1 schedule, contending that it had resulted in a very 
small use of the IOR-1 service and contributed to their inability to sell more 
gas to industrial customers. This special overrun schedule permits the G-1 
customers to overrun the contract demands provided in their G-1 rate sched- 





percent for its Nebraska system and 61.25 percent for its entire system. (1:76-1; 
2:336) This would seem to indicate that Kansas-Nebraska has retained the major 
share of the economic benefits of serving interruptible loads in its territory—an operat- 
ing characteristic which would seem to balance some of the minus factors stressed by 
the company, as noted above. 
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ule, without thereby increasing their stated contract demands under such 
schedule for the future. 

In designing his rate for the IOR-1 schedule, Staff witness Drescher based 
his computation upon the 150 percent load factor price under the G—1 schedule 
—or, as otherwise stated, at 66%4% of annual daily demand at the 100% load 
factor. He explained that this represented a “break” for the customers, since 
it is normally the policy of the Commission and the Staff to prescribe a 100% 
load factor price on this type of service in the absence of mitigating conditions; 
that he was aware of a competitive situation between the company and its 
customers with respect to the sale of industrial interruptible gas, and that he 
accordingly bent over backwards to design a relatively low rate for the IOR-1 
gas; but that, since the Staff does not go into the field and obtain data as to 
competitive fuel costs or competitive practices on business which both the 
pipeline company and its customers would like to obtain, he was not able to 
justify going beyond the use of the 150% load factor price. (5:857-863) 

It is of interest to note here that in spite of the questions raised by both 
Northwestern and the Nebraska interveners with respect to this problem 
during the course of the hearing, their briefs make no comment whatsoever 
on this subject. In addition, it is also to be noted that these interveners have 
not themselves suggested or recommended any specific rate design in this case. 

Under these circumstances, there does not appear to be any justification for 
departing from Staff witness Drescher’s treatment of rates for the IOR-1 
service. 

The rates herein approved as the just and reasonable rates to be effective 
for Kansas-Nebraska jurisdictional sales from and after the date of this 
Order, yield estimated revenues in the amount of $3,208,679 (Appendix Table 4), 
slightly exceeding the allocated cost of service to jurisdictional sales of 
$3,208,644, as a result of the rounding out of averages. Such estimated rev- 
enues amount to a reduction of $51,302 below the level of revenues in the 
amount of $3,259,981 under rates effective immediately prior to October 1, 1957, 
and a reduction of $701,425 below the level of revenues in the amount of 
$3,910,104 under rates effective on and after October 1, 1957 (Appendix 
Table 5). 

It is important to bear in mind, however, that this rate reduction is derived 
on the basis of a total system-wide cost of service herein adopted in the 
amount of $15,256,805 (Appendix Table 1), which exceeds the stipulated cost 
of service in the amount of $14,946,272 agreed to by Kansas-Nebraska, the 
Staff and the interveners by their stipulation dated March 3, 1959. It is thus 
perfectly clear that the instant rate reduction results solely from the adoption 
here of the system-wide method for allocation of costs between jurisdictional 
and non-jurisdictional sales, in place of the company’s mileage method. 

Under all the circumstances of this case, however, it is concluded that this 
rate reduction should be made effective only prospectively, from and after the 
date of the instant Order. Accordingly, the refund prescribed here will be 
limited to the amounts collected since October 1, 1957 subject to undertaking 
to assure refunds of any excess charges—or, as otherwise stated, the excess 
of the total amounts charged and collected since that date over and above the 
amounts which would have been charged for sales to such customers under 
the rates in effect immediately prior to October 1, 1957.58 


38 In this connection, it is noted that intervener Northwestern, although deriving a 
test year cost of service lower than the revenues under the rates effective immediately 
prior to October 1, 1957, requested only that the company be ordered to refund “the 
entire amount collected under bond since October 1, 1957, plus interest from that date.” 
(Initial brief, p. 69.) 
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Under these circumstances, and since such prior rates, which thus become 
the floor for the computation of refunds, were at a level even higher than the 
rates herein approved as just and reasonable on the basis of a 6.35 percent 
rate of return, the question raised by the Staff (initial brief, pp. 33-36) as to 
whether a still lower rate of return should be fixed for the refund period 
becomes completely moot, and need not be discussed. 


IV. THe Purcuasep Gas Cost ADJUSTMENT FOR THE REFUND PERIOD 


The Commission’s hearing order of July 17, 1959 in the instant proceeding 
noted that the stipulated cost of service in the amount of $14,946,272 included 
purchased gas costs based upon increased contract prices which were renego- 
tiated at various dates during the refund period commencing October 1, 1957, 
as a result of the court invalidation of the State of Kansas minimum price 
statute; that if the full purchased gas cost adjustment were reflected for the 
entire refund period, the company might receive allowances exceeding the 
actual expenditures for that period. Accordingly, the order kept open for 
further consideration the question concerning Kansas-Nebraska’s actual pur- 
chased gas cost to be allowed for the refund period. 

During the course of the hearing the parties on January 5, 1960 entered 
into a “Statement of Agreement Concerning Actual Purchase Gas Cost To Be 
Allowed For Refund Period.” (6:999-10003) The Agreement provided that 
the actual cost of gas for the refund period, as included in the stipulated cost 
of service, was overstated in the amount of $341,782; that this amount was 
subject to allocation between jurisdictional and non-jurisdictional sales; that 
under the Kansas-Nebraska method, allocating purchase gas cost on the basis 
of earmarking gas from the Hugoton and other fields, $52,134 of the $341,782 
total would be subject to refund to jurisdictional customers for the refund 
period, whereas under the Staff and interveners’ method of rolling in the 
entire gas supply, the refund to jurisdictional customers would amount to 
$74,067; that the proper amount to be refunded should be based upon the 
allocation method ultimately approved by the Commission in this proceeding; 
that the specific refund to each customer should be computed on the basis 
of the sales to each customer during the test year 1956, as set forth in a 
tabulation attached to the Agreement; that the refund amounts thus deter- 
mined should bear interest at the rate of 6 percent per year, beginning April 1, 
1958. 

Since the “rolled in” method for allocation of gas supply costs has been 
approved and adopted in this decision, the approved purchased gas cost adjust- 
ment for the refund period amounts to $74,067, to be distributed among the 
various jurisdictional customers pursuant to the table set forth in paragraph 
(E). of the instant Order. 


FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record in this proceeding, the evidence 
adduced and the briefs filed, the Presiding Examiner finds and concludes, in 
addition to the findings and conclusions hereinbefore stated, that 

(1) The fair and equitable method for allocation of Kansas-Nebraska gas 
supply costs is on a pooled, or rolled-in basis; and the fair and equitable 
method for allocation of Kansas-Nebraska transmission costs between jurisdic- 
tional and non-jurisdictional sales is the system-wide method, in accordance 
with peak day and annual usage. 
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(2) Deferred federal income taxes, resulting from accelerated amortization 
and liberalized depreciation pursuant to the Internal Revenue Code, should 
not be included as long-term debt for the purpose of calculation of the cost 
of debt capital in determining the fair rate of return. 

(3) The fair, just and reasonable rate of return to be allowed Kansas- 
Nebraska upon its jurisdictional operations is 6.35 percent. 

(4) The proposed increased rates filed by Kansas-Nebraska, contained in its 
First Revised Sheets Nos. 4, 5, and 9 to its FPC Gas Tariff, First Revised 
Volume No. 1, are unjust, unreasonable, unduly discriminatory or preferential, 
or otherwise unlawful, and should be disallowed. 

(5) The just and reasonable rates and charges for Kansas-Nebraska sales 
of natural gas subject to the jurisdiction of the Natural Gas Act are as follows: 


Rate Schedule G-1 


Demand Charge 4.9¢ per Mcf of daily billing demand as defined 
in Kansas-Nebraska’s FPC Gas Tariff, First 
Revised Volume No. 1. 

Commodity Charge 20.26¢ per Mcf delivered. 


Rate Schedule IOR-1 
Straight Rate 23.5¢ per Mcf delivered. 


ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission on appeal, 
or upon its own motion as provided in the Commission’s Rules of Practice and 
Procedure, that: 

(A) The proposed increased rates filed by Kansas-Nebraska, contained in 
its First Revised Sheets Nos. 4, 5 and 9 to its FPC Gas Tariff, First Revised 
Volume No. 1 are hereby disallowed. 

(B) Kansas-Nebraska shall file in lieu thereof substitute Second Revised 
Sheets Nos. 4, 5 and 9 to its FPC Gas Tariff, First Revised Volume No. 1, 
containing the rates and charges set forth in Finding (5), supra, such substi- 
tute rates and charges to be effective from and after the date of this Order. 

(C) The effective rates for the refund period shall be the rates effective 
immediately prior to October 1, 1957. 

(D) Within 45 days from the date of issuance of this order, Kansas- 
Nebraska shall refund to its jurisdictional customers the entire amounts col- 
lected since October 1, 1957 subject to undertaking to assure refunds of excess 
charges—otherwise stated as the excess of the total amounts charged and 
collected since that date over and above the amounts which would have been 
charged for sales to such customers under the rates in effect immediately 
prior to October 1, 1957—with interest at the rate of 6 percent per annum 
from the date of payment to Kansas-Nebraska to the date of refund. 

(E) Within 45 days from the date of issuance of this order, Kansas- 
Nebraska shall further make an additional refund to each of its jurisdictional 
customers of the allocated- portion of the stipulated sum of $74,067, as pur- 
chased gas cost adjustment, as set forth below, together with interest thereon 
at 6 percent per annum from April 1, 1958: 
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Ref. applica- | Refunds at 
Customer tionsched.G| 0.6985161 
(MCF) cents per Mcf 


City of Alma Gas Co 121, 818 $851 
City of Hastings 1, 773, 642 12, 389 
Central Elec. & Gas Co 2, 449, 952 17,113 
Nebraska Natural Gas Co 10, 206 
Natural Gas Dist. Co. of Nebr 309, 4 2, 162 
Natural Gas Dist. Co , 1, 992 
Northwestern Public Service Co. I 979, 27, 795 
City of Central City. , 1, 559 


74, 067 


(F) Within 60 days from the date of issuance of this order Kansas- 
Nebraska shall report to the Commission in writing and under oath the details 
of its respective calculations resulting in the refunds ordered pursuant to 
paragraphs (D) and (E) supra, together with copies of releases from each 
of its jurisdictional customers. 

(G) Upon completion of the refunds as ordered in paragraphs (D) and (EB), 
supra, to the satisfaction of the Commission, and the reporting pursuant to 
paragraph (F), supra, the undertaking given by Kansas-Nebraska to make 
refunds shall be discharged and the proceedings shall be terminated. 


JOSEPH ZWERDLING, 
Presiding Examiner. 
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AppENDIX TABLE 4.—Derivation of unit costs and raies 
UNIT COSTS 


Allocated cost of jurisdictional trans- 
mission: Demand Commodity Total 
1. System sales $1,061,111 $2,147,533 $3, 208, 644 
2. Billing determinents ! 21, 641, 295 10, 603, 457 
3. Unit cost per Mef 4.903¢ per 20.253¢ per 
Mef per Mef 
day 


APPROVED RATES 
Rate schedule G-1: 


4. Demand charge: 4.9¢ per Mef of daily billing demand as defined in company 
FPC Gas Tariff. 
5. Commodity charge: 20.26¢ per Mef delivered. 
Rate schedule IOR-1: 
6. Straight rate of 23.5¢ per Mef. 


COMPARISON OF REVENUES UNDER APPROVED RATES WITH ALLOCATED COST OF 
SERVICE 


Demand Commodity Total 
7. Revenues under approved rates_... $1,060,418 $2, 148, 261 $3, 208, 679 
8. Allocated cost of service 1, 061, 111 2, 147, 533 3, 208, 644 
9. Excess, revenues over costs__..---- (693) 728 35 


APPENDIX TABLE 5.—Comparison of approved rates with rates effective prior to and 
subsequent to Oct. 1, 1957—Based on sales for year ended Dec. 31, 1956 


| 
| Revenues | Revenues | Revenues 
Volumes | under ap- | under rates | under rates | Decrease 
Purchaser |Mef at 14.73) proved effective effective col. 3 col. 3 
psia rates prior to | subsequent|under col.|/under col. 
| 10/1/57 to 10/1/57 +t 5 


(1) (2) (3) (4) (5) (6) (7) 


1 | Alma Gas Co 121, 818 $38, 348 $38, 968 $46, 985 $620 $8, 637 
2 | City of Hastings............| 1,773, 642 543, 741 552, 470 663, 841 8, 729 120, 100 
3 | Central Electricand Gas Co.| 2, 449, 952 728, 077 739, 608 884, 807 11, 531 156, 730 
4 | Nebraska Natural Gas Co-_._} 1, 461,035 442, 908 450, 034 539, 895 7, 126 96, 987 
5 | Natural Gas Distributing 

Co. of Nebraska_.--.------ 309, 490 93, 275 94, 765 113, 605 1, 490 20, 330 
6 
7 105, 879 1,391 19, 071 
8 


Natural Gas Distributing 
Cc 285, 154 86, 808 88, 199 
3, 979, 198 1, 205, 416 1, 224, 698 1, 469, 219 19, 282 263, 803 
85, 873 1, 133 15, 767 


223, 168 70, 106 71, 239 
3, 259,981 | 3,910, 104 51, 302 701, 425 











| 
| 
| 
| 
F 


1 See Exhibit 20, Schedule 1 for computation thereof. 
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Before Commissioners: Jerome A. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP61-29 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 10, 1961) 


























Cities Service Gas Company (Applicant), a Delaware corporation with its 
principal office in Oklahoma City, Oklahoma, filed an application on July 28, 
1960, in Docket No. CP61-29, pursuant to Section 7 of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing it to replace 
approximately 2.8 miles of its present 8-inch gas pipeline serving the Carthage, 
Missouri area with a 16-inch gas pipeline and to construct approximately 2.8 
miles of 10-inch gas pipeline extending from the eastern terminus of the 
16-inch line to a plant of Solar Nitrogen Chemicals, Inc. (Solar) to be built 
in Jasper County, Missouri, all as more particularly described in the appli- 
cation. 

Applicant states that the estimated cost of the proposed facilities is $204,000, 
to be paid for out of treasury funds. 

The purpose of the proposed facilities is to enable Applicant to deliver 
directly on an interruptible basis the gas requirements of the proposed Solar 
plant in Jasper County, Missouri. The gas is to be used for processing and 
reforming and for boiler fuel in the plant. 

The estimated peak day and annual gas requirements for the proposed 
service are as follows: 





Peak day Annual 


Mef 






The Solar plant will manufacture ammonia and urea. Both of these prod- 
ucts are used extensively in agriculture and in industry. The agricultural uses 
are primarily for fertilizers and fertilizer solutions. Ammonia from the plant, 
both as ammonia and, after conversion, as urea and ammonium nitrate, will be 
used for the nitrogen source in such fertilizers and fertilizer solutions. The 
urea produced will also be used as a food supplement for cattle. 

The Commission’s order issued December 27, 1960, in Docket No. CP60-32 
indicates that the volumes of gas proposed to be delivered to Solar were in- 
cluded in the estimated gas requirements of Applicant that were shown in 
Docket No. CP60-32. The order in that docket limited Applicant's total annual 
sales of natural gas to an amount approximately equal to the total demands 
served as shown in line 43 of Exhibit No. 30 received in evidence during the 
hearing in that proceeding (Paragraph (F) of the order issued December 27, 
1960, Docket No. CP60-32). Such volumes included Applicant’s firm require- 
ments plus a portion of its interruptible requirements including a portion of 
the Solar load. Thus, the Commission, in its consideration of Docket No. 
CP60-32, took into account, in its study of Applicant’s gas supply, the fact that 
service was to be rendered to Solar as proposed in Docket No. CP61-29. 

Solar is required to keep standby fuel on hand at all times for boiler fuel 
and other purposes where standby fuel can be utilized. 
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Applicant proposes to serve the Solar plant under a contract dated June 9, 
1960, providing for an average rate of 21.84 cents per Mcf in the first year. 
This price is subject to adjustment for taxes and Applicant’s cost of purchased 
gas. Gross revenue to Applicant from the proposed sale at the 21.84 cents rate 
are estimated at $577,886 the first year. Net revenues before income taxes are 
estimated at $109,360. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 2, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of December 28, 1948, in Docket No. G-298 (4 
FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the 
application and exhibits in this proceeding, are proposed to be used in the 
transportation of natural gas in interstate commerce, subject to the jurisdic- 
tion of the Commission, as integral parts of Applicant’s existing pipeline system 
and the construction and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the cast and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of facilities and the delivery of 
natural gas by Applicant to Solar are required by the public convenience and 
necessity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act should 
attach to the issuance of the certificate referred to in paragraph (4) above and 
to the exercise of the rights granted thereunder, and that the time within 
which the construction of the facilities authorized by this order should be 
completed and the said facilities placed in actual operation should be fixed at 
6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Cities Service Gas Company, to construct 
and operate the facilities proposed and to transport natural gas as hereinbe- 
fore described, all as more fully described in the application herein, upon the 
terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (¢)(4) and (e) of Section 157.20 of the Commission’s Regulations 
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under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 6 months from the 
date on which this order issues. 

(D) The volumes of natural gas to be delivered by Applicant to the Solar 
Nitrogen Chemicals, Inc., shall be limited to a maximum of 16,500 Mcf per day. 

(E) Issuance of this order does not imply any change in ordering paragraph 
(F) of the Commission’s order issued December 27, 1960, in Docket No. 
CP60-32. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


FRED W. SHIELD, DOCKET NO. RI60-436 


ORDER ACCEPTING OFFER OF SETTLEMENT AS CONDITIONED AND 
TERMINATING PROCEEDING 


(Issued March 10, 1961) 


On January 9, 1961, Fred W. Shield (Shield) submitted an offer of settle- 
ment which was modified by letter filed January 30, 1961, of the suspension 
proceeding in the above-captioned docket. This proceeding involves a proposed 
increased rate of 15.25¢ per Mcf contained in Supplement No. 2 to Shields 
FPC Gas Rate Schedule No. 8, applicable to jurisdictional sales of natural gas 
to Trunkline Gas Company (Trunkline) produced from the Heard Field, Bee 
County, Texas (Railroad Commission District No. 2). By order issued herein 
on June 30, 1960, the said supplement was made subject to hearing and was 
suspended until December 2, 1960, and thereafter until made effective in the 
manner prescribed by the Natural Gas Act. No motion has been filed request- 
ing the increased rate be permitted to become effective. 

In its offer of settlement Shield proposes to reduce the suspended 15.25¢ per 
Mcf increased rate to conform to the 14.6¢ per Mcf area price level announced 
in the Second Amendment to the Commission’s Statement of General Policy 
No. 61-1. The offer also provides for the deletion of the provision for a de- 
hydration charge of 0.25¢ per Mcf, included in the suspended rate and that the 
drilling of one additional well by the seller would be optional rather than 
mandatory. Additionally, in response to the Commission’s request to clarify 
the future escalations under the terms of the offer of settlement, Shield on 
January 30, 1961, submitted a statement waiving all claims to any escalation 
payment in excess of that authorized by the Statement of General Policy No. 
61-1, as amended 24 FPC 818, 902, 1107, and 25 FPC 595, subject to Com- 
mission approval of the offer. 

No petitions to intervene in this proceeding have been filed and no comments 
or protests have been received with respect to Shield’s offer of settlement. 

Since the proposed settlement rate of 14.6¢ per Mcf at 14.65 psia is equal to 
the area price level for Texas Railroad Commission’s District No. 2 as an- 
nounced in the Commission’s second amendment to its policy statement No. 
61-1, issued December 20, 1960, 24 FPC 1107, it is believed that the public 
interest will best be served by accepting Shield’s proposed settlement condi- 
tioned as hereinafter set forth. 
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As a condition to this order, Shields will be required to file a notice of 
change in rate for the 14.6¢ per Mcf settlement rate (which is inclusive of all 
charges) and copies of an executed contract providing for such rate. Said 
contract should also set forth the amount of the future escalations and the 
date when each is to become effective. 


The Commission finds: 

The offer of settlement submitted by Shield on January 9, 1961, as modified 
by his statement dated January 30, 1961 in this docket, is, upon adoption of 
the terms and conditions hereinafter ordered, reasonable, proper, and in the 
public interest in carrying out the provisions of the Natural Gas Act, and 
such proposal, as modified, should be approved and made effective as herein- 
after provided. 


The Commission orders: 


(A) The offer of settlement filed herein on January 6, 1961, as modified by 
letter filed January 30, 1961 and as modified by this order is hereby accepted 
upon the terms and conditions of this order. 

(B) Shield shall execute with Trunkline, and shall file within 30 days from 
the date of issuance of this order a contract with Trunkline which shall con- 
form to Shields offer of settlement as modified in all respects, and shall set 
forth the amount of the future escalations and the date when each is to become 
effective. This contract shall be filed as a supplement to Shield’s FPC Gas 
Rate Schedule No. 8, in the form required for a notice of change in rate under 
Part 154 of the Commission’s Regulations under the Natural Gas Act. 

(C) Upon full compliance by Shield with the terms and conditions of this 
order, the supplement filed in accordance with Paragraph B hereof, the rate 
of 14.6¢ per Mcf specified in the proposed settlement, a modified, shall become 
effective as of March 10, 1961 and the proceeding in Docket No. RI60-436 shall 
be terminated. 

(D) The acceptance of this settlement is without prejudice to any findings 
or determinations that may be made in any other proceeding now pending or 
hereinafter instituted by or against Shield. 


SOUTHERN NATURAL GAS COMPANY DOCKET NO. G-19632 


DECISION ON FIRST ISSUE 


Upon APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
UNDER THE NaTurst Gas Act TO SERVE CAROLINA PIPELINE CoMPANY 


(Issued February 8, 1961)* 
Syllabus 


1. Certificate of public convenience and necessity issued to Southern, under 
Section 7 of the Natural Gas Act, for sale and delivery of gas to Carolina 
Pipeline Company. P. 522. 


H. D. McHenry, William 8. Tarver and Peter G. Smith for Southern Natu- 
ral Gas Company. 


Alvin J. Rowe, Jr., for Georgia Public Service Commission. 


* No exceptions to the initial decision having been filed or review initiated by the 
Commission, the decision became effective on March 10, 1961, as the final decision and 
order of the Commission. 
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Irvine F. Belser for South Carolina Public Service Commission. 

Stanley M. Morley and Richard F. Generelly for Carolina Pipeline Company. 

Jerome J. McGrath and John J. McGrath for National Coal Association, 
United Mine Workers of America, Inc., and Fuels Research Council, Inc. 

Peyton G. Bowman, III, Richard Merriman, H. H. Hillyer, Jr., Andrew 
McOollam, Jr., and Kennedy J. Gilly for South Atlantic Gas Company. 

BE. W. Moise and Norman A. Flaningam for Atlanta Gas Light Company. 

Richard C. Steffey for Staff of the Federal Power Commission. 

WESTON, Presiding Examiner: This proceeding concerns several new services 
and new facilities proposed by Southern. One proposal is for the sale to a 
new customer, Carolina Pipeline Company, of a firm supply of natural gas in 
the amount of 7500 Mcf per day for the first 12 months of service, scheduled 
to commence on November 1, 1961, increasing to 10,340 Mcf per day thereafter. 
Pursuant to the suggestion made at the conclusion of hearings herein on 
January 17, 1961, it is determined that the issue, whether or not Southern 
should be granted a certificate of public convenience and necessity to so serve 
Carolina Pipeline, can be and should be severed from the other issues herein 
and decided forthwith. 

Parties and Proposal, in General: Southern transmits gas from Texas, 
Louisiana and Mississippi over two interconnected main pipelines, the North 
Line terminating in Atlanta, Georgia, and the South Line terminating in 
Aiken, South Carolina. Southern here proposes to add $24,012 of metering 
and regulating facilities at its Aiken terminus to effect the deliveries to Caro- 
lina Pipeline. 

Carolina Pipeline, an exempt intrastate gas transmission and distribution 
utility of South Carolina (Carolina Pipeline Co., 20 FPC 54), in order to 
receive the gas from Southern proposes to install and operate a 440-horsepower 
compressor station near Aiken, South Carolina, and 85 miles of 8-inch line 
in a southwesterly direction from a point on its existing system near Columbia 
to the point of interconnection with Southern at Aiken. Carolina Pipeline 
will contemporaneously expand its system to initiate service to the communi- 
ties of Conway, Georgetown, and Myrtle Beach in eastern South Carolina, and 
to Winnsboro and Bethune in the northern part of the state; and also will 
initiate industrial supply to a new Dupont plant near Florence, South Caro- 
lina; all by the construction of various laterals, totalling the following mile- 
ages: 30 miles of 6-inch, 20 miles of 2-inch and 75 miles of 4-inch. The total 
estimated cost of Carolina Pipeline’s new facilities is $6,763,000, of which 
$2,349,000 represents the cost of the new line to Aiken and the 440-horsepower 
compressor station there. 

Supply and Deliverability: Southern has excess capacity on peak days of 
over 58,000 Mcf, according to the uncontroverted testimony herein. See also, 
South Georgia Natural Gas Co., 22 FPC 211, 214-215. Consequently, the sup- 
ply of 10,340 Mcf per day to Carolina Pipeline is, from Southern’s point of 
view, an efficient utilization of some of its excess capacity that would other- 
wise serve industrial load or remain idle. On the basis of the original pro- 
jection, now reduced, for the supply of three industrial customers in Savannah, 
Georgia,1 as well as Carolifa Pipeline, aggregate daily maximum requirements 
of 17,640 Mcf and annual volumes of 4,501,720 Mcf are involved, and represent 
only slightly more than one percent of Southern’s annual gas requirements.? 
Added to existing requirements, the uncontroverted evidence indicates that all 


1 This aspect of the proceedings is not involved in the issue here considered. 

2 Carolina Pipeline, after 12 months, will take 10,340 Mcf per day; at projected 95 
percent load factor, it will take 3,585,400 Mcf per year. The differential represents the 
proposed new Savannah load. 
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such proposed new service will reduce Southern’s life index of reserves of 
17.56 years by less than one quarter of a year. 

Carolina Pipeline presently obtains all of its. gas from a connection with 
Transcontinental Gas Pipe Line Corporation (Transco) near the South Caro- 
lina-North Carolina border. See Transcontinental Gas Pipe Line Corp., 17 FPC 
860. Current allocation of gas to Carolina Pipeline is (maximum daily vol- 
ume) approximately 25,219 Mcf. See idem, 21 FPC 384. Carolina Pipeline, 
a relatively new pipeline and distribution company, is rapidly developing its 
markets, but to date of hearing had not actually used over 20,000 Mcf per day 
of its gas allocation from Transco. 

However, uncontroverted projections show that after connection of the five 
new communities (Conway, Georgetown, Myrtle Beach, Winnsboro, and 
Bethune), for service in the winter season 1961-1961, Carolina Pipeline’s re- 
quirements will aggregate some 32,719 Mcf per day of 1000-Btu gas. Consid- 
ering line losses, compressor fuel and unaccounted for gas, it is clear that by 
1962-1963 Carolina Pipeline will need all the proposed new supply from 
Southern to serve firm load with a small safety margin. Thus, service to the 
five new communities alone will progressively increase from 2,141 Mcf per day 
for the first year to 3,764 Mcf and 5,179 Mcf for the second and third years, 
respectively. 

It is obvious that the attachment of a new source of supply from a second 
interstate pipeline company will advantage Carolina Pipeline in respect of 
flexibility and safety of its service, e.g., in the event of an emergency affecting 
supply from Transco. Transco’s own problems with supply and deliverability 
are the subject of current studies. See Transcontinental Gas Pipe Line Corp., 
24 FPC 348, Order Remanding Applications, issued August 26, 1960. Addi- 
tionally, the attachment of the new source may in the future give Carolina 
Pipeline a bargaining position vis-a-vis its two independent suppliers for addi- 
tional volumes of gas as needed to meet expanding markets. It is concluded 
that the public interest is advantaged in the case of both Southern and Caro- 
lina Pipeline in respect of the supply and deliverability features of the 
proposal. 

Rates and Contractual Arrangements: The new service from Southern to 
Carolina Pipeline will be undertaken pursuant to the terms of a precedent 
agreement dated September 11, 1959, as amended, under which service will 
be rendered in accordance with a new rate schedule to be filed by Southern 
and designated as Rate Schedule CDL-3. The rates there prescribed will be 
the rates applicable to Southern’s Rate Zone 3, which includes Aiken, South 
Carolina ; i.e., a commodity charge of 23.67 cents per Mcf and a demand charge 
of $3.15 per Mcf, as currently in effect subject to refund. See Southern Natu- 
ral Gas Co., Docket Nos G-20509 and RP60-15, Orders of July 8, 1960, 24 FPC 
26, and July 29, 1960. Southern will serve under provisions similar to those 
in effect for service to its other Zone 3 customers, except for minor provisions 
slightly more beneficial to Southern in respect of permission to take “overrun” 
gas and in respect of minimum billing. These exceptions have the purpose 
and effect of making Carolina Pipeline’s general obligations to Southern equate 
with its obligations to Transco.4 There is nothing to indicate that the general 


8 The transcript and exhibits inconsistently measure demand sometimes in millions of 
Btu’s (MMBtu) and sometimes in Mcf. Transco’s gas averages 1060-Btu per Mcf; 
Southern’s averages 1054-Btu per Mcf. 

4 With respect to “overrun” gas, since it has another major source of supply, Carolina 
Pipeline must await Southern’s indication of availability, rather than taking subject to 
Southern’s indication of non-availability. With respect to minimum bill, the basis is 
65 percent rather than 40 percent; however, Carolina Pipeline expects to actually take 
a 95 percent load factor. 
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terms of the tariff and service agreement are not consistent with the public 
interest. 

Depending on the resolution of the reserved issues herein, estimated annual 
deliveries (third year) of 1054-Btu gas will total either 2,927,259 Mcf or 
3,585,400 Mcf. At the latter amount, new revenues to Southern from the 
Carolina Pipeline connection will aggregate nearly $1.2 million (proportion- 
ately less at the smaller delivery figures) from an incremental investment of 
only $24,012. The record shows that the sale here under consideration will 
be profitable to Southern, and will reduce Southern’s cost of service and 
Southern’s alleged deficiency in “fair return” from jurisdictional service, as 
such deficiency is claimed in its pending rate cases. 

Carolina Pipeline—Financing and Feasibility: Following the grant of a 
certificate to Transco to serve this new company in 1957 (17 FPC at 365), 
Carolina Pipeline successfully financed some $10 million of securities for its 
new plant, partly under a mortgage indenture providing that new financing 
for expansion would be limited to 60 percent in respect of additional first 
mortgage bonds. In 1959, however, Carolina Pipeline issued $1,300,000 of 5% 
percent Series B. First Mortgage Bonds for expansion, thus creating a junior 
debt or equity deficiency of $520,000. 

In the present expansion, Carolina Pipeline expects to need $6,763,000 of 
which, after eliminating the above deficiency for junior securities, $3,746,000 
will be derived from additional first mortgage bonds at an estimated six per- 
cent. Under present plans, $1,498,000 will be derived from subordinated 
debentures at seven percent, and the remainder, -$1,519,000 from equity 
securities. 

Because rate increase proceedings of Transco and Southern pend before this 
Commission, assumptions must be made concerning the cost of gas to Carolina 
Pipeline in estimating rate of return after installation of the new facilities. 
Projections were conservatively made on the basis that Transco’s increase 
would be approved in full, and that Southern’s commodity charge would be 
raised % ths of one cent per Mcf as a result of the reconstitution of Zone 3-A 
on Southern’s system, over its objections, covering Aiken deliveries, in South- 
ern’s Docket No. G-18512 and Docket No. G-—20509 rate proceedings. Pro forma 
return of Carolina Pipeline, third year, on this basis would be 6.7 percent. 
Assuming rates proposed by Southern in Docket No. G-—20509 (already actually 
denied in part) and reconstitution of Zone 3-A, third year pro forma return 
would drop to approximately 6.43 percent. Of course, Carolina Pipeline can, 
and necessarily will, pass on by rate increases to its customers (except any 
served under contract without escalation provisions) increases in its gas costs. 

The new industrial service to the Dupont plant is a principal element in 
this expansion. Dupont will take under a 20-year contract up to 2,250 Mef 
per day at the outset, with possible increases on notice, and a minimum take 
of 200,000 MMBtu5 per year. For the first 1800 MMBtu per day, served on 
a “preferred interruptible” basis, Dupont will pay 44 cents per MMBtu; for 
overages, served on a fully interruptible basis, Dupont will pay 31 cents per 
MMBtu. Figured on the maximum take of 2,250 Mcf per day, and assuming 
1000 Btu gas furnished, the average price to be paid by Dupont would be 
41.4 cents per Mcf. Based on the highest rates proposed by Southern to date, 
the gas will cost Carolina Pipeline some 34.28 cents per Mcf. 

The contract with Dupont provides conditions favorable to Carolina Pipe- 
line in respect of absorption of future gas price increases, amortization of cost 


5If Southern’s gas averaged 1000 Btu per Mef, this figure could be translated as 
200,000 Mcf. It is remembered, however, that Southern’s gas actually averages 1054 
Btu per Mcf. 
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of Carolina’s service facilities in the event of contract cancellation, and in 
respect of future taxes. 

It does not appear that Dupont, which will use this gas in the manufacture 
of “Mylar” polyester film, could or would use competitive fuels for base load 
and no question of “inferior use” in respect of this specific plant has been 
raised or exists. Standby fuel will be oil. 

The South Carolina Public Service Commission, which has plenary utility 
jurisdiction over Carolina Pipeline, has fully approved and franchised the 
present expansion, subject only to allocation of Southern’s gas as herein pro- 
posed. Although studies on an incremental basis were not presented, service 
to the five new communities appears to be comparable to most of the service 
on Carolina Pipeline’s existing system. The backlog of the whole project is 
the industrial load contract with Dupont, which will highly benefit Carolina 
Pipeline in respect of load factor as well as direct profits. 

It is to be remembered that the Federal concern with this project extends 
only to the gas supply and the facilities therefor, and not to the purely intra- 
state affairs of Carolina Pipeline and its investors supervised by the South 
Carolina Commission. The possibility of an improvident “end-use” of the gas, 
or of comparative needs for given gas as between several competing projects, 
i.e., national concerns, justify our practice, followed in all recent cases, of 
examining the details of intrastate expansions. In the present case, there are 
no aspects of Carolina Pipeline’s project adverse to the public interest pro- 
tected by this Commission. From the national point of view, on the contrary, 
the project is entirely consistent with the public interest. Intrastate aspects 
have been fully approved by the appropriate governing agency, i.e., the South 
Carolina Public Service Commission. 


ForMAL FINDINGS 


(1) Southern Natural Gas Company is engaged in the transportation of 
natural gas in interstate commerce and in the sale in interstate commerce of 
such gas for resale, and is a “natural-gas company” subject to the Natural 
Gas Act, as heretofore found by the Commission. 

(2) The sale and delivery of natural gas from Southern Natural Gas Com- 
pany to Carolina Pipeline Company, and the facilities therefor, as proposed 
herein, are and will be required by the present and future public convenience 
and necessity. 

ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission pursuant to 
its Rules of Practice and Procedure, that: 

(A) A certificate of public convenience and necessity be and the same hereby 
is issued to Southern Natural Gas Company authorizing the transportation and 
sale of natural gas to Carolina Pipeline Company, together with the facilities 
required to effect such transportation and sale, all as described in the appli- 
cation herein. 

(B) The certificate issued in paragraph (A) hereof, and the exercise of the 
rights thereby granted, shall be subject to the terms and conditions of the 
Commission’s Regulations Under the Natural Gas Act, including provisions for 
acceptance, and filings and reports, made by Section 157.20 thereof. Pursuant 
to Section 157.20 (b) thereof, the time within which the construction shall be 
completed and the sale shall be actually undertaken and regularly performed 
by Southern Natural Gas Company is hereby fixed at 10 months from the date 


6 Governor Ernest F. Hollings of South Carolina stated for the record his endorsement 
of this action. 
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when this decision becomes final under Rule 1.30 (d) of the Commission’s 
Rules of Practice and Procedure. 

(C) The grant of this certificate is without prejudice to any findings or 
orders which have been or may hereafter be made by the Commission in any 
proceedings now pending or hereafter instituted by or against Southern Natural 
Gas Company, and without prejudice or expression in regard to the issues 
which still pend in this proceeding. The issue herein dealt with has been 
severed from the remaining issues, which will be decided subsequently. 

Rosert M. WESTON, 
Presiding Examiner. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


ALABAMA-TENNESSEE NATURAL GAS COMPANY, DOCKET NO. CP61-58 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY AND PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 


(Issued March 13, 1961) 


On August 25, 1960, Alabama-Tennessee Natural Gas Company (Applicant) 
filed an application, as supplemented on September 2, 1960, in Docket No. 
CP61-58, pursuant to Section 7 of the Natural Gas Act, for a certificate of 
public convenience and necessity seeking authorization to construct and oper- 
ate a new delivery point including a regulating and measuring station for its 
existing customer, the City of Decatur, Alabama, (Decatur) in lieu of two 
existing delivery points, and for permission and approval to abandon by sale 
to Decatur 2.2 miles of existing 6-inch lateral pipeline extending from the 
proposed point of delivery near Applicant’s main line eastward to the more 
easterly delivery point to Decatur, and Applicant’s interest in the two exist- 
ing meter station sites. 

Decatur desires the change in delivery point. The purpose of the proposed 
relocation and abandonment is to deliver all natural gas to Decatur from one 
delivery point in lieu of two, and to allow Decatur to use the 6-inch pipeline 
in its distribution system. 

Applicant’s interest in the two meter sites and the 2.2 mile section of pipe- 
line will be sold to Decatur at a price of $37,000. .This price represents the 
original cost of the facilities to be sold less their accrued depreciation plus 
estimated cost of removal of the metering facilities and buildings, less the 
estimated salvage value of the facilities to be removed. The facilities to be 
removed from the meter sites will remain the property of Applicant. 

The total estimated cost of the construction of the proposed facilities for 
the new delivery point is $31,000, which cost will be paid from funds on hand. 

No issue of gas supply is involved in the project. 

Applicant was granted temporary authorization by letter, dated October 7, 
1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 2, 1961, respecting the matters involved in and the issues presented by 
the application as supplemented, herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a decision herein pursuant to Section 1.30 (c) (1) 
of the Commission’s Rules of Practice and Procedure. 
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The Commission finds: 


(1) Applicant, Alabama-Tennessee Natural Gas Company, a Delaware cor- 
poration having its principal place of business in Florence, Alabama, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as-here- 
tofore found by the Commission in its order issued July 2, 1948, in Docket 
No. G-585 (7 FPC 257). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(3) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate there- 
for should be issued as hereinafter ordered and conditioned. 

(4) The facilities to be abandoned, as heretofore described, are subject to 
the jurisdiction of the Commission, and abandonment of such facilities is 
subject to the requirements of Subsection (b) of Section 7 of the Natural 
Gas Act. 

(5) Such abandonment by Applicant, as heretofore described, is permitted 
by the public convenience and necessity, and an order authorizing and ap- 
proving same should be issued as hereinafter ordered. 

(6) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of 
the facilities authorized by this order shall be completed and placed in actual 
operation within 4 months from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record, and not having been denied by the Commission is granted pursuant to 
Section 1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Alabama-Tennessee Natural Gas Com- 
pany to construct and operate the proposed facilities as hereinbefore de- 
scribed, all as more fully described in the application, as supplemented, herein, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 4 months from the 
date on which this order issues. 

(D) Permission for and approval of the abandonment by Applicant of the 
facilities hereinbefore described, all as more fully described in the application, 
as supplemented, in this proceeding, be and the same is hereby granted. 
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(E) Applicant shall advise the Commission of the date of the abandon- 
ment within 10 days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP61-11 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 13, 1961) 


On July 18, 1960, Cities Service Gas Company (Applicant) filed an appli- 
cation, as supplemented on September 6, 1960, and November 3, 1960, in Docket 
No. CP61-11, pursuant to Section 7 (c) of the Natural Gas Act, for a certifi- 
cate of public convenience and necessity seeking authorization to construct and 
operate on its existing 8-inch pipeline in Atchison County, Kansas, a meter 
and regulator setting and related appurtenances to enable Applicant to sell 
and deliver natural gas to the City of Lancaster, Kansas, (Lancaster) for 
resale in and near Lancaster. 

Lancaster, located about two miles south of the proposed meter and regula- 
tor station, will construct and operate a 1.5 mile 2-inch connecting pipeline 
and a distribution system in the town. 

The peak day and annual natural gas requirements of the Lancaster area 
are: 


Mef at 14.73 psia 


Peak day 
Annual 


In ordering paragraph (F) of the order issued December 27, 1960, in Docket 
No. CP60-32, the Commission limited Applicant’s total annual sales of firm and 
interruptible gas to certain specified volumes. The gas to be sold to Lancaster 
will be part of such limited volumes. 

The total cost of Lancaster’s transmission and distribution facilities is esti- 
mated at $40,040 which Lancaster proposes to finance from the proceeds of the 
sale of 20 year municipal gas revenue bonds. 

The cost of Applicant’s proposed facilities is estimated at $2,000, which cost 
is to be paid from treasury cash. 

The proposed sales will be made under Applicant’s applicable filed rate 
schedules. 

It appears that Applicant anticipated reimbursement from Lancaster for 
the cost of the proposed measuring and regulating facilities, but has agreed 
that the question of such reimbursement will not be pressed in this proceeding. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 6, 1961, respecting the matters involved in and the issues presented by 
the application, as supplemented, herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a decision herein pursuant to Section 1.30 (c) (1) 
of the Commission’s Rules of Practice and Procedure. 
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(1) Applicant, Cities Service Gas Company,'a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of December 28, 1943, in Docket No. G-298 
(4 FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities and the pro- 
posed sale of natural gas to Lancaster for resale, by Applicant, are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (c)(4) and (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach to the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the construc- 
tion of the facilities authorized by this order shall be completed and placed 
in actual operation within 12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.80 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued atuhorizing Applicant, Cities Service Gas Company, to construct 
and operate the proposed facilities and to sell and deliver natural gas to the 
City of Lancaster, Kansas, as hereinbefore described, all as more fully de- 
scribed in the application, as supplemented, herein, upon the terms and con- 
ditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 12 months from the 
date on which this order issues. 

(D) Applicant, Cities Service Gas Company, shall not be reimbursed by 
the City of Lancaster for its proposed meter station. 

(E) Issuance of this certificate is not to imply any change in ordering 
paragraph (F)of the Commission's order issued to Applicant on December 27, 
1960, in Docket No. CP60-32. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A, Sweeney. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. CP61-146 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 13, 1961) 


On November 14, 1960, Tennessee Gas Transmission Company (Applicant), 
P. O. Box 2511, Houston 1, Texas, filed an application pursuant to Section 
7 (c) of the Natural Gas Act for a certificate of public convenience and nec- 
essity authorizing Applicant to render a natural gas storage service to Con- 
solidated Edison Company of New York, Inc. (Con Edison), as more fully set 
forth in the application. 

Applicant proposes to render natural gas storage service to Con Edison com- 
mencing with the 1960-61 winter season, pursuant to its Storage Service Rate 
Schedule SS-5 which is on file with the Commission as part of Applicant’s 
FPC Gas Tariff, Eighth Revised Volume No. 1. Under this proposal, Appli- 
cant will deliver to Con Edison a quantity of natural gas up to a daily storage 
quantity of 5,000 Mcf at 15.025 psia during the storage withdrawal period of 
November 1 through the next succeeding April 30. The total deliveries by 
Applicant to Con Edison during the storage withdrawal period will be limited 
to a winter storage quantity of 450,000 Mcf of natural gas at 15.025 psia. The 
gas delivered by Applicant to Con Edison during each storage withdrawal 
period will be made available to Applicant for injection into Applicant’s under- 
ground storage fields by Con Edison prior to the commencement of each with- 
drawal period. This will be accomplished during the months of May through 
October by Con Edison electing to have Applicant inject into Applicant’s un- 
derground storage fields, for the account of Con Edison, a portion of Con 
Edison’s presently authorized contract demand volumes tendered by Applicant 
to Con Edison. 

No additional facilities are required to render the proposed storage service. 

Temporary authorization was granted for the proposed service on December 
23, 1960. 

The initial SS-5 rate level was accepted by the Commission in Docket No. 
G-—10804 pending investigation. The initial rate level, therefore, and the sub- 
sequently filed changes, are issues in Applicant’s rate increase proceedings in 
Docket Nos. G—11980, G—-17166 and G—19983. 

The Manufacturers Light and Heat Company, The Ohio Fuel Gas Company, 
and United Fuel Gas Company filed a joint petition, on November 21, 1960, 
for leave to intervene in this proceeding. The Commission, by order issued 
January 11, 1961, denied the participation of the joint petitioners as inter- 
veners herein. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 2, 1960, respecting the matters involved in and the issues presented by 
the application. The joint petition referred to above having been denied, 
and no other petition to intervene or protest to the granting of the applica- 
tion having been received, staff counsel moved orally at the hearing that the 
intermdeiate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of its Rules of Practice and 
Procedure. 
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The Commission finds: 

(1) Applicant is a “natural-gas company” within the meaning of the Natu- 
ral Gas Act as heretofore found by the Commission. 

(2) The service proposed to be rendered, as described above'and as more 
fully described in the application herein, involves the transportation and sale 
of natural gas in interstate commerce subject to the jurisdiction of the 
Commission and is subject to the requirements of Subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 

(3) The service proposed by Applicant is required by the public convenience 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission there- 
under. 

(5) A request during the public hearing by staff counsel for the omission 
of the intermediate decision procedure was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing Applicant to render natural gas storage service to Con Edison pur- 
suant to Applicant’s F.P.C. Gas Rate Schedule SS-5, as hereinbefore de- 
scribed and as more fully described in the application herein. 

(B) The SS-5 rate to be charged for the service rendered pursuant to this 
grant of authority is subject to the orders that have been, or may be, issued 
in Applicant’s pending rate increase preceedings in Docket No. G—19983. 

(C) The general terms and conditions set forth in paragraphs (b) and (e) 
of Section 157.20 of the Regulations under the Natural Gas Act, including the 
Rules of Practice and Procedure, shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights thereunder. 
The time within which actual service shall commence is fixed at two months 
from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, ET AL., 
DOCKET NO. G-13143 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 13, 1961) 


By order dated September 4, 1958, in the Matters of Transcontinental Gas 
Pipe Line Corporation, et al., Docket No. G-13148, et al., Opinion No. 315, 
20 FPC 264, Transcontinental Gas Pipe Line Corporation (Transco) was 
authorized and directed, inter alia, to transport, sell and deliver up to 1,426 
Mcf of natural gas per day to Pittston Gas Company (Pittston). On Sep- 
tember 1, 1960, as amended and supplemented on November 1, 1960, Pittston 
filed a motion to amend the certificate granted Transco, to provide that 
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Transco be authorized and directed to transport, sell and deliver up to 741 
Mcf per day to Pittston rather than 1,426 Mcef, originally authorized. Such 
reduction is to be contingent, however, upon issuance of an order by the 
Commission. in Docket No. CP61-31, directing and authorizing-Transco to sell, 
transport and deliver 685 Mcf per day to Avis Gas Company (Avis) an affili- 
ate of Pittston, and is to be effective when service to Avis commences. 

In support of such motion, Pittston states that the market in the territory 
which it serves had failed to develop as rapidly as expected when testimony 
and exhibits were presented in Docket No. G—13143, et al., due principally to 
the loss of a major industrial customer. Pittston also showed that with the 
reduced allocation, it would be able to meet its estimated peak day require- 
ments through the year 1963. 

No objection to Pittston’s motion has been filed in these proceedings and 
Transco, in responding to the application in Docket No. CP61-32, as supple- 
mented on November 30, 1960, advised that it would not oppose the order 
sought by the Applicant in those proceedings, provided that the volumes of 
gas there sought could be obtained by the transfer of part of the gas allo- 
cated to Pittston Gas Company in Docket No. G-13143, et al. 

By order being issued in Docket No. CP61-31 the Commission authorized 
and directed Transco to sell up to 685 Mcf of natural gas per day at 14.73 
psia to Avis Gas Company. 


The Commission finds: 


Good cause has been shown for granting Pittston’s motion filed in these 
proceedings on September 1, 1960, as amended November 1, 1960. 


The Commission orders: 


The order in Transcontinental Gas Pipe Line Corporation, Docket No. 
G-13143, et al., accompanying Opinion No. 315, issued September 4, 1958, be 
and it hereby is amended to provide that Transco shall be authorized and 
directed to transport, sell and deliver up to 741 Mcf per day to Pittston, rather 
than 1,426 Mcf per day, such reduction to become effective, however, only if 
and when service of natural gas to Avis Gas Company becomes effective, as 
authorized by us in Docket No. CP61-31. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


JOHN H. WARE, 3d, C. E. MARTIN, RALPH N. EVANS, E. P. FARBER, 
AND CHARLES SIMONS, ORIGINAL INCORPORATORS OF AVIS GAS 
COMPANY, DOCKET NO. CP61-31 


ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE OF 
NATURAL GAS 


(Issued March 13, 1961) 


John H. Ware, 3d, C. E. Martin, Ralph N. Evans, E. P. Farber and Charles 
Simons, original incorporators of Avis Gas Company (Applicants), with prin- 
cipal office at 55 South Third Street, Oxford, Pennsylvania, filed on July 29, 
1960, an application, pursuant to Section 7 (a) of the Natural Gas Act, for 
an order directing Transcontinental Gas Pipe Line Corporation (Transco) to 
establish physical connection of its natural gas transportation facilities with 
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Applicant’s proposed facilities and to sell natural gas ‘to Applicants for local 
distribution to the public in and around Avis, Clinton County, Pennsylvania, 
all as more fully represented in the application which is on file with the 
Commission. 

In such application, as amended on September 1, 1960, and supplemented 
on September 29 and November 1, 1960, Applicants propose to construct and 
operate 27,000 feet of 4-inch transmission pipe line running from a tap on 
Transco’s Leidy Line at a point where the line crosses Legislative Route 41089 
in Clinton County, Pennsylvania to the vicinity of Avis together with appur- 
tenant metering and regulating facilities. 

Applicants propose to sell gas to Jersey Shore Steel Company which has a 
plant located just outside Avis in Clinton County. Applicants also plan to 
construct a distribution system in the community of Avis to serve natural gas 
to commercial and residential consumers in that area. 

The natural gas requirements of the proposed service area are estimated by 
Avis as follows: 


Requirements in Mcf 
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Of the peak-day requirements 420 Mcf is for the use of Jersey Shore Steel 
Company. Estimates of the requirements of domestic consumers have been 
based on a house-to-house survey. 

The estimated total cost of the proposed facilities is $205,500 to be financed 
through the sale for cash of 200 shares of capital stock par value of $100 for 
a total of $20,000 and by advances from Penn Fuel Gas, Inc., which intends 
to purchase all the outstanding capital stock from the incorporators who are 
all officers of Penn Fuel Gas, Inc. A certificate was issued to Avis Gas 
Company by the Pennsylvania Public Utility Commission on October 17, 1960. 

Gas supply adequate to meet the third year requirements of Applicants will 
be made available through the release of 685 Mcf of gas per day now allocated 
to the Pittston Gas Company by the Commission’s opinion and order issued 
in Docket No. G—13143, et al., which, like the Avis Gas Company, is a wholly- 
owned subsidiary of Penn Fuel Gas, Inc. 

Transco, in its response filed September 2, 1960, as supplemented on No- 
vember 30, 1960, advised that it would not oppose the order herein sought by 
Applicants provided the volumes of gas sought by Applicants to take care of 
their third year peak-day requirements, could be obtained by the transfer of 
part of the present allocation of Pittston Gas Company in Docket No. G—13143, 
et al., as set forth above. 

In relation to and in connection with the reduction of the allocation of gas 
to Pittston in Docket No. G~-13148, et al., the aforementioned company on 
September 1, 1960, filed a motion, as amended on November 1, 1960, to amend 
the order issued September 4, 1958, in Docket No. G—13143, et al., to direct 
Transco to sell and deliver up to 741 Mcf of natural gas per day to Pittston, 
in lieu of the 1,426 Mcf per day originally authorized in that proceeding. 
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Pittston further proposes that this reduction in its allocation be contingent 
upon issuance of a Section 7 (a) order in Docket No. CP61-31, directing 
Transco to sell and deliver the volumes so released, to Avis, an affiliate of 
Pittston. The 685 Mcf released to Avis would be adequate to meet the lat- 
ter’s third-year peak-day requirement. Such motion is being granted by order 
issued contemporaneously with this order, in Transcontinental Gas Pipe Line 
Corp., et al., Docket No. G—-13143, et al. 

Due notice of the application was published on January 12, 1961. Such 
notice provided for the filing of protest or petitions to intervene on or before 
January 31, 1961, and further provided that in the absence of any protest or 
petitions to intervene, the Commission might, by order, direct Transco to 
establish physical connection of its transportation facilities with the facilities 
of and sell natural gas to Applicants. No petitions to intervene or protests 
to the granting of the application have been received. 


The Commission finds: 


(1) Transcontinental Gas Pipe Line Corporation, a Delaware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order issued November 18, 1948 in Docket No. G—1143 
(7 FPC, 145). 

(2) Applicants, incorporated as Avis Gas Company, are legally authorized 
to engage in the local distribution of natural gas to the public in the Commu- 
nities and places they propose to serve in the Commonwealth of Pennsylvania. 

(3) It is necessary and desirable in the public interest that Transcontinen- 
tal Gas Pipe Line Corporation be directed to establish physical connection of 
its natural gas transportation facilities with the natural gas facilities proposed 
to be constructed and operated by Avis Gas Company, and to sell and deliver 
a maximum of 685 Mcf of natural gas per day to Avis Gas Company for re- 
sale and distribution in the community of Avis, Pennsylvania, as set forth in 
the application and as hereinafter ordered and conditioned. 

(4) The requirement that Transcontinental Gas Pipe Line Corporation serve 
Applicants, as hereinafter ordered, will not place an undue burden upon it nor 
require it to enlarge its transportation facilities nor impair its ability to ren- 
der adequate service to its customers. 


The Commission orders: 


(A) Transcontinental Gas Pipe Line Corporation be and it is hereby directed 
to establish physical connection of its natural gas transportation facilities with 
the natural gas facilities proposed to be constructed and operated by Avis Gas 
Company, as hereinbefore described and to sell and deliver a maximum vol- 
ume of 685 Mcf of natural gas per day at 14.73 psia to Avis Gas Company 
for resale and distribution in the community of Avis, Clinton County, Penn- 
sylvania and environs, as set forth in the application; Provided, that Avis 
Gas Company shall be prepared to receive natural gas from Transco within 
12 months from the date of issuance of this order. 

(B) Transcontinental Gas Pipe Line Corporation shall report to the Com- 
mission in writing and under oath, the date of commencement of service to 
Avis Gas Company, et al., within 15 days after such service begins. 
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Before. Commissioners: Jerome K. Kuykendall, Chairman: Frederick Stueck 
and Paul A. Sweeney. 


















TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-19983 
ORDER DENYING APPEAL FROM RULING OF EXAMINER 


(Issued March 14, 1961) 





This matter is before us on an appeal taken by counsel for The Manufac- 
turers Light and Heat Company, The Ohio Fuel Gas Company and United 
Fuel Gas Company (Columbia Companies), interveners in these proceedings, 
from a ruling of the Presiding Examiner made on February 17, 1961 (com- 
mencing Tr. 3242) denying counsel the opportunity to question a witness spon- 
sored by the Pennsylvania Public Utility Commission, another intervener in 
this proceeding. 

The Presiding Examiner in denying Columbia Counsel permission to inter- 
rogate stated his position (Tr. 3242) “I am going to take the position, Mr. 
Smith, that where a witness is presented by one of the interveners and a 
second intervener taking the same general position desires to interrogate, I will 
not regard it as cross examination. So that I will not permit interrogation.” 

There may be circumstances under which mutual interrogation among inter- 
veners with a common interest may serve to illuminate the record. However, 
this is a matter of procedure within the discretion of the Presiding Examiner 
and we do not find that such discretion was arbitrarily exercised in this 
instance. 





























The Commission finds: 


le In the interest of orderly procedure and to avoid delaying the proceedings 
unnecessarily and improperly, the appeal of the Columbia Companies should 
be denied. 


The Commission orders: 


The appeal of the Columbia Companies from the ruling of the Examiner 
is hereby denied. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-19 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 16, 1961) 





E] Paso Natural Gas Company (Applicant), a Delaware corporation with a 
principal place of business at El Paso, Texas, filed an application on July 25, 
1960 in Docket No. CP61-19, as supplemented on October 17, 1960 pursuant 
to Section 7 of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the Applicant to construct and operate natural gas facili- 
ties and to sell natural gas to Rio Grande Gas Company (Rio Grande), for 
resale subject to the jurisdiction of the Commission, all as more fully set forth 
in the application and supplement. 

Applicant states it proposes to sell natural gas to Rio Grande Gas Company 
on a firm as well as an interruptible basis, for resale and general distribution 
near Tas Cruces, Dona Ana County, New Mexico and also to construct and 
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operate a sales meter station and its related. appurtenances at approximately 
Mile Post 227 on El Paso’s 26-inch and 30-inch main California transmission 
system to render the proposed service. Rio Grande is to’ be a new customer 
of El Paso. 

The area to be served is primarily agricultural and the gas will be used 
primarily in irrigation operations. 

The application recites that the proposed peak day service of 5,079 Mcf of 
natural gas by El Paso to Rio Grande is based on a 15 year service agreement 
dated July 18, 1960. Rio Grande proposes to construct and operate its own 
transmission system of about 50 miles of 8-inch, 6-inch, 2%-inch, 14-inch and 
%-inch of high pressure main line plus distribution facilities and related 
appurtenances which will extend from the connection with El Paso to Radium 
Springs, New Mexico. Rio Grande further proposes to distribute the gas in 
the Rio Grande Valley area extending approximately 12 miles north and 14 
miles south of the City of Las Cruces, New Mexico, but not the City of Las 
Cruces itself. 

Rio Grande’s estimated maximum day and annual requirements for the first 
three years in Mcf at 14.73 psia are as follows: 


Maximum day 



























The bulk of the required volumes (annual and maximum day) is to be used 
for pumping wells for irrigation. The remainder is for residential and com- 
mercial uses. 

Applicant proposes to construct and operate a double 4-inch sales meter 
station on its 26-inch and 30-inch California transmission system about two 
miles north of the Town of Chamberino to serve Rio Grande. The cost of the 
proposed meter station and its appurtenances is estimated at $6,400, which 
Applicant proposes to finance out of its current working funds. 

No question of gas supply is involved herein. 

Temporary authority was issued to El Paso on November 14, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
March 10, 1961, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30 (c) (1) of its Rules of Practice 
and Procedure. 





The Commission finds: 

(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be constructed and operated by applicant will be used 
for the transportation and sale for resale of natural gas in interstate com- 
merce and the construction and operation thereof are subject to the require- 
ments of Subsections (c) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities by Applicant as 
herein described, and as more fully described in Docket No. CP61-19 as sup- 
plemented are required by the public convenience and necessity and a certifi- 
eate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
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the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant in 
Docket No. CP61-19 and to the exercise of the rights granted thereunder, and 
that the time within which construction of facilities authorized by this order 
shall be completed and in actual operation should be fixed at one year from 
the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30 (c) of the Commission's 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 1.30 
(ec) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to construct and operate natural gas facilities and to sell and 
deliver natural gas to Rio Grande as described herein and as more fully 
described in the application in Docket No. CP61-19. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s General Rules and 
Regulations, including Rules of Practice and Procedure, shall attach to the 
issuance of the certificate granted in paragraph (A) hereof, and to the exer- 
cise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 


structed and placed in actual operation as provided by paragraph (b) of said 


Section 157.20 of the Commission’s Rules is hereby fixed at one year from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. CP61-6 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY AND PERMITTING SERVICE AGREEMENT TO BECOME EFFECTIVE 


(Issued March 16, 1961) 


Texas Gas Transmission Corporation (Applicant), on February 13, 1961, filed 
a petition to amend the certificate of public convenience and necessity hereto- 
fore issued on October 27, 1960, in Docket No. CP61-6, 24 FPC 907, as herein- 
after described, all as more fully described in the petition which is on file 
with the Commission. 

Applicant requests that the certificate heretofore issued be amended to in- 
clude in the authorization granted therein the operation of an additional 
delivery point for the City of Brownsville, Tennessee, an existing customer 
of Applicant, serving the Brownsville area. Applicant states that it inad- 
vertently neglected to include a request for this authorization in its original 
application. 

The petition states that the additional delivery point is required to enable 
the City of Brownsville to serve at retail the unincorporated community of 
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Belle Eagle, Tennessee, which is located near Brownsville. Belle Hagle is a 
rural community consisting of approximately 11 customers. 

On October 31, 1960, Applicant filed a superseding service agreement increas- 
ing its maximum daily obligation to the City of Brownsville from 2,465 to 
2,570 Mcf per day and adding the new delivery point near Belle Eagle. The 
additional volumes were certificated by the Commission’s order issued October 
27, 1960, in Docket No. CP61-6. 


The Commission finds: 

(1) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act and the public convenience and necessity require that the 
certificate of public convenience and necessity heretofore issued in Docket 
No. CP61-6 should be amended as hereinafter ordered. 

(2) Applicant’s superseding service agreement, filed on October 31, 1960, 
increasing its maximum daily obligation to the City of Brownsville, Tennessee, 
from 2,465 to 2,570 Mcf per day and adding the additioanl delivery point, 
should be permitted to become effective concurrently with the issuance of 
this order. 


The Commission orders: 

(A) The certificate of public convenience and necessity heretofore issued 
on October 27, 1960, in Docket No. CP61-6, is amended to include authoriza- 
tion to operate an additional delivery point for the City of Brownsville, Ten- 
nessee, as hereinbefore described, all as more fully described in the petition 
filed herein. 

(B) In all other respects said certificate shall remain unchanged and in full 
force and effect. 

(C) The superseding service agreement dated September 27, 1960, filed by 
Applicant on October 31, 1960, increasing its maximum daily obligation to the 
City of Brownsville, Tennessee, from 2,465 to 2,570 Mecf per day and adding 


the additional delivery point, is permitted to become effective concurrently 
with the issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


MEREDITH AND COMPANY (OPERATOR), ET AL., DOCKET NO. G—13706 
ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDING 
(Issued March 17, 1961) 


On October 11, 1957, Meredith and Company (Operator), et al. (Meredith) 
tendered for filing Supplement No. 3 to Meredith’s FPC Gas Rate Schedule 
No. 3 containing a proposed increased rate of 14.4¢ per Mcfi for the jurisdic- 
tional sale of gas to Texas Eastern Transmission Corporation (Texas Eastern) 
from Aldine Field, Harrig County, Texas (R. R. District No. 3). By order 
issued November 13, 1957, in the proceeding in Docket No. G—13706, the Com- 
mission suspended said supplement until April 14, 1958, and until such further 
time as it is made effective in the manner prescribed by the Natural Gas Act. 
Meredith has not moved to make the rate effective subject to refund. 

On February 15, 1961, Meredith tendered for filing Supplement No. 4 to its 
FPC Gas Rate Schedule No, 3, proposing an increased rate of 15.0¢ per Mcf, 


1 Subject to a purchaser’s charge of 0.5¢ per Mcf for amortization of facilities. 
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and concurrently submitted an Offer of Settlement pursuant to Section 1.18 (e) 
of the Commission’s Rules of Practice and Procedure. 

In its Offer of Settlement Meredith requests approval of the proposed 15.0¢ 
rate and termination of the proceeding in Docket No. G-13706. In considera- 
tion therefor, Meredith will execute and file with the Commission an agree- 
ment with Texas Eastern eliminating the favored-nation clause from the sub- 
ject contract? and providing for a 15.0¢ rate for the duration of the contract. 

Texas Eastern concurs in the Offer of Settlement and states it will agree 
to the contract amendments if the Commission accepts the offer. No one has 
intervened in this proceeding or expressed opposition to the Offer of Settlement. 

The proposed settlement is in conformity with the Commission’s Statement 
of General Policy No. 61-1, as amended, and accordingly, may be approved 
and made effective as hereinafter provided. 


The Commission finds: 

(1) The proposed settlement of this rate proceeding on the basis described 
above as more fully set forth in the Offer of Settlement filed by Meredith 
with the Commission on February 15, 1961, is in the public interest and appro- 
priate to carry out the provisions of the Natural Gas Act and should be 
approved by the Commission and made effective as hereinafter ordered. 

(2) The rate suspension proceeding herein should be terminated. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Meredith on 
February 15, 1961, is hereby approved in accordance with the provisions of 
this order. 

(B) Meredith shall execute with Texas Eastern, and shall file within 30 
days from the date of issuance of this order, an amendment to its Gas Pur- 
chase Contract with Texas Eastern on file with the Commission as Meredith's 
FPC Gas Rate Schedule No. 3, which filing shall conform to Meredith Offer 
of Settlement in all respects. (See Appendix attached hereto.) * 

(C) Upon compliance by Meredith with the terms and conditions of this 
order, Supplement No. 4 to Meredith’s FPC Gas Rate Schedule No. 3, providing 
for the rate of 15.0¢ per Mcf specified in the Offer of Settlement, shall become 
effective as of March 18, 1961, and the proceeding in Docket No. G—13706 shall 
be terminated. 

(D) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted by or against Meredith. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NOS. G-18313, 
G-18314, G-18315; MICHIGAN WISCONSIN PIPE LINE COMPANY, 
DOCKET NO. G-18316 


ORDER GRANTING MOTION TO AMEND ORDER ACCOMPANYING OPINION No. 331 
AND REOPENING RECORD FOR LIMITED PURPOSE 


(Issued March 17, 1961) 


On October 26, 1960, as supplemented February 1, 1961, the City of Warren, 
Minnesota (Warren), filed a motion requesting that the certificate issued 


2 The contract contains no price retermination clauses. 
* Omitted in printing. 
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October 31, 1959, to Midwestern Gas Transmission Company (Midwestern) in 
the above-entitled proceeding by the order accompanying Opinion No. 331, 
22 FPC 775, be amended so as to provide that Midwestern should deliver gas 
to Warren for resale in the municipal distribution system which Warren pro- 
poses to construct, instead of providing, as the original order had done, that 
Midwestern should deliver gas to United Petroleum Gas Company (United) 
for resale in the distribution system which that company proposed to construct 
in Warren. United does not oppose Warren’s request for an amendment which 
would have the effect of transferring the allocation of gas for serving Warren 
from United to Warren for distribution in a principally-owned system. 

Opinion No. 331 authorized Midwestern to import natural gas from Canada 
and to construct and operate a natural-gas transmission pipeline system from 
a point on the United States-Canadian border near Emerson, Manitoba, to 
Marshfield, Wisconsin. Paragraph (B) of the order accompanying Opinion 
No. 331 granted Midwestern certificate authority to sell, among other volumes, 
a third-year contracted-demand quantity of 1,847 Mcf to United for initiating 
natural-gas service in the communities of Detroit Lakes, Dilworth and Warren, 
Minnesota. On August 19, 1960, the Commission issued an order granting 
Northern States Power Company’s motion to amend the order accompanying 
Opinion No. 331 so as to authorize Northern States to serve Dilworth in lieu 
of United, and reducing United’s total allocation to 1,517 Mcf. Thereafter, in 
response to a motion filed by United, the Commission issued a second amenda- 
tory order on September 2, 1960, authorizing United to serve the community 
of Ada, Minnesota, and increasing United’s total allocation of gas to 2,117 Mef. 

In Exhibit L, submitted with Warren’s motion, Midwestern states that 
United has contracted to purchase a third-year maximum daily volume of 
2,043 Mcf to supply the total requirements of its remaining two communities, 
Detroit Lakes and Ada. Paragraph (B) (i) of the aforesaid amendatory order 
issued September 2, 1960, indicated that Midwestern had an unallocated maxi- 
mum daily capacity of 3,182 Mcf on its northern system. Therefore, United 
may retain its contracted-demand volume of 2,043 Mcf because Midwestern 
has considerably more unallocated capacity than the volume needed by Warren 
to supply its estimated third-year maximum daily requirements of 818 Mcf. 

Although United had estimated the maximum daily requirements of Warren 
for the third year of operation to be 496 Mcf, Warren’s engineers submitted 
testimony and exhibits under oath showing that the third-year maximum daily 
requirements would total 818 Mcf. Warren’s witnesses explained that their 
estimates as to volumes of gas were larger than United’s estimates because 
their proposed municipal system will be larger and will therefore offer gas 
service to a larger number of potential customers than the system proposed 
by United. The witnesses also claimed that the municipal system will offer 
lower rates than those proposed by United, and they pointed out that the 
municipal system will pay for the conversion of liquefied petroleum gas (LPG) 
appliances to the use of natural gas. Additionally, they say that their esti- 
mates are based upon actual house-to-house surveys and are supported by 
letters of commitment from prospective large firm and interruptible commercial 
customers. They also presented tabulations showing that the consumption 
factors they used were reasonable when compared with consumption figures 
and other data from such communities as Minneapolis, St. Paul and Thief 
River Falls, Minnesota. 

In support of Warren’s motion to amend the order accompanying Opinion 
No. 331, Midwestern filed a statement on November 9, 1960, referring to a 
precedent agreement dated October 11, 1960, which Midwestern had signed 
with Warren providing for the purchase by the latter of contracted-demand 
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volumes amounting to 358 Mcf, 647 Mcf and 818 Mcf for the first, second and 
third years of service, respectively. This precedent agreement was submitted 
with Warren’s motion as Exhibit B and provides for the purchase of gas from 
Midwestern under the latter’s Rate Schedule SR-2. Warren’s engineers 
assumed that gas would be purchased from Midwestern under the latter’s 
Rate Schedule CD-21 If the engineers’ estimates given in Warren’s Exhibit D 
prove to be reasonably correct, Warren’s distribution system should be eco- 
nomically feasible if gas is purchased under either Rate Schedule SR-2 or 
Rate Schedule CD-2. 

The total estimated cost of Warren’s distribution system is $300,000 of which 
almost $19,000 is proposed to be used for the construction of a 1.5-mile, 3-inch 
lateral to transport gas from Midwestern’s main line to Warren’s city gate, 
and about $173,000 would be expended for the construction of the distribution 
system. The remaining amount of approximately $100,000 is proposed to be 
used for payment of engineering fees, reserving escrowed interest, providing 
working capital, purchasing tools, meeting contingencies and converting LPG 
appliances to use of natural gas. 

Warren submitted as Exhibit I evidence showing that the investment bank- 
ing firm of Juran & Moody, Inc., St. Paul, Minnesota, is prepared to purchase 
Warren’s issuance of $300,000 in thirty-year municipal natural-gas revenue 
bonds at an interest rate not in excess of 5.25 percent. 


The Commission finds: 


i (1) In the absence of the filing of any objection, answer or protest to 
y Warren’s motion, other than Midwestern’s statement filed in support of the 
c motion, it is necessary and appropriate in carrying out the provisions of the 
P Natural Gas Act that Warren’s motion, filed October 26, 1960, as supplemented 
February 1, 1961, be granted and that the Commission’s order accompanying 
Opinion No. 331, issued October 31, 1959, be amended, as hereinafter provided, 
so as to authorize Midwestern to deliver gas to Warren for resale in its pro- 
posed distribution system. 

(2) Since the data submitted by Warren in support of its proposal for 
initiating natural-gas service in Warren reveal differences, in such matters as 
distribution system design, estimated gas requirements, contemplated rate of 

return and proposed financng, as compared with United’s proposal, now in the 
' record in Docket No. G-—18313, et al., for initiating natural-gas service in 
’ 


¥ 


Warren, it is appropriate in the public interest to reopen the record in Docket 
No. G—18313, et al., for the limited purpose of making Warren’s motion and 
supplement, together with all exhibits appended thereto, as hereinbefore de- 
scribed, a part of the record in this proceeding. 

(8) Warren’s motion and supplement, referred to in paragraph (2), supra, 
were submitted under oath and should be incorporated into the record by 
reference to the official files of the Commission and designated as Item D by 
reference. 

(4) Since United no longer desires to purchase gas from Midwestern for 
resale in Warren and has contracted with Midwestern for a third-year con- 


1 The rates to be charged by Midwestern are currently the subject of reviewed by the 
United States Court of Appeals for the Fifth Circuit because of Midwestern’s filing of a 
petition for review (No. 18606) in that court on October 7, 1960, whereby Midwestern is 
contesting the Commission’s allowance of a 6%-percent rate of return in lieu of the 
7-percent rate of return proposed by Midwestern in Docket No. G—18313, et al. Pending 
Court reviews, Midwestern’s SR-2 rate is a unit charge of 63 cents per Mef, and Mid- 
western’s CD-2 rate is a demand charge of $4.55 and a commodity charge of 25.2 cents 
per Mcf. 
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tracted-demand volume of 2,043 Mcf for resale in Detroit Lakes and Ada, only 
74 Mcf of United’s previously-allocated volume of 2,117 Mcf will be available 
for supplying the contracted-demand quantity of 818 Mcf desired by Warren 
for its third-year of operation; nevertheless, Midwestern can supply Warren's 
total requested third-year allocation of 818 Mcf by relying upon its presently- 


unallocated capacity of 3,182 Mcf to supply the additional volume needed 
amounting to 744 Mcf. 


The Commission orders: 


(A) Paragraph (B) of the Commission’s order accompanying Opinion No. 
$31, issued October 31, 1959, 22 FPC 775, 801, is hereby amended so as to 
authorize Midwestern to sell and deliver a third-year maximum daily con- 
tracted-demand quantity of 818 Mcf to Warren for resale by that City in its 
proposed distribution system. 

(B) Consistent with the provision in paragraph (A) of this order, the fol- 
lowing changes in Opinion No. 331 and the order accompanying that Opinion 
are necessary : 

(i) Midwestern’s authorization in paragraph (B), 22 FPC 801, to deliver 
a third-year volume of 2,117 Mcf to United, pursuant to the amendatory order 
issued in this proceeding on September 2, 1960, is hereby reduced to 2,043 Mcf, 
and the resulting excess volume of 74 Mcf, not now needed by United, will be 
used, along with the deduction of 744 Mcf from Midwestern’s presently-avail- 
able unallocated capacity of 3,182 Mcf, to satisfy Warren’s estimated third- 
year maximum daily requirements of 818 Mcf. 

(ii) The aforementioned 3,182 Mcf of unallocated capacity, referred to in 
the body of Opinion No. 331 (22 FPC 775) in the second line from the top 
of page 783, is hereby reduced by 744 Mcf to a total unallocated volume of 
2,438 Mcf. 

(iii) The “Total Contract Demand” of 198,218 Mcf, now appearing in para- 
graph (B), 22 FPC 801, pursuant to the aforesaid amendment of September 2, 
1960, is hereby increased by 744 Mcf to a “Total Contract Demand” of 
198,962 Mcf. 

(iv) The tabulation of third-year sales volumes appearing in the body of 
Opinion No. 331, 22 FPC 775 at page 783, is hereby changed to reflect: 
(1) a third-year volume of gas for United Petroleum Gas Co. of 2,043 Mcf, 
(2) deletion of “Warren” from the communities listed in parentheses after 
“United Petroleum Gas Co.,” (3) insertion of: “Warren, Minnesota (city of)” 
under column headed “Customer,” “SR-2” under the column headed ‘Rate 
schedule” and “818” under the column headed “3-year contract demand (Mcf),” 
and (4) increase of 744 Mcf in the “Total contract demand,” shown at the 
bottom of the tabulation, to 198,962 Mcf. 

(C) The record in the consolidated proceeding in Docket No. G—18313, et al., 
is hereby reopened for the limited purpose of incorporating therein, as Item D 
by reference to the official files of the Commission, the motion and supplement, 
filed by Warren on October 26, 1960 and February 1, 1961, respectively, to- 
gether with all exhibits and data appended to both the motion and supplement. 

(D) The time within which Warren must be ready to commence accepting 
delivery of gas from Midwestern is hereby ‘fixed at 12 months from the date 
of issuance of this order. 

(E) All other provisions of Opinion No. 331 and the order accompanying 
that Opinion, issued October 31, 1959, as amended, shall remain unchanged. 
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NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-1 


ORDER AFFIRMING AND MODIFYING EXAMINER’S DECISION 
(Issued March 17, 1961)* 
Syllabus 





1. Northern’s certificate conditioned to provide that commodity rate shall not 
be less than initial proposed rate of 26.47¢ per Mcf pending further action of 
Commission. P. 540, 541. 

2. To deny authority sought herein merely upon grounds that there might be 
a possible rate increase would be to base action on pure speculation. 
P. 545. 

8. Request by coal interests that certificate be restricted, by condition, to instal- 
lation of pipe not to exceed 12’’, rejected, since while Commission must 
utilize its authority to guard against improvident or extravagant instal- 
lation of facilities which will not be used for long time in future, if ever, 
it is also under obligation to give consideration in proper cases to economic 
projects and to reasonable expectation of future needs. P. 546. 

4. Participation by City Attorney in support of request for natural gas service, 
overcomes deficiency which might be charged were only professional 
engineering and financial witnesses who are not residents of or connected 
with City toappear. P. 547. 

5. Commission issues certificate of public convenience and necessity under 
Section 7 of Natural Gas Act to Northern Natural. P. 547. 

Lawrence I. Shaw, F. Vinson Roach, Daniel O’Brien, Justin R. Wolf, and 
Charles A. Case, Jr., for Northern Natural Gas Company. 

John A. McGrath, Jerome J. McGrath and Robert E. Lee Hall for National 
Coal Association and Fuels Research Council, Inc. 

John A. McGrath, Jerome J. McGrath, and Welly K. Hopkins for United 
Mine Workers of America. 

Philip H. Porter for Iron Ranges Natural Gas Company. 

M. Albert Henry for City of Two Harbors, Minnesota. 

Richard C. Steffey for the Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

On February 21, 1961, the examiner issued his intermediate decision in the 
aboye-entitled proceeding. No exceptions to the examiner’s decision having 
been filed by staff or any of the parties to the proceeding within the time fixed 
by Section 1.31 of the Commission’s Rules of Practice and Procedure, the exami- 
ner’s decision is now before us for review. 

In this proceeding Northern Natural Gas Company (Northern) seeks a cer- 
tificate of public convenience and necessity authorizing it to construct and 
operate facilities and to initiate deliveries of gas to the Reserve Mining Com- 
pany (Reserve), Iron Ranges Natural Gas Company (Iron Ranges), and the 
City of Two Harbors, Minnesota, all as more fully explained in the examiner's 
decision which we affirm herein with certain modifications which we deem 
necessary for clarity. 

All of the sales which Northern proposed to initiate in this proceeding are 
to be made in Zone C. Since much of the contemplated revenues in Zone C 
will be recovered from proposed interruptible sales and since such revenues 
are therefore dependent upon the continuance of a relatively high commodity 
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* Initial decision appears on p. 542. 
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charge, we shall condition Northern’s certificate herein to provide that the 
commodity rate shall not be less than the initial proposed rate of 26.47 cents 
per Mcf pending further order of the Commission. Similarly, in order to 
make our action here consistent with that taken in Opinion No. 324, where 
Iron Ranges had proposed service to Reserve, Two Harbors and Silver Bay, 
we shall impose the same rate condition for the jurisdictional sales in Docket 
No. CP61-1 that was imposed for sales in Zone C by the order accompanying 
Opinion No. 324. 

On page 544 of the examiner’s decision, three typographical errors have been 
noted. On line 33, page 544, the commodity charge for Zone B should be 
changed from “25.097” cents to “25.97” cents. Also on page 544, lines 37 and 41, 
the commodity charge of “26.46” cents, given for Zone C, should in each case 
be changed to “26.47” cents. 


The Commission finds: 


The examiner’s decision issued herein on February 21, 1961, should be 
affirmed with the modifications referred to above, as hereinafter ordered and 
conditioned. 


The Commission orders: 


(A) The examiner’s decision issued February 21, 1961, in Docket No. CP61-1 
is hereby adopted as the Commission’s final decision herein together with the 
following conditions and provisions which shall be substituted in their entirety 
for ordering paragraphs (A) through (C) appearing on page 9 of the exami- 
ner’s decision. 

(B) A certificate of public convenience and necessity is hereby issued to 
Northern authorizing it to construct and operate the facilities proposed herein 
for the transportation and sale of natural gas in interstate commerce for 
resale, and to make the sales proposed herein, all as more fully described above 
and in Northern’s application as amended to conform to the proof adduced at 
the hearing, upon the terms and conditions of this order. 

(C) In the specific volumes set forth in the appendix attached to the exami- 
ner’s decision, Northern is granted certificate authority to transport gas for 
making direct sales to Reserve Mining Company, to sell gas on an interruptible 
basis to Iron Ranges Natural Gas Company for resale to Reserve, and to sell 
gas on a firm basis to Iron Ranges for resale in Silver Bay, Minnesota, and 
to the City of Two Harbors, Minnesota, for resale by that City in its proposed 
municipal distribution system. 

(D) The jurisdictional Zone C sales herein authorized are subject to the 
same rate condition for sales in Zone C as that contained in paragraph (D) 
(vi) of the Commission’s order accompanying Opinion No. 324 issued July 31, 
1959, in Northern Natural Gas Company, et al., Docket No. G—1785, et al., 
22 FPC 164, 179-180. The commodity rates to be applicable in Zone C shall 
be not less than 26.47 cents per Mcf pending further orders of the Commission 
to modify or change such rates. 

(E) The general terms and conditions set forth in paragraphs (a), (b), (c), 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph 
(A) above. 

(F) The time within which the facilities herein authorized shall be con- 
structed and placed in actual operation, as provided by paragraph (b) of 
Section 157.20 of the aforesaid Regulations, is hereby fixed at 12 months from 
the date on which this order is issued. 

(G) This authorization shall be effective only so long as Northern complies 
with the conditions of this order and continues the operations hereby author- 
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ized in accordance with the Natural Gas Act and all pertinent rules, regula- 
tions, or orders heretofore or hereafter issued by the Commission. 


DECISION 
ON APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued February 21, 1961) 


CosTELLo, Presiding Examiner: This proceeding arises from an application by 
Northern Natural Gas Company (Northern) for a certificate of public con- 
venience and necessity which would authorize the construction and operation 
of certain facilities for the service of natural gas to an industrial company 
in northern Minnesota and to two small communities in the same general 
vicinity. The essential facts of the proposal, which are not controverted, are 
set forth on a “fact sheet” which is included herein as an appendix, and which 
is intended as an integral part of this intermediate decision.1 

Generally speaking, the proposition as advanced by Northern, the two com- 
munities, and by Reserve Mining Company (Reserve) would involve the exten- 
sion of Northern’s existing system to Silver Bay, Minnesota, and would pre 
vide natural gas for use by Reserve in its taconite operation. The bulk of 
the gas to be transported via the new facilities to run north of Duluth, Minne- 
sota, would be utilized by that industrial firm for the pelletizing of iron 
extracted from low-grade iron ore and for boiler fuel. 

As mentioned above, two small communities would also receive gas from 
Northern’s supply if the proposal advanced herein is approved. One of these 
communities, namely, Two Harbors, Minnesota, would utilize gas furnished to 
it through a municipally-owned distribution system. The other community, 
i.e., Silver Bay, Minnesota, would be served by Iron Ranges Natural Gas 
Company (Iron Ranges) a distributor selling natural gas at retail in a num- 
ber of other Minnesota cities and villages. 

This proceeding is an outgrowth of a prior proceeding before the Commis- 
sion in Docket No. G—17626 in which the Commission on July 6, 1959, author- 
ized Northern to render approximately the same service to Reserve and to 
the two communities which are proposed for service in this proceeding.? Iron 
Ranges was issued a certificate containing a condition that it obtain from 
Reserve a ten-year contract for the sale of gas which would be free of 
“escape” clauses. Iron Ranges was unable to fulfill the condition attached to 
its certificate. Northern, therefore, negotiated with Reserve directly and the 
arrangement reflected in the application herein is the result of such negotia- 
tion. Northern has undertaken to supply Reserve directly with firm quantities 
of gas, pursuant to a contract which does not have the objectionable escape 
clauses which gave rise to the conditions which Iron Ranges was unable to 
fulfill. 

One of the aspects of the application which deserves mention and which 
differs to some extent from the previous proposal before the Commission is an 
arrangement between Iron Ranges and Northern whereby Northern would 
sell, on an interruptible basis, up to 3,026 Mmcf of overrun gas annually to 
Iron Ranges for resale to Reserve. 


1 The public hearing on this matter began on December 6, 1960, and was concluded 
on December 14, and after four hearing days. Briefs were filed by all parties and the 
Staff, with the exception of the City of Two Harbors, 

2See 22 FPC 164 et seg. 
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The Issues 


In every certificate proceeding, certain requisites must be met by the appli- 
eant in order to achieve full compliance with the Commission’s Rules and 
Regulations, and the standards established under the Natural Gas Act for the 
issuance of such certificate. These standards relate, in general, to the require- 
ment that new service be consistent with the public interest and “required by 
the public convenience and necessity.” The customary examination given by 
the Staff of the Commission in the examination and analysis of certificate 
applications covers a wide range of considerations, including economic feasi- 
bility, engineering feasibility, and ability to procure adequate financing, as 
well as the condition of the market for the natural gas and the sufficiency of 
supply to serve such proposed market. Troublesome questions may arise in- 
volving any one or a number of these considerations. However, in the 
majority of situations, especially where applications are filed by mature and 
experienced companies, questions may develop with respect only to a very few 
aspects of the proposal. 

Such is the case herein where Northern is one of the leading suppliers of 
natural gas in the United States with extensive facilities and an experienced 
staff of engineers, economists, and accountants. Our inquiry then, in view of 
the long experience in dealing with this company, and the prior proceedings 
involving this matter, can be limited to critical points either raised by the 
Staff of the Commission or by interveners who have raised questions. Espe- 
cially is this so in view of Opinion No. 824, wherein the expansion plans, of 
which this is but a small part, were given careful scrutiny. 

So far as the Staff is concerned, this application has met all of the usual 
requirements, and the Staff recommends that a certificate of public convenience 
and necessity be issued to Northern in the usual form which would authorize 
construction and operation of facilities as applied for, and would authorize 
the sale of the volumes of gas proposed for sale by Northern. Witnesses for 
Northern as well as for Iron Ranges and Reserve were thoroughly cross- 
examined by counsel for the Staff and for the interveners, Fuels Research 
Council, Incorporated, National Coal Association, and the United Mine Workers 
of America (referred to herein as “the coal interests”). 

In general, the coal interests have found three aspects of Northern’s pro- 
posal which they allege have not been adequately developed on the record in 
this matter, and which they urge be appropriately reflected in any certificate 
the Commission may issue herein. The first aspect, but not the most important 
from the standpoint of the coal interests, stems from the alleged marginal 
nature of the contract between Iron Ranges and Reserve, which contains no 
flexibility in the event Northern’s rates in this zone are increased within the 
three-year contract period. 

Next, in the group of contentions by the coal interests is their allegation 
that it is unnecessary in this case for Northern to construct a line 16 inches 
in diameter from Duluth to Silver Bay to provide the service proposed herein. 
It is argued by the coal interests that the 16-inch line is not economically 
justified and that Northern ‘should be restricted in its authorization to con- 
struction of a 12-inch line which would be adequate for the firm requirements 
of Reserve and the communities in question for the foreseeable future. This 
contention will be discussed at greater length. 

The third point advanced by the coal interests is a deficiency in the record 
brought about by the failure of the City of Two Harbors to show by wit- 
nesses representing the citizens of that community that they are serious in 
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their desire for natural gas, and are willing to assume responsibility for the 
undertaking. The coal interests contend that the failure of the community 
to present a city official to testify in the public hearing demonstrates a lassi- 
tude with respect to the matter by the citizens at large of this community, 
and that the Commission would not be justified in authorizing any service 
which would entail considerable capital investment until it has been con- 
vinced of the genuine interest of the community. 

While some of the general matters relating to the application will be men- 
tioned in passing, primary attention will be given to the three points outlined 
above. There has been no question raised as to the ability of Northern Natural 
to proceed at once with this construction and these sales pursuant to its 
application. As mentioned heretofore, the Commission has already certificated 
these mainline additions subject only to the working out of certain relatively 
minor details with respect to the manner in which the supply of gas will be 
marketed by the various participants in the proposal. 


Discussion of the Issues 


As indicated heretofore, while full consideration has been given by the Staff 
and by the parties to all of the essential elements necessary to the proper 
issuance of a certificate of public convenience and necessity for purposes of 
decision, greatest attention must be given to those points which have been 
urged as being questionable by the participants in this matter. 

As we have seen, Reserve expects to purchase gas on a firm basis from 
Northern for the pelletizing operation. This sale will be a direct sale by 
Northern to Reserve of 12,000 Mcf of firm gas per day and involves a contract 
for ten years, which is not subject to cancellation even though there may be 
fluctuations in the price of competitive fuel. Northern will receive, through 
its Peoples Gas Division, an initial price consisting of a demand charge of 
$4.26 and a commodity charge of 29 cents per Mcf. While these rates will 
never be lower, the price of gas under the contract between Northern and 
Reserve is subject to escalation in the event the Commission approves demand 
and commodity charges for Zone B which result in a 100 percent load factor 
price greater than 38.92 cents per Mcf computed at the present Zone B demand 
and commodity charges which are $3.94 and 25.97 cents, respectively. 

The other aspect of the sale of gas to Reserve relates to the purchase of 
gas on an interruptible basis which will be sold by Northern to Iron Ranges 
then resold to Reserve at a price of 28.15 cents per Mcf. Reserve will use this 
gas in its electric generation plant. Iron Ranges will pay Northern 26.47 
cents per Mcf for the interruptible gas it sells to Reserve for 28.15 cents per 
Mcf. Under the Iron Ranges’ contract with Reserve, the seller is obligated to 
sell gas to Reserve for three years at the 28.15 cents per Mcf rate, even if the 
commodity charge in Zone C should be increased to something more than the 
26.47 cents per Mcf which Iron Ranges must pay to Northern. 

It is the alleged marginal nature of this transaction which has attracted 
the attention of the coal interests. This group of interveners contends that 
Iron Ranges is jeopardizing its future financial position by this transaction 
inasmuch as Northern’s commodity price may be increased, and Iron Ranges 
therefore may be put into the position of being obligated to supply Reserve 
with gas at a loss which will continue until the contract expires. This mat- 
ter has received the attention of Iron Ranges and the representative of that 
company stated that his company was willing to assume the risk of suffering 
a deficit should the Northern Zone C commodity charge rise above the present 
level. Unless the rate is changed, as indicated, Iron Ranges expects to make a 
net profit of approximately $10,000 per year from the sale of this gas to 
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Reserve. It appears that Iron Ranges will have no duties or responsibilities 
with respect to this matter since Northern’s facilities for delivery of gas to 
Reserve will be utilized for the interruptible gas sales. It will be, therefore, 
a bookkeeping transaction so far as Iron Ranges is concerned. 

In disposing of this question of the possibility of financial difficulty for Iron 
Ranges because of the possibility of rate change, it may only be observed that 
there can be no reliance at this time upon the prospect that the rate will either 
be changed or that it will not be changed. Thus, to deny the authority sought 
herein merely upon the grounds that there might be a possible rate increase 
would be to base action on pure speculation. As Iron Ranges has observed, 
any effect upon the Zone C rate by the Commission will be taken only after a 
full analysis has been made of the economic effects of such change, and also 
afer the question of what rate tilt, if any, would be appropriate and in the 
public interest. 

Coming to the second question posed by the coal interests as being one 
which deserves the attention of the Commission, that is, whether the pipe 
line is proposed to be built to a larger size than the economic picture will 
warrant; here again, the question of whether one size of pipe or another 
should be installed to provide a service, and whether the prospects of the 
future will justify some over-building because of the reasonable expectation 
that additional capacity will be required, is one of the questions that must 
be determined by management initially. In the present circumstances, the 
management of Northern considers the instaliation of a 16-inch extension of 
its main system above Duluth to be economically justified based upon what 
certainly must have been careful analysis of the economic picture. While it 
is true that there must be a certain amount of restraint exercised by pipeline 
companies in the installation of facilities over and above the bare necessity 
level (because unused capacity represents a liability so far as the rate base 
is concerned) it is common practice for natural gas pipelines to anticipate 
their reasonable future needs and to install capacity somewhat in advance of 
the time it will be required. Reserve is presently engaged in a $120,000,000 
expansion of its pelletization plant in Silver Bay. This expansion will bring 
about a plant capacity almost double the capacity now employed and will 
bring with it an increased need for energy. The Northern contract with 
Reserve provides that Reserve will increase its purchases of firm gas so as 
to utilize gas on at least 75 percent of its expanded operations. It is ex- 
pected, therefore, that in the foreseeable future Northern will probably de- 
sire to sell approximately 4,500 Mcf of additional firm gas per day to Reserve 
for the pelletizing of taconite. 

It is true, of course, that the economic future is not known and that an 
economic storm which would affect the steel industry, to which is linked the 
taconite processing operation, would possibly cause the expansion plans of 
Reserve to be adversely affected or curtailed. Whether such economic storm 
might be of short or long duration again takes us into the realm of speculation. 

The installation of this added capacity at this time, although presently not 
needed, would probably involve less investment than installation of the same 
increment of capacity by means of looping the 12-inch line several years hence. 
There was no evidence on this subject, however, offered by Northern. We 
can, however, give consideration to the prospects of continued expansion of 
the taconite processing industry. This evidence included statements to the 
effect that the domestic supply of high yield or direct shipping iron ores is 
rapidly diminishing, and more and more attention is being given to the eco- 
nomics of development of taconite, the deposits of which are believed to be 
virtually limitless. The production of pellets from taconite, it is understood, 
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is a very expensive process, when that process is compared to the extraction 
of iron from high-yield ores. It is, therefore, of great importance to the 
taconite industry that costs of operation be reduced wherever possible in order 
to insure its competitive position in the world market. 

Reserve estimates net savings from the use of the firm and interruptible 
natural gas to be in excess of $800,000 per year exclusive of the annual amor- 
tization of the cost of converting its furnaces to the use of natural gas. 
These savings are based upon Reserve’s present plant capacity which cur- 
rently produces 5,500,000 tons of taconite concentrate annually. It is believed 
by Reserve that the savings it will accrue in the utilization of natural gas 
will better enable it to produce concentrates from Minnesota taconite at a 
cost competitive with other sources so that Reserve’s steel producing affiliates 
may compete with foreign steel producers in both domestic and foreign 
markets. 

There would seem to be little question that the proposal for the utilization 
of natural gas by Reserve would be consistent with the public interest. In- 
deed, this question was substantially resolved by the Commission when it cer- 
tified Northern’s mainline expansion on July 31, 1959. The only aspect being 
given thorough consideration here is whether Northern has shown justifica- 
tion for its installation of a 16-inch line in lieu of the 12-inch line which 
would adequately provide for Reserve’s present needs. A possible saving of 
approximately $800,000 of cost is a matter which deserves some thought. 
However, the evidence in this record preponderates in favor of approving 
Northern’s plan to provide capacity adequate for the future development of 
the taconite industry in northern Minnesota. It is true, as pointed out by 
the coal interests, that the record is not satisfying with respect to alternate 
means of supplying increased firm requirements of Reserve, as for example, 
the increase of compression at stations downstream of Duluth. 

While this Commission must utilize its authority in the granting of certifi- 
eates to guard against improvident or extravagant installation of facilities 
which will not be used for a long time in the future, if ever, the Commission 
is also under obligation to give consideration in proper cases to the economic 
prospects and to the reasonable expectation of future needs. It is not believed 
that the additional capital investment here required to provide for larger 
diameter pipe represents an improvident or extravagant installation. The 
request, therefore, by the coal interests that the certificate in this matter be 
restricted by condition to the installation of pipe not to exceed 12 inches in 
diameter for this service must be rejected. 

The third question which has been raised by the coal interests in this mat- 
ter relates to the showing made by the City of Two Harbors in support of 
its request for natural gas service. There were two witnesses who appeared 
on behalf of this community to present the engineering and financial data sup- 
porting its request. The usual presentation of a community official such as 
a manager, mayor, or a member of the city council was not made here. 

Counsel for the coal interests was invited to support his contention that the 
Two Harbors’ presentation was not adequate on the basis of Commission 
precedent, but cited only one case in support of his contention. The one case 
(Carolina Natural Gas Corporation et al., Docket No. G-1335 et al., 10 FPC 
469) does appear to support the contention made by the coal interests in this 


3 According to the statement of Hon. John Blatnick, who has represented the area 
as a member of the House since 1946, the area “is now one of the depressed areas of 
America. It was also one of the seven major depressed areas in the last depression. 
It has made great progress since then, and taconite is the foundation. Taconite is the 
future hope for the long term economic vrowth and development of that area.” 
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respect. However, it is believed that the participation in this matter by the 
City Attorney of the City of Two Harbors, himself a responsible official of 
the community, overcomes the deficiency which might be charged were only 
professional engineering and financial witnesses who are not residents of or 
connected with the City to appear. It is extremely doubtful that such City 
Attorney would undertake to support a propsal of this kind without the 
knowledge and full endorsement of the responsible officials whom it is in his 
official duty to advise. 


FINDINGS AND CONCLUSIONS 


The following findings and conclusions in addition to those contained in the 
preceding text or in the fact sheet appended hereto are here made: 

(1) Northern, a Delaware Corporation having its principal place of busi- 
ness at Omaha, Nebraska, is a “natural gas company” within the meaning of 
the Natural Gas Act as heretofore found by the Commission in its order of 
April 6, 1934, in the matter of Northern Natural Gas Company, Docket No. 
G-280 (3 FPC 967). 

(2) The sale by Northern of 12,000 Mcf of natural gas per day to Reserve 
is a sale and transportation in interstate commerce, and such transportation 
and the facilities required therefor are subject to the jurisdiction of the 
Commission and the requirements of subsections (c) and (e) of Section 7 of 
the Natural Gas Act as amended. 

(3) The sale of natural gas to Iron Ranges for resale in the community of 
Silver Bay, Minnesota and the sale to the City of Two Harbors, Minnesota for 
resale within that city, as proposed in Northern’s application are sales of 
natural gas in interstate commerce for resale, subject to the jurisdiction of 
the Commission, and such sales together with the construction and operation 
of facilities necessary therefor are subject to the requirements of subsections 
(c) and (e) of Section 7 of the Natural Gas Act as amended. 

(4) Northern’s gas supply has been heretofore found to be adequate to sup- 
port the sales proposed in its present application. 

(5) Northern is able and willing properly to do the acts and perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(6) The transportation of natural gas by Northern for sale to Reserve and 
the sale for resale of natural gas to Iron Ranges and the City of Two Har- 
bors, Minnesota and the construction and operation of facilities necessary 
therefor as proposed in Northern’s application are required by the public 
convenience and necessity, and a certificate therefor should be issued as here- 
inafter ordered. 

ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission, pursuant 
to its Rules of Practice and Procedure that: 

(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing Northern to construct and operate the natural gas facilities as 
described hereinbefore, and in the application, upon the terms and conditions 
of this order. 


(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (ce) (3, (ce) (4) and (e) of Section 157.20 of the Commission’s General 
Rules and Regulations shall attach to the issuance of a certificate granted 
herein and to the exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in operation as provided by Paragraph (b) of said Section 
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157.20 of the Commission’s Rules is hereby fixed at twelve months from the 
date on which this order becomes effective as the Commission’s order, under 
its Rules. 
WILLIAM J. COosTELLo, 
Presiding Examiner. 


APPENDIX 
Fact Sheet 


NS a a Northern Natural Gas Company Docket No 
CP61-1. 

Date of application__..._..._...... July 1, 1960. 

Supplement August 15, 1960. 

Type of authorization sought Certificate of Public Convenience and 
Necessity. 

Description of facilities sought to 11.5 miles of 30-inch mainline loop*. 

be authorized. 5400 horsepower of additional compressor 
facilities. * 
62.7 miles of 16-inch pipe. 
1.2 miles of 4-inch branch lines. 
3 sales measuring stations. 

Location of proposed facilities Extension of facilities now terminating in 
Duluth, Minnesota, to provide firm gas 
service to Reserve, at Silver Bay, Min- 
nesota, and to provide resale service to 
Iron Ranges for resale in Silver Bay, Min- 
nesota, and to the City of Two Harbors, 
Minnesota for sale distribution by a 
municipal system. 

Estimated cost of proposed facilities. $6,293,900. 

Volumes proposed to be sold: 

To reserve (nonjurisdictional) .__._ 12,000 Mef per day. 

To Iron Ranges (contract de- 

mand for Silver Bay). Ist year: 420 Mcf/day. 
2d year: 1080 Mcf/day. 
3d year: 1560 Mcf/day. 

To City of Two Harbors: 

(Contract demand) Ist year: 450 Mcf/day. 
2d year: 854 Mef/day. 
3rd year: 1142 Mef/day. 

(Interruptible) Ist year: 49,838 Mef. 
2d year: 114,426 Mef. 
3rd year: 117,858 Mef. 

Estimated total incremental annual Ist year: 7,585,130 Mef. 

sales by Northern per this project. 2d year: 7,757,669 Mcf. 
3rd year: 7,779,587 Mef. 


The Silver Bay Market 


Silver Bay is a village comprising some 750 dwellings, all built within the 
past five years for occupancy by employees and officers of Reserve. The ex- 
pansion plans of Reserve are expected to increase employment and thus the 
number of dwellings in the village. 


*Conditionally authorized by order accompanying Opinion No. 324 issued July 31, 1959. 22 FPC 164. 
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The homes in this area are now heated with oil, and Iron Ranges has 
worked out a plan of replacement of the oil burning equipment which in- 
volves a trade of the used equipment and a long term payment period for the 
cost of the new installation. During the first three years, it is expected that 
there will be attached some 800 residential heating customers of whom some 
200 will use gas for other residential purposes. It is expected also that there 
will be some 20 commercial and industrial heating customers during this 
period and two school buildings which will use gas on an interruptible basis. 


The Two Harbors Market 


The City of Two Harbors, located about thirty miles northeast of Duluth is 
an ore shipping port and rail terminal. It has a present population of about 
4800 but it is a shopping point for several times that number. The citizens 
of the community are employed in the Reserve taconite plant, the ore docks, 
or the railroad. Some work in Duluth. 

The service proposed in the pending application would supplant a butane-air 
gas plant operated by the City. One portion of the City is not presently 
served by this plant, the Seegogg Subdivision, which would be served when 
natural gas is made available. There are presently 528 customers served by 
the City. If natural gas is available, it is expected that by the end of the 
third year, some 814 customers will be served. The City operates a municipal 
power plant and would utilize natural gas in the summer season for boiler fuel. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


POWER AUTHORITY OF THE STATE OF NEW YORK, PROJECT NO. 2216 
ORDER AMENDING LICENSE (MAJOR) 
(Issued March 17, 1961) 


Application was filed February 8, 1961 by Power Authority of the State of 
New York, licensee for major Project No. 2216, for amendment of Article 19 
of the license, the provision setting the annual charge, so as to make the 
new administrative annual charge formula set forth in the Commission’s Order 
No. 205 issued June 5, 1958, in Docket No. R-129, 19 FPC 907, apply to 
Project No. 2216. 

The administrative annual charge as presently fixed under Article 19 of the 
license is based upon installed horsepower capacity plus annual gross energy 
generated by the project. 


The Commission finds: 


(1) The license amended as hereinafter provided is in the public interest. 

(2) The installed horsepower capacity of the project for the purpose of com- 
puting the capacity component of the annual charge is 2,920,000 horsepower, 
and the annual charge for reimbursing the United States for the costs of 
administration of Part I of-the Federal Power Act, based on such capacity, 
as hereinafter provided, is reasonable. 


The Commission orders: 
(A) The license for Project No. 2216 is amended, effective as of January 1, 
1961, by changing Article 19 thereof to read as follows: 


Article 19. The Licensee shall pay to the United States the following annual 
charges, effective as of January 1, 1961: 
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For the purpose of reimbursing the United States for the costs of admin- 
istration of Part I of the Act, a reasonable annual charge in accordance with 
the provisions of Part 11 of the Commission’s regulations. The authorized 
installed capacity for such purpose is 2,920,000 horsepower. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way consti- 
tute a waiver of any other part, provision or condition of the license. 

(C) This order shall become final 80 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) 
of the Federal Power Act and failure to file such an application shall consti- 
tute the acceptance of this amendment of license. In acknowledgment of the 
acceptance of this amendment of license, it shall be signed for the licensee 
and returned to the Commission within 60 days from the date of issuance of 
this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-19780 


ORDER DERERMINING BATE OF RETURN, DISALLOWING PROPOSED INCREASED RATES, 


DIRECTING PAYMENT OF REFUNDS, AND PERMITTING SUBSTITUTION OF LOWER 
INTERIM RATES 





(Issued March 20, 1961) * 


On September 10, 1959, Panhandle Eastern Pipe Line Company filed proposed 
rates, reflecting an increase of $8,653,700 in its effective rates. These increased 
rates were suspended, by order issued October 23, 1959, until March 26, 1960, 
when they were permitted to become effective subject to refund. Hearings 
were held at various times from January to August, 1960. By order issued 
herein on September 1, 1960, the Commission limited the issues in this phase 
of the proceeding to rate of return and related income taxes and omitted the 
intermediate decision. Oral argument was heard on November 18, 1960. Since 
rates reflecting further increases, filed by Panhandle in Docket No. RP60-8, 
were permitted to become effective July 1, 1960, this proceeding concerns Pan- 
handle’s rates during the period from March 26 to July 1, 1960. 

Since Panhandle’s costs of long-term debt and preferred stock are not in 
dispute, the calculation of the over-all rate of return to be applied to Pan- 
handle’s net investment rate base requires only the determination of the 
appropriate return to be attributed to Panhandle’s accumulated deferred taxes 
and to its equity capital. In Opinion No. 342, Northern Natural Gas Co., 25 
FPC 431, Docket No. G—19040, March 7, 1961, it was determined that a factual 
statement of a pipeline company’s capital should include the amounts accu- 
mulated in the restricted account for deferred taxes, and that a net return of 
1.5 percent should be attributed to such amounts. The principles applied in 
the Northern case are equally applicable to Panhandle in the present case. 
See also, Opinion No. 348, Kansas-Nebraska Natural Gas Co., 25 FPC 448, 
Docket No. G-—12391, March 8, 1961. 

Extensive evidence of the past earnings experience and market position of 
Panhandle and comparable enterprises was presented as a guide to the deter- 
mination of the return on equity presently required to enable Panhandle to 
attract sufficient equity capital. This data, which includes earnings-price 




















*Rehearing denied by order issued May 15, 1961. Affirmed March 15, 1963 (CADC- 
No. 16479) 316 F. 2d 659, cert. denied 375 U.S. 881 (1963). 
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ratios and return on book value of equity, indicates that Panhandle has been 
and continues to be one of the strongest of the major pipelines. Panhandle’s 
stock has steadily advanced in price, and its recent earnings per share have 
been such as to allow the company to pay out only 54 percent of net earnings 
and yet maintain a dividend rate as high as most of the other pipelines. 
Although a substantial portion of its retained earnings are subject to possible 
refunds in pending rate cases, Panhandle’s financial record has generally been 
favorable and it demonstrates the continuing strength of the company’s busi- 
ness position. 

In recent cases, in which similar evidence of market conditions and the 
financial experience of the individual pipeline companies was considered, we 
have allowed rates of return on equity of 10.121 10.18,? 10.5,5 and 10.8 percent. 
These figures reflect in part our estimate of the particular needs of the indi- 
vidual company, and at the same time they represent our judgment as to the 
general level of earnings required to enable the pipeline industry to attract 
equity capital in the contemporary market. Thus, the 11.76 percent return on 
equity claimed by Panhandle herein appears to us to be unnecessarily high 
at the present time. Upon consideration of the whole record, and particularly 
the factors mentioned above, we conclude that a return of 10.47 percent on 
Panhandle’s equity will maintain Panhandle’s financial integrity and will be 
sufficient to attract the new capital needed for expansion. 

Based on the foregoing determinations, the fair and reasonable over-all rate 
of return for Panhandle is 6.25 percent, calculated as follows, based on Pan- 
handle’s capitalization as of May 31, 1960: 


| l 
Amount Ratio Cost | Return 
| 


Percent | Percent | Percent 
Long-term debt . , 878, 52. 37 3. 55 1.86 
INO, co niciinn ca ntensstniedinnsntbiggenmata , 377, 3.49 3. 99 .14 
Accumulated deferred taxes on income 11, 076, 954 4.12 1.50 


Common equity 107,672,125 |  40.02| 10.47 


The over-all rate of return so determined is applicable to Panhandle’s trans- 
mission properties. Questions with regard to Panhandle’s own production will 
be decided in the later phase of this proceeding. Panhandle’s proposed in- 
creased rates filed herein should be disallowed, and Panhandle permitted to 
file substitute rates reflecting a 6.25 percent rate of return. Panhandle should 
be required to make immediate refunds, with interest, of the increased rates 
collected from March 26 to July 1, 1960, to the extent that such rates exceed 
the substitute rates based on a 6.25 percent rate of return. 


The Commission finds: 

(1) The fair, and just and reasonable rate of return to be allowed Pan- 
handle is 6.25 percent; subject, however, to final disposition in the next phase 
of this proceeding of the remaining issues herein, and to such further order 
as may be justified in light-of the disposition of such remaining issues. 

(2) The proposed increased rates filed by Panhandle herein are excessive 
and should be disallowed. 


1 Tennessee Gas Transmission Co., 24 FPC 204, Docket No. G-19983, August 9, 1960. 
2 Southern Natural Gas Co., 24 FPC 26, Docket No. G-20509, July 8, 1960. 

3 Northern Natural Gas Co., supra. 

4 Kansas-Nebraska Natural Gas Co., supra. 


















552 FEDERAL POWER COMMISSION 





(3) Panhandle should be permitted to file herein substitute lower rates 
satisfactory to the Commission, based on the 6.25 percent rate of return herein 
found to be proper for the purpose of this interim order, such substitute lower 
rates to become effective as of March 26, 1960, upon acceptance by the Com- 
mission, subject to refund in accordance with the Commission’s order of 
March 25, 1960, and the undertaking heretofore filed by Panhandle in accord- 
ance with the terms of that order. 

(4) Panhandle should be required to make prompt refunds with interest at 
7 percent, in accordance with the Commission’s order of March 25, 1960, and 
the undertaking heretofore filed by Panhandle, of all amounts collected by it 
from its jurisdictional customers subject to refund under its proposed increased 
rates; provided, however, that if Panhandle files substitute lower rates as 
herein provided, the amount of such refunds should be the excess of the 
amounts so collected over what it would have collected on the basis of the 
substitute lower rates so filed and found to be satisfactory by the Commission. 
A plan for making such refunds should be submitted for approval of the 
Commission. 


The Commission orders: 

(A) The proposed increased rates filed in this proceeding by Panhandle are 
hereby disallowed. 

(B) Panhandle may, within 45 days of the date of this order, file in lieu 
thereof appropriate substitute tariff sheets to its FPC Gas Tariffs containing 
lower rates satisfactory to the Commission, based on the 6.25 percent rate of 
return on transmission facilities herein found to be proper for the purpos> 
of this interim order. Panhandle shall accompany its substitute filing wit! 
supporting cost of service and allocation data, to be computed and presented 
in the same form and manner as contained in its exhibits heretofore offered 
by it in this proceeding, revised only to reflect a 6.25 percent rate of return 
and Federal income taxes associated therewith. Panhandle shall further fur- 
nish with its filing a statement setting forth the method of computation of 
such substitute rates and showing the derivation thereof. Panhandle shall 
also accompany its substitute tariff sheets and supporting data with a certifi- 
cate showing service of copies thereof on all purchasers under the rate scheci- 
ules involved, interveners in this proceeding, and interested state commissions. 
Comments by such parties shall be submitted to the Commission within ten 
days after service by Panhandle as required herein. 

(C) Upon acceptance of such filing of substitute rates as satisfactory to 
the Commission, the rates, charges and classifications set forth in Panhandle’s 
substitute tariff sheets shall become effective as of March 26, 1960, subject to 
refund, in accordance with the Commission’s order of March 25, 1960, and the 
undertaking heretofore filed by Panhandle in compliance with the terms of 
that order, and subject to further orders of the Commission in this pro- 
ceeding. 

(D) Panhandle shall, within 45 days of the date of this order, file with the 
Commission its plan for promptly refunding to its jurisdictional customers the 
amounts which, by finding paragraph (4) of this order, the Commission has 
found should be refunded. Panhandle shall accompany its plan for refunds 
with a statement setting forth the computation of the refunds and interest, 
and the derivation thereof. Panhandle shall also accompany its plan for re- 
funds and supporting statement with a certificate showing service of copies 
thereof on all purchasers under the rate schedules involved, interveners in 
this proceeding, and interested state commissions. Comments by such parties 
shall be submitted to the Commission within ten days after service by Pan- 
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handle as required herein. Upon approval by the Commission of said plan of 
refunding Panhandle shall make the refunds as so approved within 30 days 
thereafter, and shall report to the Commission within said 30 days the amounts 
so refunded to each jurisdictional customer. 

(E) This order is without prejudice to further hearings in this proceeding 
on the issues not herein decided and to such further order or orders as the 
Commission may issue in the disposition of this proceeding. 

Chairman Kuykendall concurs but adheres to his views on liberalized depre- 
ciation as expressed in his dissenting opinion accompanying Opinion No. 342 
issued in Northern Natural Gas Company, et al., Docket Nos. G—19040, et al. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP60-58 


ORDER AMENDING ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE 
AND NECESSITY 





(Issued March 23, 1961) 
































El Paso Natural Gas Company (El Paso) filed a petition on February 20, 
1961, to amend the Commission’s order issued September 2, 1960, 24 FPC 392, 
granting El Paso certification authorization for an additional 6,800 horsepower 
and additional purification and dehydration capacity at El Paso’s Goldsmith 
Compressor Station located in Ector County, Texas, to extend the time for 
completion of all facilities from March 2, 1961, to December 31, 1962. 

El Paso states that the need for the additional facilities was dependent upon 
two factors: the termination of an intrastate sale of low pressure natural gas 
to Sid Richardson Carbon Company (Richardson) and the increasing gas 
supply in the fields connected to the Goldsmith Station, due to further develop- 
ment. 

El Paso states that it has not constructed the authorized facilities as pro- 
posed because: (1) the termination date of the intrastate low pressure gas 
sales contract with Richardson has been extended from May 31, 1960, to August 
17, 1962; and (2) the increased gas supply due to further development of those 
fields connected to the Goldsmith Station has not been fully realized due to 
the Texas Railroad Commission’s allowance of an average of only 8.7 pro- 
ducing days per month instead of the average of 11 producing days which 
El Paso had relied upon in its deliverability estimates for those fields. 

El Paso proposes to install 2,000 horsepower by July 15, 1961, which it states 
will be sufficient to accommodate the increased volumes of gas which have 
become available at the Goldsmith Station. 

No further horsepower or purification and dehydration facilities will be 
required until August 17, 1962, the date the Richardson intrastate contract 
expires, unless there is a sufficient increase in producing days allowed by the 
Texas Railroad Commission to justify increased development of the producing 
area serving the Goldsmith Plant. 


The Commission finds: 


It is necessary and appropriate in carrying out the provisions of the Natural 
Gas Act and the public convenience and necessity require that the order of 
September 7, 1960, in Docket No. CP60-58 be amended as hereinafter ordered. 
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The Commission orders: 


(A) The order of the Commission issued September 2, 1960, in Docket 
No. CP60-58, is amended to extend the date within which the facilities author- 
ized therein will be constructed and placed in operation as provided in para- 
graph (b) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act from March 2, 1961, to December 31, 1962. 

(B) In all other respects said order shall remain unchanged and in full 
force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-182 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT 
(Issued March 23, 1961) 


El Paso Natural Gas Company (Applicant), El Paso Natural Gas Company 
Building, El Paso, Texas, filed an application on January 4, 1961, pursuant to 
Section 7 (b) of the Natural Gas Act for permission and approval to abandon 
natural gas facilities as hereinafter described, subject to the jurisdiction of 
the Commission, all as more fully described in the application in Docket No. 
CP61-182. 

Applicant seeks permission and approval to abandon natural gas facilities 
used to render natural gas service to Utah Gas Service Company (Utah), for 
resale to Calvert Drilling Company (Calvert) for use in drilling a well in San 
Juan County, Utah. The facilities to be abandoned consist of a main line tap 
and a portable meter station installed at the tap. 

The application states that Applicant began service through these facilities 
on October 13, 1960, pursuant to its budget type certificate authorization issued 
in Docket No. G—20052. Upon completion of the well-drilling project by 
Calvert on December 18, 1960, the service rendered by Applicant to Utah was 
terminated. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
March 16, 1961, respecting the matters involved in and the issues presented 
by the applications. No petitions to intervene or protest to the granting of the 
application has been received. Staff Counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render 


a decision herein pursuant to Section 1.30 (c) (1) of its Rules of Practice 
and Procedure. 


The Commission finds: 

(1) Applicant is a ‘“natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities and service to be abandoned as hereinbefore described 
and as more fully described in the application in Docket No. CP61-182, are 
subject to requirements of Section (b) of Section 7 of the Natural Gas Act. 

(3) Such abandonment of natural gas facilities and service as heretofore 
referred to are permitted by the public convenience and necersity and should 
be permitted and approved as hereinafter ordered. 

(4) A request during the public hearing by Staff Counsel for omission of 
the intermediate decision procedure under Section 1.30 (c) (1) of the Com- 
mission’s Rules of Practice and Procedure was unopposed by any party of 
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record and not having been denied by the Commission is granted pursuant to 
Section 1.30 (c) (1) of said rules. 


The Commission orders: 

(A) Applicant is hereby permitted to abandon the natural gas facilities and 
service as hereinbefore described, all as more fully described in the application 
in Docket No. CP61-182. 

(B) Applicant shall advise the Commission of the dates of abandonment of 
the facilities and service within 10 days of such abandonment. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MICHIGAN GAS STORAGE COMPANY, DOCKET NO. CP61-98 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 23, 1961) 


Michigan Gas Storage Company (Storage) 212 West Michigan Avenue, Jack- 
son, Michigan, filed an application pursuant to Section 7 of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the estab- 
lishment of a new delivery point as hereinafter described subject to the juris- 
diction of the Commission all as more fully described in the application in 
Docket No. CP61-98. 

Applicant proposes to construct and operate metering and regulating facili- 
ties on Panhandle Eastern Pipeline Company’s (Panhandle) transmission 
facilities near the community of Shields*in Saginaw County, Michigan, for 
the delivery of gas to Consumers Power Company (Consumers), its sole exist- 
ing consumer. The proposed delivery point will permit Consumers to provide 
retail natural gas service in the villages of St. Charles and Chesaning, the 
Community of Shields, and the industrial plant of Dow Chemical Company 
all in Saginaw County, Michigan. The new delivery point will also be used 
by Consumers to provide an additional source of gas supply to its customers 
in and around the City of Saginaw which Consumers presently services. 

Through the proposed facilities, Panhandle will deliver gas to Storage and 
Storage will deliver such gas to Consumers for resale and distribution in the 
three communities and the Dow Plant. The natural gas requirements of this 
market are estimated as follows: 


Requirements in Mcf 





Peak day Annual 


507, 047 
532, 142 
556, 700 


The estimated cost of the proposed facilities is $33,000. Panhandle will con- 
struct the tap on its line under the budget type authorization requested in 
Docket No. CP61-119 for which it has received temporary authorization and 
will be reimbursed by Storage for the cost of such tap. 

Panhandle’s deliveries at the new connection with Storage will be made 
within its authorized deliveries to Storage. 
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By letter dated December 9, 1960 the Michigan Public Service Commission 
advised that it had considered the gas supplies and requirements of Consum- 
ers and was of the opinion that the latter could render the service proposed 
herein without adverse effect on its existing service. 

On February 9, 1961 the Commission issued temporary authorization to 
Storage. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 16, 1961, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission ren- 
der a decision herein pursuant to Section 1.30(c) (1) of its Rules of Practice 
and Procedure. 
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The Commission finds: 

(1) Applicant is a “natural-gas company” within the meaning of the Natu- 
ral Gas Act as heretofore found by the Commission. 

(2) The facilities to be constructed and operated by Applicant will be used 
for the transportation of natural gas in interstate commerce and the con- 
struction and operation thereof and the sale to be made are subject to the 
requirements of Subsections (c) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities and sale of natu- 
ral gas by Applicant as herein described, and as more fully described in the 
application as amended in Docket No. CP61-98 are required by the public 
convenience and necessity and a certificate therefor should be issued as here- 
inafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant in 
Docket No. CP61-98 and to the exercise of the rights granted thereunder, and 
that the time within which construction of facilities authorized by this order 
shall be completed and in actual operation should be fixed at one year from 
the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30 (c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 1.30 
(c)(1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued 
authorizing Applicant to construct and operate natural gas facilities and to 
sell and deliver natural gas to Consumers Power Company as described herein 
and as more fully described in the application in Docket No. CP61-98. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s General Rules and Regu- 
lations, including Rules of Practice and Procedure, shall attach to the issuance 
of the certificate granted in paragraph (A) hereof, and to the exercise of the 
rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
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Section 157.20 of the Commission’s Rules is hereby fixed at one year from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NEW YORK STATE NATURAL GAS CORPORATION, DOCKET NO. G-1506 


ORDER AMENDING ORDER AMENDING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 23, 1961) 


On January 18, 1961, at the request of New York State Natural Gas Cor- 
poration (Applicant), the Commission issued an order amending an order 
issued January 17, 1951, 10 FPC 681, as amended by orders issued December 
8, 1953, 12 FPC 1425, and July 22, 1954, 138 FPC 1218, In the Matter of New York 
State Natural Gas Corporation, Docket No. G—1506. 

The order of January 18, 1961, stated that Applicant had entered into a new 
service agreement with Corning Natural Gas Corporation (Corning), dated 
December 1, 1960, for the purchase of natural gas by Corning from Applicant 
of up to 9,100 Mcf per day during December through March; up to 2,000 Mcf 
per day during April, May, October and November, and up to 1,000 Mcf per 
day during June, July, August and September. Whereas, to be more precise, 
the subject order should have stated that the new service agreement provides 
for the purchase of natural gas by Corning from Applicant of up to 7,000 
Mcf per day, with an option to purchase up to 130 percent of 7,000 Mcf on 
any peak day, or 9,100 Mcf, during December, January, February and March; 
up to 2,000 Mcf per day during April, May, October and November; and up 
to 1,000 Mcf per day during June, July, August and September. 

The order issued January 18, 1961, authorized the sale of natural gas by 
Applicant to Corning without volumetric: limitation as set forth in the service 
agreement, dated December 1, 1960. 

In order to conform to the service agreement between Applicant and Corning, 
dated December 1, 1960, the Commission’s order issued January 18, 1961, 
should be amended so as to authorize the sale and delivery of natural gas by 
Applicant to Corning in volumes as set forth in said service agreement. 


The Commission finds: 


It is necessary and appropriate to carry out the provisions of the Natural 
Gas Act, and the public convenience and necessity require that the Commis- 
sion’s order issued January 18, 1961, in Docket No. G-—1506, be amended as 
hereinafter ordered. 


The Commission orders: 


The Commission’s order issued January 18, 1961, in Docket No. G-1506, is 
hereby amended so as to authorize the sale and delivery of natural gas by 
New York State Natural Gas Corporation to Corning Natural Gas Corporation 
in volumes up to 7,000 Mcf per day, with an option to purchase up to 130 
percent of 7,000 Mcf on any peak day, or 9,100 Mcf, during December, January, 
February and March; up to 2,000 Mcf per day during April, May, October and 
November; and up to 1,000 Mcf per day during June, July, August and Sep- 
tember, as herein before described, all as more fully described in the service 
agreement, dated December 1, 1960. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP60-21 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 23, 1961) 


Northern Natural Gas Company, (Applicant) 2223 Dodge Street, Omaha, 
Nebraska, filed an application on February 2, 1960, as amended on May 12, 
1960, pursuant to Section 7 of the Natural Gas Act, for a certificate of public 
convenience and necessity authorizing Applicant to construct and operate a tap 
and measuring facilities on its Dodge City, Kansas, 8-inch line near the com- 
munity of Copeland, Kansas, and to sell and deliver natural gas to a new 
customer, Wheatland Natural Gas Company (Wheatland) on an interruptible 
basis for resale to irrigation customers and small volumes on a firm basis for 
resale to domestic customers in Gray and Haskell Counties, Kansas, as herein- 
after described and as more fully described in the application as amended. 

Northern estimates annual sales to Wheatland as follows during the first 
three years of operation of the proposed facilities: 


Mef at 14.73 psia 
1 


1,745 1, 745 
82, 000 102, 500 


83,745 | 104, 245 134, 995 


The interruptible volumes will be required only for the period from March 
through October, when the gas would be used in the operation of irrigation 
pumps. The firm peak day requirement is estimated to be 20 Mcf. 

There is no question as to gas supply. 

Temporary authority was granted on March 4, 1960. 

Applicant executed a contract with Wheatland dated April 7, 1960, providing 
for a rate of 24¢ per Mcf for interruptible gas and 40¢ for firm gas. The rates 
to be charged by Northern are not subject to the Commission’s jurisdiction 
because the gas will be produced and consumed wholly within the state of 
Kansas. Such rates are regulated by the Kansas Corporation Commission. 
The contract has been approved by Kansas Corporation Commission which so 
advised this Commission in a letter filed April 22, 1960. 

The estimated cost of Northern’s facilities required for delivery of gas to 
Wheatland is $3,905 which will be financed from cash on hand. Wheatland 
will pay to applicant $500 as a connection charge. Applicant estimates net 
revenues after taxes and operating expenses of $10,238 for the first year of 
operation. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 17, 1961, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing 
that the intermedaite decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(¢c)(1) of its Rules of Practice and 
Procedure. 
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The Commission finds: 

(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be constructed and operated by Applicant will be used 
for the transportation of natural gas in interstate commerce and the con- 
struction and operation thereof are subject to the requirements of Subsections 
(c) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities and transportation 
of natural gas by Applicant as herein described, and as more fully described 
in the application as amended in Docket No. CP60-21 are required by the 
public convenience and necessity and a certificate therefor should be issued 
as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the act and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (c)(4), and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant in Docket No. CP60-21 
and to the exercise of the rights granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 

(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to construct and operate natural gas facilities and to transport 
and deliver natural gas to Wheatland as described herein and as more fully 
described in the amended application in Docket No. CP60-21. 

(B) The general terms and conditions set forth in paragraphs (c)(4) and 
(e) of Section 157.20 of the Commission’s General Rules and Regulations, in- 
cluding Rules of Practice and Procedure, shall attach to the issuance of the 
certificate granted in paragraph (A) hereof, and to the exercise of the rights 
thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-76 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 23, 1961) 


On September 15, 1960, as-supplemented on March 13, 1961, Northern Natural 
Gas Company (Applicant), 2223 Dodge Street, Omaha, Nebraska, filed in 
Docket No. CP61-76 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of approximately 12% miles of 10-inch pipeline 
extending from a point on Applicant’s existing 24-inch pipeline in Gage County, 
Nebraska, to a connection with a short line to be built by Central Electric and 


693-489—64——_38 
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Gas Company (Central Electric) for service to the proposed Sheldon Power 
Station (Sheldon Station) near Hallam, Nebraska, and an appurtenant meas- 
uring and regulating station, all as more fully set forth in the application. 

The purpose of the proposed construction is to enable Applicant to sell and 
deliver*natural gas on an interruptible basis to Central Electric, an existing 
customer of Applicant, for resale to Consumers Public Power District (Con- 
sumers District) for use in the electric generating station (Sheldon Station) 
presently under construction near Hallam. The proposed pipeline will parallel 
in existing 8-inch lateral serving Hallam and other communities, which line 
appears to be inadequate for rendition of the power plant service in addition 
to the existing service. 

The estimated total cost of Applicant’s proposed construction hereunder is 
$403,750, which will be paid from cash on hand and cash generated from 
operations. Central Electric has agreed to reimburse Applicant for $235,000 
of the cost of the proposed facilities. Consumers District in turn will make a 
contribution of $123,500 to Central Electric. 

The estimated initial requirements of the Sheldon Station, which is expected 
to be placed in service in April, 1961, are 24,000 Mcf per day, increasing to 
48,000 Mcf per day by 1962. Applicant’s annual sales to Central Electric for 
the power plant are estimated at 1,048,610 Mcf in 1961, 1,762,520 Mcf in 1962, 
and 940,400 Mcf in 1963. Applicant’s gas supply is considered reasonably ade- 
quate to support the proposed service. 

Service to Central Electric will be rendered under Applicant’s filed FPC 
Gas Rate Schedules Nos. CD-1 and R-1, pursuant to the agreement between 
Applicant and Central Electric dated July 21, 1960, as amended March 1, 1961. 

The aforesaid Sheldon Station is being built as a nuclear generating station 
(in cooperation with the Atomic Energy Commission) but only conventional 
steam boilers will be used until late 1962 when the nuclear reactor will become 
the prime source of power, supplying about 60 percent of the energy for the 
total plant output. The application as supplemented indicates that gas will be 
utilized primarily as a “stand-by” source of energy. Further, natural gas will 
be less costly to Consumers District than competitive fuels and afford greater 
flexibility in the operation of the plant. 

Notice of this application was duly published in the Federal Register on 
February 10, 1961 (26 FR 1201). Petitions to intervene in the proceeding, 
fully supporting the granting of the application, were timely filed by Central 
Electric and Consumers District on February 21 and February 23, 1961, re- 
spectively. The action of the Commission evidenced by this order renders 
unnecessary separate action on these petitions. No protest to the granting of 
the application has been received. Pursuant to the aforesaid notice, a public 
hearing was held in Washington, D.C., on March 20, 1961, respecting the mat- 
ters involved in and the issues presented by the application. Staff counsel 
moved orally at the hearing that the intermediate decision procedure be 
omitted and that the Commission render a decision herein pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 

(1) Applicant, Northern Natural Gas Company, a Delaware corporation 
having its principal place of business in Omaha, Nebraska, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of April 6, 1943, in Docket No. G-280 (3 FPC 
967). 

(2) The facilities hereinbefore described, as more fully described in the 
application and exhibits, as supplemented, in this proceeding, are proposed to 
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be used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, as integral parts of Applicant’s 
existing pipeline system and the construction and operation thereof by Appli- 
cant are subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of facilities and the proposed 
sale of natural gas to Central Electric and Gas Company for resale to Con- 
sumers Public Power District, by Applicant, are required by the public con- 
venience and necessity and a certificate therefor should be issued as hereinafter 
ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter granted to 
Applicant and to the exercise of the rights granted thereunder, and that the 
time within which construction of the facilities authorized by this order shall 
be completed and said facilities placed in actual operation should be fixed at 
6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Northern Natural Gas Company to construct and 
operate the facilities and to sell natural gas to Central Electric and Gas Com- 
pany for resale to Consumers Public Power District, all as hereinbefore de- 
scribed and as more fully described in the application and exhibits, as supple- 
mented, in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraph (a), (b), 
(c) (3), (c)(4) and (e) of Section 157.50 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) above and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 6 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. CP61-188 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT 
(Issued March 23, 1961) 


Ohio Fuel Gas Company (Applicant), 99 North Front Street, Columbus 15, 
Ohio, filed an application pursuant to Section 7(b) the Natural Gas Act for 








562 FEDERAL POWER COMMISSION 





permission and approval to abandon natural gas facilities as hereinafter de- 
scribed, subject to the jurisdiction of the Commission, all as more fully de- 
scribed in the application in Docket No. CP61-188. 

Applicant seeks permission and approval to abandon its White Compressor 
Station located on its system in Belmont County, Ohio. The application states 
that through merger effective January 1, 1957, Applicant acquired certain 
property and facilities in eastern Ohio (including White Station), formerly 
owned and operated by its affiliate, Natural Gas Company of West Virginia 
(Natural). The 480 horsepower White Compressor Station was constructed by 
Natural in 1920 to compress gas produced and purchased in the local area for 
transportation to markets north of White Station. The application further 
states that gas from local sources has dropped to approximately 100 Mcf per 
day and it is no longer necessary to operate the said White Compressor Sta- 
tion. The available gas is absorbed by local nearby markets; the more distant 
markets that formerly used this gas can be supplied from other sources. 

The estimated cost of removing the facilities is $3,000 and the salvage value 
is estimated to be $4,800. The engines and auxiliary equipment are obsolete 
and will be sold as junk. The buildings and land will also be sold. Credit 
to fixed capital is stated by Applicant to be $88,800. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 16, 1961, respecting the matters involved in and the issues presented by 
the applications. No petitions to intervene or protest to the granting of the 
applications has been received. Staff Counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of its Rules of Practice and 
Procedure. 


The Commission finds: 

(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be abandoned as hereinbefore described and as more 
fully described in the application in Docket No. CP61-188, are subject to re- 
quirements of Section (b) of Section 7 of the Natural. Gas Act. 

(3) Such abandonment of natural gas facilities as heretofore referred to 
are permitted by the public convenience and necessity and should be permitted 
and approved as hereinafter ordered. 

(4) A request during the public hearing by Staff Counsel for Omission of 
the intermediate decision procedure under Section 1.30(c) (1) of the Commis- 
sion’s Rules of Practice and Procedure was unopposed by any party of record 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said rules. 


The Commission orders: 


(A) Applicant is hereby permitted to abandon the natural gas facilities as 
hereinbefore described, all as more fully described in the application in Docket 
No. CP61-188. 

(B) Applicant shall advise the Commission of the date of abandonment of 
the facilities within 10 days of such abandonment. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TENNESSEE GAS TRANSMISSION COMPANY, ET AL., DOCKET NO. 
G-18877, ET AL.; AND MONSON GAS COMPANY, DOCKET NO. G-—17756 


ORDER DENYING PETITION FOR MODIFICATION, AND VACATING IN PART CERTIFICATE OF 
PUBLIC CONVENIENCE AND NECESSITY 


(Issued March 23, 1961) 


By our order of July 25, 1960, 24 FPC 71, modifying and adopting the Pre- 
siding Examiner’s initial decision in the above-captioned consolidated dockets, 
we granted, among other things, the request made in the application of Monson 
Gas Company (Monson) in Docket No. G-17756 for an order directing Tennes- 
see Gas Transmission Company (Tennessee) to establish physical connection 
of its transmission facilities and to deliver and sell up to 3,774 Mcf at 14.73 
psia per day of natural gas to Monson for resale and distribution in and about 
the town of Monson, Massachusetts. Said direction was conditioned however, 
upon Monson’s submitting, within 60 days of the issuance of our order, ac- 
ceptable, executed contracts between Monson and two industrial customers 
proposed for service, namely Diamond-Gardner Corporation (Diamond) and 
Wickwire Spencer Company (Wickwire) as well as an executed transportation 
agreement with Products Transport, Inc. (Products), it having been found 
that the feasibility of Monson’s proposal pivoted about firm sales to these two 
industrial customers. Delivery of the Monson gas to both industrial customers 
was to be accomplished by utilization of a line to be constructed and operated 
by Products. Subsequently, Monson was granted two time extensions in which 
to submit the aforestated contracts and agreement. 

On February 9, 1961, Monson filed in Docket No. G—17756, a petition for 
modification of our order of July 25, 1960, supra, so as to eliminate the re- 
quirement that it submit an executed contract with Wickwire. Conjunctively, 
Monson submitted a copy of an executed agreement with Products and a copy 
of an executed contract with Diamond along with studios presumably sup- 
porting the feasibility of its proposal without reliance on the volumes of gas 
originally sought to be delivered to Wickwire. 

The instant Monson project is a material deviation from that contemplated 
originally and supported by evidence of record at the hearing in Docket No. 
G-18877, et al. The principal change is that the proposal as authorized was 
based on industrial sales of up to 3,518 Mcf per day whereas the submitted 
contract with Diamond is for a sale of a maximum of 1,250 Mcf per day. This 
latter figure is additionally subject to a reduction of 25 percent as provided 
for in the contract. The alleged feasibility studies submitted to support the 
present altered proposal contain figures representing estimated future sales 
wholly unsupported by any evidence of record or based on any contractual 
commitments. 

The proposal as now presented by Monson presents serious questions both as 
to financibility and feasibility, matters that can only be properly resolved in a 
Section 7 proceeding under the Natural Gas Act. 


The Commission finds: 


(1) Monson Gas Company has not made the necessary filings in compliance 
with the conditions set forth in our order of July 25, 1960. 


1 Notices of September 27, 1960 and November 10, 1960. 
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(2) The petition filed by Monson on February 9, 1961 represents a project 
which materially deviates from the project conditionally certified by our order 
of July 25, 1960. 


The Commission orders: 

(A) The petition for modification of our order filed by Monson on February 
9, 1961 is hereby denied. 

(B) If within 30 days of this order Monson has not complied with the con- 
ditions set forth in our order of July 25, 1960, as they relate to Docket 
G-17756, said order shall be deemed vacated as it relates to any authorization 
to the Monson Gas Company in said docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NOS. 
G-12706 AND G-18841 


ORDER DENYING APPLICATION FOR REHEARING, FOR RECONSIDERATION AND VACATION 
OF THE ORDER ISSUED JANUARY 25, 1961 


(Issued March 23, 1961) 


On February 23, 1961, Ohio Valley Gas Corporation (Ohio Valley) filed an 
application for rehearing and for reconsideration and vacation of our order 
issued January 25, 1961, 25 FPC 172. Ohio Valley contends that our action 
in approving the settlement, especially where opposition has been shown to the 
terms of the settlement, is contrary to Section 4 of the Natural Gas Act and 
is a denial of due process since no hearing has been held respecting all the 
issues. Ohio Valley argues also that our action in disallowing the filed rate 
increases, except insofar as such rates and charges are applicable to Ohio 
Valley, in approving the settlement agreement without reservation as to Ohio 
Valley, and in ordering refunds to all customers except Ohio Valley, is con- 
trary to law, is not supported by any evidence of record, and is not supported 
by adequate findings. Lastly, Ohio Valley contends that the establishment of 
the procedure at the hearing (now set to commence on April 4, 1961) is im- 
proper in law and in fact constitutes an abuse of discretion and a denial of 
due process of law in that it shifts the burden of proof from the proponent 
of the rate increase to the opponent thereof because Ohio Valley is required 
to first present its evidence on the issue of zone allocation and rates. 

Our order of January 25, 1961, conditionally approving the rate settlement 
agreement was predicated upon a motion for such approval, and data relating 
thereto, filed by Texas Eastern on December 8, 1960, wherein it was stated 
that after numerous conferences, open to all parties, a settlement agreement 
had been reached by 77 of Texas Eastern’s 79 affected customers who pur- 
chased 99.44% of the annual volume of gas sold by Texas Eastern during the 
calendar year 1959. Ohio Valley did not execute the settlement agreement and 
on December 19, 1960, filed an answer and cross-motion in opposition to the 
proposed settlement. 

As we are of the opinion that the public interest would best be served by 
conditionally approving the settlement agreement and in order that Ohio Valley 
would not be denied due process of law, Ohio Valley was excluded from the 
operation of our order of January 25, 1961, preserving the status quo as to it. 
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We did not wish to deny to 77 out of 79 customers* who purchased 99.44% 
of the gas during the test year utilized for settlement purposes, the effect of a 
settlement which they had agreed upon and which upon review we found to 
be reasonable and proper. 

In its motion in opposition, Ohio Valley recites that it has not agreed to the 
rate settlement, that it has consistently objected to Texas Eastern’s rate in- 
creases and to the differential in rates between zones, and argues that the 
rates in zone “C” are unreasonable and unduly discriminatory. In closing 
its motion Ohio Valley states as follows: 


In view of the foregoing, Ohio Valley Gas Corporation respectfully 
urges the Commission to (a) deny Texas Eastern’s Motion for Approval 
of Rate Settlement Agreement, and (b) moves the Commission to fir a 
date of hearing on the issue of zone allocation and rates, with opportunity 
for Ohio Valley and other parties to present evidence and be heard on 
such issue. [Emphasis supplied.] 


It is evident that this motion is in the nature of a complaint in that it 
objects to the proposed settlement and requests that Ohio Valley be given the 
opportunity to present evidence and be heard on the issues of Zone allocation 
and rates. In order that Ohio Valley would be afforded the opportunity to 
clarify and support its complaint, our order of January 25, 1961, contained the 
following paragraph: 


(I) In view of Ohio Valley’s request for opportunity to be heard and 
present evidence in opposition to the rates proposed in the Agreement for 
Zone “C,” a public hearing in these dockets shall be held on February 28, 
1961, at 10:00 a.m. (EST), in a Hearing Room of the Federal Power Com- 
mission, 441 G Street, NW., Washington, D.C., concerning the issue raised 
by Ohio Valley respecting the size and extent of Zone “C” and the alloca- 
tion and rates applicable to that zone. At such hearing Ohio Valley shall 
jirst present its evidence on the issue it has raised. Following cross- 
examination of Ohio Valley’s witnesses, other parties to the proceeding 
may offer such evidence as they deem necessary, which evidence, if any, 
Ohio Valley may rebut if it so desires, after cross-eramination by any 
party to the proceeding on such evidence offered by other parties. [Em- 
phasis supplied.] 


In clarification of the above-quoted paragraph (I) the Commission has 
granted Ohio Valley the opportunity to present its complaint in the hearing 
room. This is not an order for a full-blown rate hearing and is not to be 
interpreted as placing any burden of proof upon Ohio Valley which would be 
in controvention of Section 4(e) of the Natural Gas Act. The only interpreta- 
tion that should be given paragraph (I) is that Ohio Valley has the oppor- 
tunity to state in a formal hearing why it has not agreed to the rate settle- 
ment, why it has consistently objected to Texas Eastern’s rate increases and 
to the differential in rates between zones and why it believes that rates in 
zone (C) are unreasonable and unduly discriminatory as to it. Our January 
25, 1961 order does not require Ohio Valley to prove or disprove the lawfulness 
of any increased rate. Rather, it is designed to afford Ohio Valley an oppor- 
tunity to formally register its complaint and to state its position in support 
thereof. For these reasons, we believe that Ohio Valley’s pleading of February 
23, 1961, shuold be denied. 


* Brooklyn Union Gas Company did not execute the agreement but has indicated no 
objections to its approval. 
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The Commission finds: 


The application for rehearing and for reconsideration and vacation of our 


order issued January 25, 1961, by Ohio Valley Gas Corporation should be 
denied. 


The Commission orders: 


The application by Ohio Valley Gas Corporation for rehearing and for re- 
consideration and vacation of our order issued January 25, 1961, hereby is 
denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ALABAMA-TENNESSEE NATURAL GAS COMPANY, DOCKET NO. CP61-181 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 24, 1961) 


On January 3, 1961, Alabama-Tennessee Natural Gas Company (Applicant), 
Post Office Box 380, Florence, Alabama, filed in Docket No. CP61-181 an appli- 
cation pursuant to Section 7(c) of the Natural Gas Act for a certificate of 
public convenience and necessity authorizing the construction and operation 
of approximately 3.6 miles of 6-inch lateral pipeline extending from Applicant’s 
10-inch main transmission pipeline near Cherokee, Colbert County, Alabama, to 
an ammonia manufacturing plant to be built by Armour and Company 
(Armour) near Barton, Alabama, all as more fully set forth in the application. 

The proposed facilities are to be used to enable Applicant to deliver natural 
gas to Armour directly on an interruptible basis for use in the aforesaid 
ammonia plant as a raw material, for process purposes and as fuel. 

Estimated normal basic requirements of Armour for this plant are 3,500 Mcf 
of natural gas per day, in addition to which Applicant desires to supply up 
to 15,000 Mcf per day for testing and other purposes, when available. Esti- 
mated annual sales to Armour are 558,000 Mcf in 1962, and 355,000 Mcf in the 
year 1963 and the year 1964. 

The estimated total cost of Applicant’s proposed project is $131,600 which 
will be financed from funds on hand and from earnings. 

The volumes of natural gas involved herein will not have any appreciable 
impact on Applicant’s ability to render service to existing customers, nor will 
additional maximum day supplies of gas be required of Applicant’s sole sup- 
plier, Tennessee Gas Transmission Company. The proposed sale will improve 
the load factor at which Applicant purchases gas from Tennessee Gas Trans- 
mission Company. 

Pursuant to due notice, a public hearing, was held in Washington, D.C., on 
March 14, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 
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The Commission finds: 


(1) Applicant, Alabama-Tennessee Natural Gas Company, a Delaware cor- 
poration having its principal place of business in Florence, Alabama, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as here- 
tofore found by the Commission in its order issued July 2, 1948, modifying 
and affirming the Presiding Examiner’s initial decision in Docket No. G—585 
(Docket Nos. G—585, et al., 7 FPC 257). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter granted to 
Applicant and to the exercise of the rights granted thereunder, and that the 
time within which construction of the facilities authorized by this order shall 
be completed and said facilities placed in actual operaton should be fixed at 
12 months from the date on which this order issues. 

(6) The volume of natural gas which Applicant may deliver to Armour and 
Company under this authorization should be limited to a maximum of 18,600 
Mcf per day, the estimate in the application. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Alabama-Tennessee Natural Gas Company to con- 
struct and operate the facilities hereinbefore described, all as more fully de- 
scribed in the application in this proceeding, for the transportation of natural 
gas as therein set forth, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraph (a), (b), 
(c) (3), (c)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) above and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and said facilities placed in actual operation as provided by para- 
graph (b) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act is hereby fixed at 12 months from the date on which this order issues. 

(D) The volume of natural gas which Applicant may deliver to Armour 
and Company under this authorization is hereby limited to a maximum of 
18,600 Mcf per day, the estimate in the application. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


APPALACHIAN POWER COMPANY, PROJECT NO. 2210 
ORDER AMENDING LICENSE (MAJOR) 
(Issued March 24, 1961) 


In our order issued April 25, 1960, 28 FPC 624, issuing a license to Ap- 
palachian Power Company (licensee) for proposed Project No. 2210, we in- 
cluded therein a special condition (Article 19)* under which, among other 
things, we could prescribe, upon the future recommendation of the Secretary 
of the Interior, after notice and opportunity for rehearing, that the license 
shall construct, maintain and operate protective devices and shall comply with 
reasonable modifications of the project structures and operation in the interest 
of fish and wildlife resources. 

By letter dated May 3, 1960, an Assistant Secretary of the Interior requested 
that the license for the project be amended to include certain additional con- 
ditions in the interest of the Department of the Interior. 

The licensee has offered no objection to the conditions hereinafter prescribed 
under Article 19 in the interest of fish and wildlife resources. 

In reviewing our above-mentioned order issued April 25, 1960, we note that 
finding (2)(b) therein incorrectly fixes the capacity of the substation at the 
Upper Development as being 395,000 KVA rather than 450,000 KVA which 
latter is the correct figure. 


The Commission finds: 
The license, amended as hereinafter ordered, is in the public interest. 


The Commission orders: 


(A) The license for Project No. 2210 is amended as follows: 

Paragraph I. The figure “395,000” appearing in line 16 of finding (2)(b) of 
the license is changed to “450,000.” 

Paragraph II. The following new articles are included in the license: 

Article 338. The Licensee shall consult with the U. S. Fish and Wildlife 
Service and the Virginia Commission of Game and Inland Fisheries and on 
the basis of this consultation shall provide free public access to project waters 
and shall undertake measures for preserving and improving fish and wildlife 
resources of the project area, as may be prescribed hereafter by the Commis- 
sion upon its own motion or upon recommendation of the Secretary of the 
Interior, or the Virginia Commission of Game and Inland Fisheries, after 
notice and opportunity for hearing. 

Article 34. The licensee shall release from the Lower Development a mini- 
mum average daily (24 hour) flow of 60 cf.s., measured at the Altavista, 
Virginia gauging station. During the spring striped bass spawning season 
releases necessary to maintain a minimum average daily. (24 hour) flow not 
to exceed 2,000 ¢.f.s., measured at a point just below the mouth of Falling 
River, shall be provided during a 19 day period, as requested by the Virginia 
Comgnission of Game and Inland Fisheries five days prior to the need, not to 
include more than two Sundays nor more than two Mondays; provided that 
both these flow requirements are to be considered tentative pending completion 
of studies necessary (to be conducted for one year following commencement 
of normal power operation of the combined developments) as a basis for 


*Since modified by our order issued January 10, 1961. 
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recommending revisions of the above flow requirements to assure the qualita- 
tive and quantitative adequacy of the flows for fish life; and provided further 
that the Licensee shall make available to the Bureau of Sport Fisheries and 
Wildlife a sum not to exceed $7,000 for the purpose of conducting such studies. 

Article 35. The Licensee shall make available to the Smithsonian Institution, 
Washington, D.C., upon its request to the licensee and further direction of the 
Commission reasonable sums of money not to exceed $2,000 for archeological 
surveys and not to exceed $8,500 for archeological salvage tests and excava- 
tions. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license. 

(C) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) 
of the Federal Power Act and failure to file such an application shall con- 
stitute acceptance of this amendment of license. In acknowledgment of the 
acceptance of this amendment of license, it shall be signed for the licensee and 
returned to the Commission within 60 days from the date of issuance of this 
order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. CP61-170 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 24, 1961) 


The Ohio Fuel Gas Company (Applicant) 99 North Front Street, Columbus 
15, Ohio, filed an application on December 22, 1960, pursuant to Section 7 of 
the Natural Gas Act for a certificate of public convenience and necessity 
authorizing the construction and operation of natural gas facilities for the 
delivery of natural gas as hereinafter described subject to the jurisdiction of 
the Commission all as more fully described in the application in Docket No. 
CP61-170. 

Applicant seeks authority to construct and operate 875 feet of 2% inch lateral 
line and appurtenant metering and regulating equipment at a point of con- 
nection with Applicant’s existing Canfield lateral line in Mahoning County to 
Nease Chemical Company Plant now under construction near Salem, Ohio. 
The proposed delivery will be on an interruptible basis and will be used prin- 
cipally for steam generation in processing organic chemicals for the pharma- 
ceutical industry. Applicant states that gas has been found to be the most 
suitable fuel for the economic operation of the plant. 

Estimated Sales to Nease are as follows: 


Maximum day} Annual Mcf 
Mef 


First year 
Third year 
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The estimated cost of the proposed facilities is $6,540 financed from cash 
on hand. 

Ohio Fuel’s gas supply is considered reasonable adequate for the rendition 
of the proposed service. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 16, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of its Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be constructed and operated by applicant will be used 
for the transportation of natural gas in interstate commerce and the con- 
struction and operation thereof are subject to the requirements of Subsections 
(c) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities and transportation 
of natural gas by Applicant as herein described, and as more fully described 
in the application in Docket No. CP61-170 are required by the public con- 
venience and necessity and a certificate therefor should be issued as herein- 
after ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant in 
Docket No. CP61-170 and to the exercise of the rights granted thereunder, 
and that the time within which construction of facilities authorized by this 
order shall be completed and in actual operation should be fixed at four months 
from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 1.30 
(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to construct and operate natural gas facilities and to deliver 
up to 700 Mcf per day of natural gas to Nease Chemical Company, as described 
herein and as more fully described in the application in Docket No. CP61-170. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c) (4) and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations, including Rules of Practice and Procedure, shall attach to 
the issuance of the certificate granted in paragraph (A) hereof, and to the 
exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at four months from 
the date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
Arthur Kline and Paul A. Sweeney. 


PACIFIC POWER & LIGHT COMPANY, PROJECT NO. 935 
ORDER APPROVING REVISED PROJECT EXHIBIT 
(Issued March 24, 1961) 


On February 20, 1961, Pacific Power & Light Company, licensee for major 
Project No. 935, filed for Commission approval revised Exhibit M for the 
third generating unit of the project. 

The revised exhibit, which covers the mechanical and electrical equipment 
of the power plant including the three installed generating units, supersedes 
Exhibit M now part of the license. 


The Commission finds: 

The above-mentioned Exhibit M (Revised February 13, 1961) consisting of 
one typewritten page entitled “General Description of Mechanical and Electri- 
cal Equipment,” conforms to the Commission’s rules and regulations and 
should be approved as part of the license for the project, and superseded 
Exhibit M should be eliminated from the license—all as hereinafter provided. 


The Commission orders: 


The above-described revised Exhibit M is approved as part of the license 
for Project No. 935 and superseded Exhibit M is eliminated therefrom. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP61-176 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued March 24, 1961) 


On December 23, 1960, United Gas Pipe Line Company (Applicant), filed 
an application, as supplemented on January 11, 1961, in Docket No. CP61-176, 
pursuant to Section 7(c) of the Natural Gas Act, for a certificate of public 
convenience and necessity seeking authorization to construct and operate 0.012 
of a mile of 4-inch pipeline extending from its existing 6-inch Mineola-Van Field 
supply lateral to the Town of Van, Texas, (Van) and a meter station, all in 
Van Zandt County, Texas. 

The proposed facilities are to be used to sell and deliver natural gas to 
United Gas Corporation (United) for resale and distribution in Van. 

Van has been receiving natural gas service from Pure Oil Company (Pure) 
in conjunction with Pure’s lease operations in the Van Field; however, due 
to a change in such operations Pure will cease serving Van at an early date. 
United will acquire from Pure the distribution system in Van; the initial 
cost of acquiring and placing the Van distribution system in operation is 
estimated at $36,228. 

The estimated natural gas requirements of Van are as follows: 
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Mef at 14.9 psia 


Peak day Annual 
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1 
Divccunscapcccntcsccpehétsbadmebabedasanabyéneutedeunrbeneedaesenbesbadseaeetne 1,2 73, 000 
1 


74, 500 


The service will be rendered at a rate of 24.2 cents per Mcf by Applicant to 
United under a service agreement, dated December 19, 1960. 

Applicant estimates the total capital cost of its proposed project at $7,730, 
which cost will be financed out of current working funds. 

United has been granted a 30-year franchise to render natural gas service 
in Van. 

Applicant has been granted temporary authorization by letter, dated Janu- 
ary 13, 1961. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 20, 1961, respecting the matters involved in and the issues presented 
by the application, as supplemented, herein. No petition to intervene or pro- 
test to the granting of the application has been received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a decision herein pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation 
having its principal place of business in Shreveport, Louisiana, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of January 20, 1942, in Docket No. G-216 
(3 FPC 2). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities and the pro- 
posed sale of natural gas to United Gas Corporation for resale, by Applicant, 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of 
the facilities authorized by this order shall be completed and placed in actual 
operation within 6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, United Gas Pipe Line Company, to con- 
struct and operate the proposed facilities and to sell and deliver natural gas 
to United Gas Corporation, as hereinbefore described, all as more fully de- 
scribed in the application, as supplemented, herein, upon the terms and condi- 
tions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 6 months from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


WISCONSIN MICHIGAN POWER COMPANY, PROJECT NO. 1759 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST; 
ACCRUED DEPRECIATION ; AND PRESCRIBING ACCOUNTING THEREOF 


(Issued March 24, 1961) 


Wisconsin Michigan Power Company, Licensee for Project No. 1759,1 filed 
statements, pursuant to Section 4.1 of the Commission’s Regulations under the 
Federal Power Act, claiming for the period from January 1, 1951, through 
December 31, 1957, project additions and retirements resulting in (1) an 
$85,662.86 net increase in project cost over the previously determined amount 
of total actual legitimate original cost of the project, $3,371,082.64 as of Decem- 
ber 31, 1950,2 and (2) a resulting total claimed actual legitimate original cost 
of the project as of December 31, 1957, of $3,456,745.50. The claimed total net 
increase of $85,662.86 results from claimed and recorded project gross additions 
of $89,078.41, gross retirements of $38,658.51 and a net debit adjustment of 
$35,242.96 3 and is more specifically shown in the attached Schedule I. 

On January 3, 1949, Licensee filed with the Commission pursuant to Section 
4.20 of the Commission’s Regulations under the Federal Power Act, as a part 
of its project initial cost statement, a schedule therein setting forth claimed 


1The project is located on the Michigamme and Menominee Rivers in Iron and Dick- 
inson Counties, Michigan, and Florence County, Wisconsin, and consists of three plants 
or developments: The Twin Falls Plant, the first three units of which were placed in 
operation in 1913; the Way Dam Plant, consisting of the Michigamme Reservoir and 
Way Dam Powerhouse, which were placed in service in 1941 and 1949, respectively ; and 
the Peavy Falls Plant, placed in service in 1943. The license (issued on April 5, 1948, 
pursuant to Section 4 (e) of the Federal Power Act), authorizing the operation and 
maintenance of the constructed project, is by its terms effective for a period beginning 
January 1, 1938, and terminating June 30, 1970. 

2 See Commission order issued August 7, 1958 (20 FPC 155), as amended by the 
Commission’s order issued October 29, 1958 (20 FPC 563). These orders, in addition 
to determining the project actual legitimate original cost as of December 31, 1950, also 
determined the project actual legitimate original cost as of the effective date of the 
license, January 1, 1938, in the amount of $555,592.41. 

$ Such adjustments consist of transfers between project and nonproject accounts, cor- 


rections of prior years’ accounting, and transfers from this project to other projects of 
the Licensee. 




















574 FEDERAL POWER COMMISSION 





accrued depreciation applicable to project properties of Project No. 1759 in 
the amount of $89,441.11 as of January 1, 1938, the effective date of the license.* 

The Commission’s staff made a field examination of the books and records of 
Licensee and other data for the purpose of ascertaining the correctness of the 
claimed and recorded project cost changes and the resulting project cost as of 
December 31, 1957, and of the claimed amounts of accrued depreciation ap- 
plicable to project properties as of January 1, 1938, and annually thereafter 
to December 31, 1957. : 

Following that examination, agreement subject to Commission approval was 
reached between the staff and Licensee’s representatives with respect to certain 
proposed adjustments involving (1) the elimination of $5,599.84 from the 
claimed and recorded project costs for the period from January 1, 1951, through 
December 31, 1957; (2) revision in the claimed project accrued depreciation 
in the net credit amount of $34,765.19 as of January 1, 1988, and a revision 
of the estimated amounts of accrued depreciation thereafter to reflect the total 
net credit amount of $722,746.58 as of December 31, 1957; and (3) the account- 
ing disposition of the foregoing amounts. 

The proposed eliminations totaling $5,599.84 are composed of the following: 


Development Amounts 
Twin Falls Plant: 
TROOIIIOE - HOPING panicatetrncmncieienietdcainiesetiedsdin ($1,661.74) 
Incorrect pricing of transfers between project 
nn RT IN iia oe en it 73.29 
Peavy Falls Plant: 
Operating expenses improperly capitalized __.____.____________ ( 1,509.00) 
RCE TIE RE ie trees cece antndpenanniibesin ( 2,502.39) 






Sideline cheb a eae dies I alae ( 5,599.84) 

The proposed accounting disposition of the amounts involved in the proposed 

adjustments to bring Licensee’s recorded project costs into agreement with the 

recommended project cost and changes tentatively agreed to between Licensee 
and the staff are shown by the following composite journal entry: 


Debit Credit 
100.1 Electric plant in service, nonproject__---------- $126. 52 
110 Other physical property_....-.---.----------- 2, 502. 39 
250 Reserve for depreciation of electric plant— 
Projest- No. 1760...........-. Cae s ee 1, 661. 74 
271 I oe Oe igume 1, 509. 00 
100.1 Electric plant in service— 
ENN WA CW re co cles ack weneeseeawees $5, 599. 84 
Se Pieri anne ... $1, 588. 45 


Peavy Falls plant_--------- 4, 011. 39 


100.1 Electric plant in service—Project No. 1980 


143 ROI Rs Nc keeman a 170. 36 


The Commission’s staff examined the underlying data supporting Licensee’s 
claimed accrued depreciation and, in addition, reviewed the historic pattern 
of depreciation followed by Licensee, which included several different methods 
of computing depreciation during the period here involved. The staff then 
made independent straight-line computations of depreciation accruals relative 
to project properties from the dates that such properties were placed in service 

4 Article 16 of the license provides for determination by the Commission of the actual 


legitimate original project cost and accrued depreciation applicable to project properties 
as of the effective date of the license, January 1, 1938. 
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to January 1, 1938, the effective date of the license, and thereafter to December 
$1, 1957, in order to test the adequacy of Licensee’s claimed amount of accrued 
depreciation as of January 1, 1938, and to determine the proper amounts of 
accrued depreciation applicable to project properties from that date to and 
including December 31, 1957. 

On May 2, 1960, Licensee filed revised estimates of project accrued deprecia- 
tion as of January 1, 1938, and annual balances thereafter to Decermber 31, 
1957, as reflected in the attached Schedule II. This later filing reflected a 
revised accrued depreciation applicable to inservice project properties as of 
January 1, 1938, in the credit amount of $124,209.30, with increases therein 
during the period from January 1, 1938 through December 31, 1957, in the net 
credit amount of $598,537.28, and a credit balance applicable to inservice 
project properties as of December 31, 1957, of $722,746.58. 

At a conference between Licensee’s representatives and the Commission’s 
staff on June 1, 1960, agreement subject to Commission approval, was reached 
as to applicable amounts of project accrued depreciation as of January 1, 1938, 
the effective date of the license, and as of December 31, 1957, all as reflected 
in the attached Schedule II. 

In the past Licensee has not maintained a separate reserve for accrued 
depreciation applicable to inservice project properties as a part of its primary 
books of account. Rather, it has maintained memorandum records showing its 
claimed accrued depreciation as of January 1, 1938, and its annual provision 
for depreciation applicable to project properties; the latter being a part of 
Licensee’s over-all reserve for depreciation applicable to its entire depreciable 
plant. Consequently, Licensee need only separate from the over-all system 
reserve for accrued depreciation that portion deemed applicable to inservice 
project properties to state separately upon Licensee’s primary books of account 
the depreciation amounts related to the project. 

The Wisconsin Public Service Commission and Michigan Public Service Com- 
mission were separately advised by letters of this Commission dated September 
29, 1960, of the proposed adjustments, accounting disposition, resulting project 
costs and accrued depreciation, all as described above. By their respective 
letters dated October 7 and October 5, 1960, the Wisconsin and Michigan Public 
Service Commissions indicated no objection to the foregoing. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the proposed adjustments, in- 
cluding those relating to accrued depreciation, the accounting disposition and 
the resulting project costs, and depreciation reserves and by its letter dated 
December 22, 1959, and the Public Service Commissions of Wisconsin and 
Michigan by their respective letters dated October 7, 1960 and October 5, 1960, 
have obviated the necessity for the notice and opportunity to protest provided 
by Sections 4.4, 4.5, 4.22, and 4.23 of the Commission’s Regulations under the 
Federal Power Act. 

(2) The foregoing adjustments, including the accounting disposition, are 
reasonable and appropriate for the purposes of the Federal Power Act and, 
therefore, should be approved “and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of 
Project No. 1759 for the period from January 1, 1951, through December 31, 
1957, is $80,063.02, consisting of project gross additions of $85,152.35, gross 
retirements of $40,320.25, and a net debit adjustment of $35,230.92; and the 
resulting total actual legitimate original cost of Project No. 1759 as of Decem- 
ber 31, 1957, is $3,451,145.66, classified by primary plant accounts as shown in 
the attached Schedule I. 


693-489—_64——39 
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(4) As of January 1, 1938, the actual legitimate original cost of Project 
No. 1759 as previously determined is $555,592.41, the accrued depreciation 
applicable to inservice project properties is $124,209.30, and the project net 
investment is the net amount of $431,383.11. The net increase in the project 
reserve for depreciation for the period from January 1, 1938 through Decem- 
ber 31, 1957, is $598,537.28; and the reserve for accrued depreciation applicable 
to inservice project properties of Project No. 1759 as of December 31, 1957, is 
$722,746.58, all classified functionally as shown in the attached Schedule II. 


The Commission orders: 


(A) The provisions of Sections 4.4, 4.5, 4.22, and 4.23 of the Commission’s 
Regulations under the Federal Power Act are hereby waived for the purposes 
of this order. 

(B) The foregoing adjustments, including the accounting disposition, as 
proposed by the staff and agreed to by Licensee, are hereby approved and 
directed to be made by Licensee. 

(C) Licensee, to the extent that it has not already done so, shall (a) estab- 
lish and maintain control and detailed plant accounts for Project No. 1759, 
showing the debit amount of $80,063.02 as the net increase or change in project 
plant accounts during the period from January 1, 1951, through December 31, 
1957, and the total debit balance of $3,451,145.66 as of December 31, 1957, all 
as more specifically shown by primary plant accounts as set forth in the at- 
tached Schedule I; and (b) establish and maintain a reserve account for 
accrued depreciation for Project No. 1759 showing the credit balance of 
$124,209.30 as of January 1, 1938; the credit amount of $598,537.28 as the net 
increase or change in the project reserve for accrued depreciation for the 
period from January 1, 1938, through December 31, 1957; and the credit balance 
of $722,746.58, as of December 31, 1957; all classified functionally as shown 
in the attached Schedule II. 

(D) Licensee shall within 60 days from the issuance of this order file three 
certified copies of its journal entries showing compliance with this order. 


Scuepvue I.—Actual legitimate original cost 


Account Changes from Jan. 1, 1951 through 
Approved Dec. 31, 1957 Allowed 
cost as of cost as of 
Dec. 31, 1950* Dec. 31, 1957 
Title As recorded} Adjust- | Allowable 
ments 


(2) (3) (4) (5) (6) (7) 


Twin Falls Plant 
PRODUCTION PLANT 
Land and land rights $96, 738. 31 $96, 738. 31 


Structures and improvements_. 100, 275. 62 , 054. 104, 329. 94 
Reservoirs, dams and water- 


147, 216. 74 145, 893. 43 

generators. ._- 103, 518. 06 103, 518. 06 

Accessory electric equipment- - 30, 115. 34 122.40 | ($1, 661.74)| (1, 539. 34) 28, 576. 00 
Miscellaneous power plant 

equipment 3, 712. 27 “ 6, 805. 26 


Total production plant_-- 481, 576. 34 (1, 661. 74) 4, 284. 66 485, 861. 00 
TRANSMISSION PLANT - 
Structures and improvements. - 5, 342. 20 5, 342. 20 
Station equipment. 83,085.12 | 55, 569.16 73.29 | 55,642.45 138, 727. 57 
Total transmission plant_ 88, 427.32 | 55, 569.16 73.29 | 55, 642. 45 144, 069. 77 


Total Twin Falls Plant..} 570,003.66 | 61,515.56 | (1,588.45)} 59,927.11 629, 930. 77 


—S $L—_——EEEDESD==S=S=™"_O__—___—====S=[_ SE EOE 
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ScnEepDuLeE I.—Actual legitimate original cost—Continued 
































Account Changes from Jan. 1, 1951 through 
a ___| Approved Dec. 31, 1957 Allowed 
costasof |__ ; __| _ cost as of 
Dee. 31, 1950* Dec. 31, 1957 
No. Title As recorded| Adjust- | Allowable 
ments 
(1) (2) (3) (4) (5) (6) (7) 
Way Dam Plant-Reservoir 
(Michigamme) 
PRODUCTION PLANT 
320 | Land and land rights__-_....-.- CO FI Ri cdniccededetsdeccccctmasinstpebnciion $145, 981. 38 
321 | Structures and improvements.. Pe OE Paededagndcdclndscihoaeestieudnasbaune 5, 581.14 
322 | Reservoirs, dams and water- 
Weictiinthiene-tintheenadenten 366, 429. 57 GE Gide ccccccnns ($282. 97) 366, 146. 60 
326 Roads, railroads and bridges-.- OEE GU bindededeqede fecwccencncentbedecceasas 2, 641. 00 
Total Way Dam plant- 
SQGUEVON.cccnccencnanse 520, 633. 09 OS (282. 97) 520, 350. 12 
Way Dam Plant-Powerhouse eal : iy 
PRODUCTION PLANT 
321 | Structures and improvements.. 180, 402. 29 | ee 708. 89 181, 111. 18 
322 | Reservoirs, dams and water- 
I ne dncintrin omnicennsictpwnites ween EG REE bihtn nna bihinsenesaeibeeibhibediel 20, 505. 15 
323 | Water wheels, turbines and 
CINE tn wedsetincatenen FER, SOE Brccatecntacapedsctecctictis penecncasanie 101, 795. 09 
324 | Accessory electric equipment. BE FE Od eet cnnnncctpcevccentugsesccocehonme 18, 210. 32 
325 | Miscellaneous power plant 
ne 7, 373. 35 TRIED Bttcneninns 724. 00 8, 097. 35 
326 | Roads, railroads and bridges_-- i PE Dia tinrtnaenahdunsscctnnsbasesebara 4, 382.74 
Total production plant. -_ 332, 668. 94 DI Eidiecnccecens 1, 432. 89 334, 101. 83 
TRANSMISSION PLANT « | hie - 
340 | Land and land rights-___.....-- 1, 953. 13 
341 | Clearing land and rights-of- 
SIN seaalhccinciesagratetrscemeieetotene toe 6, 601. 59 
342 | Structuresandimprovements..; 4,606.56 /............| ($4,606.56)| (4,606. 56)/........._.___ 
343 | Station equipment. 24, 880. 87 
345 | Poles and fixtures.............- 21, 948. 28 
346 | Overhead conductors and de- 
VIOUS. .giicnncnccacecssssnances 21, 967. 00 
Total transmission plant. 77, 350. 87 
Total Way Dam plant- 
powerhouse...........- 410, 019. 81 RGEIG Incdincionsn ote 1, 432. 411, 452. 70 
Peavy Falls Plant a) 
PRODUCTION PLANT 
320 | Land and land rights._.-...-.- 73, 335. 68 3.00 i GE hncmeciicesatars 73, 335. 68 
321 | Structures and improvements.. 153, 580. 98 GES Wneintececeen 452. 7. 154, 033. 71 
322 | Reservoirs, dams and water- 
EAN TS eS 916, 877.46 | 17,900.00 | (1,506.00)} 16,394.00 933, 271. 46 
323 | Water wheels, turbines and 
SES ointanectsectaagd 399, 908. 62 2, 502. 39 Ch BR ivie cc ccdeck- 399, 908. 62 
324 | Accessory electric equipment. - 68, 310. 90 RED Bo einacnenges 11, 572. 13 79, 883. 03 
325 | Miscellaneous power plant 
CQUIIIONG oi ndn ds cncetctioen 12, 457. 33 ED Ceadiicationcnten 751. 48 13, 208. 81 
326 | Roads, railroads and bridges_-. Se OO iiiiiccicninetiieanactdiaits ehemndakinkas 24, 668. 76 


Total production plant.-} 1,649,139.73 | 33,181.73 | (4,011.39)| 29,170.34 | 1,678, 310.07 


TRANSMISSION PLANT 

















340 | Land and land rights__--.-..--- SRE SB fh emren ences haswncnnnenteatenebadile 821.31 
341 | Clearing land and rights-of- 

UN we scdheren eniectectnctnsinstppecienn FE Oe her cndndisctetn be dsesenentinnlnaneniiie 11, 426. 38 

342 | Structures and -—: mene BE GAD. OB lnertcnc sss... (18, 919. 06)| (18, 919. 06)}............-- 

343 | Station equipment__..........- 131, 803. 07 (7, 216. 90)| 18,919. 06 11, 702. 16 143, 505. 23 

345 | Poles and fixtures._...........- 26, 881. 40 Gi bids cdcttance (398. 79) 26, 482. 61 
346 | Overhead conductors and de- 

LE eee 31, 435. 13 _@ 568. I So (2, 568. 66) 28, 866. 47 

! 
Total transmission plant. 221, 286. 35 “Go, 184. 35)|-- dildos iia ted (10, 184. 35) | 211, 102. 00 








Total Peavy Falls plant-- 
Total—Project No. 1759-- 


1, 870, 426. 08. 22, 997.38 | (4,011.39); 18, 985. 99 | 1, 889, 412.07 
3, 371, 082.64 | 85,662.86 | (5,599.84)} 80,063.02 | 3, 451, 145. 66 








( ) Denotes credit. 
*See Commission Orders issued August 7, 1958 (20 FPC 155) and October 29, 1958 (20 FPC 563). 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE CALIFORNIA OREGON POWER COMPANY, PROJECT NO. 2082 
ORDER FURTHER AMENDING LICENSE (MAJOR) 
(Issued March 27, 1961) 


Application was filed March 7, 1960, and later supplemented, by The Cali- 
fornia Oregon Power Company, licensee for major Project No. 2082, for further 
amendment of the license for the project to authorize the construction of the 
ultimate Iron Gate Development complete with power installation and fish 
facilities in a single stage rather than the two stage construction now con- 
templated in the license. 

Project No. 2082 is located on the Klamath River, a navigable water of the 
United States, in Siskiyou County, California, and affects lands of the United 
States. 

The amendment sought would involve changing the design of the Iron Gate 
dam from a concrete arch dam to an earth-fill dam to be constructed initially 
to the ultimate height, and would cause an increase in the authorized intsalled 
horsepower capacity of the project from 175,000 horsepower to 199,000 horse- 
power. 

The license, as amended, for the project provides that construction of the 
initial stage of the Iron Gate Development shall commence within six months 
from January 13, 1960 and be completed within one year thereafter. The 
licensee commenced preliminary construction in April 1960. According to the 
pending application for amendment, the licensee expects to complete construc- 
tion of the Iron Gate Development by December 31, 1961, assuming proper 
authorization is received as hereinafter provided. 

The Chief of Engineers and the Secretary of the Army have reported that 
the plans of structures are satisfactory insofar as the interests of navigation 
are concerned and additional terms and conditions in the interest of navigation 
are not considered necessary for inclusion in any amendment issued. Tracings 
showing the structures affecting navigation have been approved in accordance 
with Section 4(e) of the Federal Power Act. 

An Assistant Secretary of the Interior, in reporting on the application, 
recommended inclusion in any amendment issued of certain conditions in the 
interests of his Department and deletion from the license of certain conditions 
in the interests of his Department as a consequence of the changed plans for 
the Iron Gate Development. 

The California Department of Fish and Game reported on the application, 
and advised that certain articles in the license pertaining to flow releases 
should be revised to reflect the conditions set forth in the water right permit 
issued by the State Water Rights Board—all as hereinafter provided. 


The Commission finds: 

(1) The license, further amended as hereinafter provided, will not interfere 
or be inconsistent with any reservation or withdrawal of lands of the United 
States and is in the public interest. 

(2) Public notice of the application has been given. No protests have been 
received. 

(3) The proposed 66 kv transmission line between Iron Gate and COPCO 
No. 2 Switchyard and associated facilities are parts of the project within the 
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meaning of Section 3(11) of the Federal Power Act and should be included 
in the license for the project as hereinafter provided.* 

(4) The authorized installed horsepower capacity of the project for the 
purpose of computing the capacity component of the administrative annual 
charge is 199,000 horsepower and the annual charge for reimbursing the 
United States for the costs of administration of Part I of the Federal Power 
Act, based on such capacity, as hereinafter provided, is reasonable. 

(5) The following described revised exhibits filed as part of the application 
conform to the Commission’s rules and regulations and should be approved as 
part of the license for the project: 

Exhibit J-2 (FPC No. 2082-112) General Map, superseding Exhibit J-2 
(FPC No. 2082-19); Exhibit K-2 (FPC No. 2082-113 and -114) Project 
Boundary and Land Ownership Map and Topographic Map of Reservoir Area, 
superseding Exhibit K-2 (FPC No. 2082-21 and -22) ; 

Exhibit L-2 (FPC Nos. 2082-127 to -131, inclusive) General Plan Sections, 
and Details of Iron Gate Development superseding Exhibit L-2 (FPC No. 
2082-23) ; and 

Exhibit M-6, General Description of Equipment, Iron Gate Development, 
filed in the Commission March 7, 1960. 
and the exhibits described herein as being superseded should be eliminated 
from the license for the project—all as hereinafter provided. 


The Commission orders: 


(A) The exhibits specified in finding (5) above as conforming to the Com- 
mission’s rules and regulations are approved as part of the license for the 
project and the superseded exhibits specified above are eliminated from the 
license for the project. 

(B) The license for Project No. 2082, as amended, is further amended, 
effective as of January 1, 1961, as follows: 

ParaGraPH I. Finding 3(a) of the license is amended by eliminating there- 
from, under “Iron Gate Development,” Exhibit J-2 (FPC No. 2082-19), Exhibit 
K-2 (FPC No. 2082-21 and -22), and Exhibit L-2 (FPC No. 2082-23), and by 
including therein in lieu of the superseded exhibits, Exhibit J-2 (FPC No. 
2082-112), Exhibit K-2 (FPC No. 2082-113 and -114), and Exhibit L-6 (FPC 
No. 2082-127 through -131); and also by including therein Exhibit M-6, Gen- 
eral Description of Equipment, Iron Gate Development, filed in the Commission 
March 7, 1960. 

ParacraPpH II. Finding 3(b) of the license, under “Iron Gate Development” 
is amended to read as follows: 


Iron Date Development 


An earthfill dam about 173 feet high with crest elevation of 2,338 feet; a 
concrete chute spillway in the right abutment with a single gated section; a 
reservoir with normal water surface at elevation 2,328 feet and a capacity 
of about 58,000 acre-feet; a tunnel through the right abutment which will 
serve as a sluice and diversion during construction; an intake structure; a 
power conduit through the left abutment; a penstock; a powerhouse with one 
25,000-horsepower turbine connected to an 18,000-kilowatt generator installed 
therein; a substation adjacent to the powerhouse; a 66 kv transmission line 


* Article 30 (a) of the license, as amended, reserves to the Commission the right to 
determine at a later date after notice and opportunity for hearing, which additional 
transmission lines and facilities, if any, should be included in the license as part of the 
project works. The licensee has agreed to inclusion in the license of the line described 
in finding (3) above. 
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extending to COPCO No. 2 Switchyard; a fish ladder and fish trapping facili- 
ties; and other appurtenant electrical and mechanical facilities. 

PaRAGRAPH III. The following new articles are included in the license: 

Article 49. The Licensee shall construct, maintain, and operate or shall 
arrange for the construction, maintenance, and operation of artificial propa- 
gation facilities and such other permanent fish facilities and protective de- 
vices including, but not limited to, fish-hauling trucks, fish screens or ladders, 
and comply with such reasonable modifications in project structures and op- 
eration in the interest of fish life as may be prescribed hereafter by the Com- 
mission upon the recommendation of the Secretary of the Interior and the 
California Department of Fish and Game, after notice and opportunity for 
hearing. 

Article 50. The Licensee shall construct, concurrently with the construc- 
tion of Iron Gate Dam, and thereafter operate and maintain permanent fish 
trapping, collecting, holding, and spawn-taking facilities and appurtenances at 
or near and downstream from Iron Gate Dam as may be prescribed here- 
after by the Commission upon the recommendation of the Secretary of the 
Interior and the California Department of Fish and Game, after notice and 
opportunity for hearing. 

Article 51. The Licensee shall, concurrently with or prior to the construc- 
tion of Iron Gate Development, construct temporary fish and wildlife pro- 
tective facilities and devices together with appurtenant works including, but 
not limited to, those required to trap and transport adult and young of both 
salmon and steelhead trout past the damsite or otherwise accommodate such 
fish during the construction period, the type of such facilities and devices to 
conform to plans and specifications as prescribed hereafter by the Commis- 
sion upon the recommendation of the Secretary of the Interior and California 


Department of Fish and Game, after notice and opportunity for hearing. 
Article 52. The Licensee shall release to the streambed below Iron Gate 
Dam not less than the flows specified in the following schedule: 


Periods Flows, second-feet 
September 1-April 30 


May 1-May 31 
June 1-July 31 
August 1-August 31 


Provided that Licensee shall not be responsible for conditions beyond its 
control nor required to release more water than it has lawful right to use for 
hydroelectric purposes, and Provided further that Licensee shall restrict the 
changes of release rates to not more than 250 second-feet per hour or a 3-inch 
change in river stage per hour whichever produces the least change in stage 
as measured at a gage located not less than 0.5 mile downstream from Iron 
Gate Dam. 

Articie 53. The Licensee shall construct, maintain, and operate, or shall 
arrange for the construction, maintenance, and operation of permanent wild- 
life facilities and protective devices including, but not limited to, deer pro- 
tective fences, and comply with such reasonable modifications in project struc- 
tures and operation in the interest of wildlife as may be prescribed hereafter 
by the Commission upon the recommendation of the Secretary of the Interior, 
and the California Department of Fish and Game, after notice and opportu- 
nity for hearing. 


PARAGRAPH IV. Articles 40 through 43 of the license are eliminated there- 
from. 
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PaRaGRaPH V. Articles 28, 30, 31, 35 (a) and 44 of the license are revised 
to read as follows: 

Article 28. The Licensee, having commenced construction of the Iron Gate 
Development, shall continue to prosecute such construction and complete the 
Iron Gate Development not later than December 31, 1961. 

Article 30. The Commission reserves the right to determine at a later date 
which additional transmission lines and facilities, if any, shall be included in 
the license as part of the project works. 

Article 31. The Licensee shall file for Commission approval revised Exhibits 
F and K for the Iron Gate Development within one year following completion 
of construction of such development. 

Article 35. 

(a) Effective as of January 1, 1961, for the purpose of reimbursing the 
United States for the costs of administration of Part I of the Act, one (1) 
cent per horsepower on the authorized installed generating capacity (199,000 
horsepower), plus two and one half (2%4) cents per 1,000 kilowatt-hours of 
gross energy generated by the project during the calendar year for which the 
charge is made. 

Article 44. Prior to the construction and operation of the Iron Gate Devel- 
opment, the Licensee shall, to the extent of conditions within its control, op- 
erate its existing Copco No. 1 and Copco No. 2 plants so as to limit fluctuation 
of the surface of the Klamath River at a recording station located one-half 
(4%) mile below the lower of said plants to a maximum of nine (9) inches 
per hour increase or decrease, and so that the minimum flow of said river at 
said point is 500 cubic feet per second. 

(C) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way consti- 
tute a waiver of any other part, provision or condition of the license as here- 
tofore amended. 

(D) This order shall become final 30 days from the date of its issuance un- 
less application for rehearing shall be filed as provided in Section 313(a) of 
the Federal Power Act and failure to file such an application shall constitute 
acceptance of this amendment of license. In acknowledgment of the accept- 
ance of this amendment of license, it shall be signed for the licensee and 


returned to the Commission within 60 days from the date of issuance of this 
order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 
CITIES SERVICE GAS COMPANY, DOCKET NO. G-—18799 


ORDER APPROVING BATE SETTLEMENT AGREEMENT PRESCRIBING REFUNDS, 
AND TERMINATING PROCEEDING, IN PART 


(Issued March 27, 1961) 


On May 21, 1959, pursuant to the provisions of Section 4 of the Natural Gas 
Act, Cities Service Gas Company (Cities Service) tendered for filing revised 
tariff sheets! proposed an annual increase in its rates and charges of $10,512,- 


1 The tariff sheets were designated as First Revised Sheets Nos. 11, 13, 15, 17, 18, 20, 
23, 26, 28, 31, 32, 33, 36, and 37; Second Revised Sheets Nos. 22 and 30; Fourth 
Revised Sheets Nos. 4, 5, 7, 8, 10, 14, and 19; and Fifth Revised Sheets Nos. 12 and 
16 to Cities Service’s FPC Gas Tariff, Second Revised Volume No. 1 and Fourth Revised 
Sheet No. 27 to Cities Service’s FPC Gas Tariff, Original Volume No. 2. 
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300 annually over the rates in effect for the year 1958. The increased rates 
reflected, among other things, increased depreciation rates, a rate of return 
6%% and other cost adjustments. The increased rates were suspended by 
Commission order issued June 19, 1959, in the subject proceeding, and, pur- 
suant to an appropriate motion by Cities Service, were made effective No- 
vember 23, 1959, subject to refund. The increased rates applicable to the sales 
of gas for resale for industrial use only were allowed to go into effect on 
June 23, 1959. No date for hearing has been set in this proceeding. 

Cities Service, its distributor customers, certain municipalities, industrial 
customers, and members of the Kansas and Missouri State regulatory com- 
missions held numerous conferences from March 2, 1960, to September 22, 1960, 
looking toward a settlement of the issues in this proceeding. As a result 
thereof, the parties entered into a Stipulation of Settlement, which was filed 
with the Commission on October 21, 1960. 

A limited field investigation was undertaken by the Commission staff and 
thereafter a conference was called in which all interested parties and the 
staff participated. The conference dates were February 6, 7, and 8, 1961, and 
as a result thereof, agreement was reached among the conferees reducing the 
filed annual increase in rates from $10,512,300 to $5,048,453, reserving however 
for future determination the proper amount of federal income taxes to be 
included in the cost of service underlying the proposed settlement. 

On February 28, 1961, Cities Service filed a Motion for (a) Approval of 
Proposed Rate Settlement and (b) an Early Hearing and Determination of 
the One Reserved Issue, and appended thereto amendments to the stipulation 
filed with the Commission on October 21, 1960. The stipulation filed October 
21, 1960, had been executed by customers of Cities Service representing over 
98% of the annual volumes of gas sold by Cities Service. In addition, certain 
other interested parties, including the State Corporation Commission of Kan- 
sas and the Missouri Public Service Commission, approved the said stipulation. 
No protests or objections have been made to the Stipulation of Settlement filed 
on October 21, 1960, or the amendments thereto filed on February 28, 1961. 

The proposed Stipulation of Settlement, as amended, excepting only Exhibits 
C and D thereto, is attached hereto as Appendix A,* and is made a part 
hereof. Under such proposed settlement, immediate refunds will be made to 
Cities Service’s jurisdictional customers and reduced rates, reflecting the 
agreed cost of service, will become effective as of the dates specified therein. 
In addition, further refunds and rate reductions will be made by Cities Serv- 
ice in the event of certain contingencies, including but not limited to the occur- 
rence of refunds and rate reductions from certain of Cities Service’s suppliers. 
We have reviewed all of the documents and data submitted in support of the 
proposed settlement, as modified, including the cost of service data utilized for 
such purposes, and such review indicates that the settlement of this proceed- 
ing is in the public interest. 

We believe, in accordance with the agreement of the parties, that further 
study is required to determine whether the federal income tax allowances 
included in the cost of service supporting this proposed settlement are appro- 
priate. Accordingly, upon investigation by the Commission, in the event the 
allowances for federal income tax in Cities Service’s cost of service supporting 
this settlement shall be found to be execessive, then Cities Service shall refund 
such amounts as may be ordered, together with interests thereon at the rate 
of 6% per annum, and shall file revised rates as may be ordered, to reflect 


the reduction in the cost of service resulting from such tax adjustments. A 
hearing as to this issue will be held as soon as practicable. 


* Omitted in printing. 
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The Commission finds: 


(1) The settlement of the proceeding in Docket No. G—18799 on the basis 
of the Stipulation of Settlement as amended, is reasonable, proper, and in 
the public interest in carrying out the provisions of the Natural Gas Act, and 
such stipulation should be approved and made effective subject to the terms 
and conditions hereinafter provided and ordered. 

(2) The rates and charges as contained in Cities Service’s revised tariff 
sheets tendered for filing on May 21, 1959, are not just, reasonable or lawful 
under the terms and provisions of the Natural Gas Act and should be dis- 
allowed and denied as hereinafter provided and ordered. 

(3) Good cause has been shown that the 80-day notice requirement of the 
Natural Gas Act be waived with respect to the filing of the revised tariff 
sheets to be filed by Cities Service and that they be permitted to become 
effective as hereinafter ordered. 

(4) Good cause exists for terminating the proceeding in Docket No. G—18799, 
except as to the issue of the proper allowance for federal income tax to be 
included in Cities Service’s cost of service, subject to the conditions herein- 
after specified. 





The Commission orders: 


(A) The increased rates and charges filed by Cities Service on May 21, 
1959, in this proceeding are hereby disallowed and denied. 

(B) The settlement of this proceeding in Docket No. G—18799, as proposed 
in the Stipulation of Settlement filed October 21, 1960, as amended, is ap- 
proved and made effective, as of the date of issuance of this order, subject to 
the terms and conditions hereinafter specified. 

(C) Within 30 days after the date of issuance of this order, Cities Service 
shall file, in a form satisfactory to the Commission: (1) revised tariff sheets 
reflecting the rates and charges contained in Amended Article II of the said 
stipulation to be effective as of November 23, 1959, as to all rates except the 
I-1 and I-2 rates, which rates shall be effective as of June 23, 1959, and 
February 23, 1961, as provided in Amended Article II; and, (2) revised tariff 
sheets containing tariff changes not related to rate level, as provided in 
Amended Article VII of the said stipulation. 

(D) The thirty-day notice requirement provided in the Natural Gas Act is 
hereby waived with respect to the revised tariff sheets required to be filed by 
paragraph (C) hereof, and such revised tariff sheets are permitted to take 
effect at the times therein stated. 

(E) Cities Service shall make refunds to each of its jurisdictional customers 
in accordance with Amended Article III of the attached Appendix A within 
forty-five (45) days from the date of this order. 

(F) Cities Service shall comply with each of the provisions of the attached 
Appendix A relating to future refunds and rate reductions. 

(G) Within 15 days of making a refund in accordance with paragraphs (E) 
and (F) above, Cities Service shall report to the Commission, in writing and 
under oath, the amount of the refund made to each of the customers, showing 
separately the amount of principal and interest, if any, so paid together with 
a computation showing the manner in which such refund was determined, 
and shall serve a copy of the report upon each of the customers receiving a 
refund. Concurrently therewith, Cities Service shall file with the Commis- 
sion releases from its jurisdictional customers showing receipt of principal 
and interest so paid. 
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(H) The settlement approved by this order is subject to the following con- 
dition and reservation: In the event it is determined by a subsequent order 
or orders of the Commission that the computation of the federal income tax 
allowance included in the cost of service is improper and that a lesser amount 
should have been included, Cities Service shall be required to make further 
refunds and reductions in its rates. A public hearing will be held on a date 
to be fixed by notice from the Secretary concerning the issue of the proper 
allowance for federal income taxes to be reflected in Cities Service’s total 
cost of service. 

(I) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission, and is without prejudice 
to any claims or contentions which may be made by the Commission, Cities 
Service, or any affected party herein in any proceeding now pending or here- 
after instituted by or against Cities Service or any other company or person. 


Exursit A.—Purchase gas vendors prices subject to F.P.C. action 

















Vendor Contract Docket | Vendor Contract] Docket 
No. No. I No, No 
| 

Atlantic Refining Co__..... 1019 G-13919 || Peerless Oil and Gas Co___- 790 G-13771 
Cities Service Oil Co_.....- 969 G-13777 || Republic Natural Gas Co_. 675 G-13062 
Exchange Oil Co._.-....... 1096 G-14827 || Skelly Oil Co_.............. 660 RI60-375 
J. M. Kessler, et al.... aia 

United Producing Co._..__- 852 G-15454 


685 | G-3053 || Skelly Oil Co.___- mii 660A RI60-375 
Peerless Oil and Gas Co.-... 749 G-13771 | 
t 


i | G-13775 || 
| | | 
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Exuisit B—ScHEepu.e 3.—Proposed settlement rates and revenues based on 
year 1958 


1958 volumes Rates Revenue 
Mef 14.65# | cents/Mcf 


Division One: 


7, 934, 729 
19, 440, 000 


ot 


S58 88 
? 
se $R9| BS 


Rate schedule C-1_. 489, 046 

Rate schedule I-1_-.- 2, 757, 883 

Rate schedule E: 
Monthly charge 
Mef 


8 sx8 BE 


8s 


15, 626 


15, 626 
Rate schedule X-5! 4, 390, 731 
Total Division One 35, 028, 025 

Division Two: 
Rate eafele F-2: 


~ 
= 


3 
£82188 388/88 


§ 


27, 684, 385 
78, 576, 870 


106, 261, 255 

4, 410, 394 

Rate schedule I-2 57, 987, 237 
Rate schedule P: 

Billing demand 333, 322 

Commodity 9, 671, 894 


I ic iia cinta aM aii ati 9, 671, 894 
Total Division Two 178, 330, 780 
Total jurisdictional... 213, 358, 805 
Revenue at prior rates 


1 Rate is at 16.4 psia and represents amount above price Cities pays to Consolidated at Cement. Appli- 
cable 16.4 psia volume is 3,922,196 Mef. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A, Sweeney. 


COLUMBIA GULF TRANSMISSION COMPANY, DOCKET NO. G-20241 


ORDER PROVIDING FOR TERMINATION OF PROCEEDINGS 


(Issued March 27, 1961) * 


On October 28, 1959, Columbia Gulf Transmission Company, a wholly owned 
subsidiary of the Columbia Gas System Inc., and an affiliate of United Fuel 
Gas Company, tendered for filing First Revised Sheet No. 7 to its FPC Gas 
Tariff, Original Volume No. 1, proposing an increase in the rate of return in 
its cost of service rate to United Fuel Gas Company from 6.25 percent to 6.8 
percent. By order issued November 27, 1959, was suspended that proposed 
change in rate until May 1, 1960, at which time it was made effective subject 
to refund pursuant to the provisions of the Natural Gas Act. 

On July 8, 1960, Columbia Gulf filed an offer of settlement and motion for 
its approval and termination of the proceeding. By that offer Columbia Gulf 
proposed to provide for a 6.5 percent rate of return and to refund all amounts, 
plus interest, collected since May 1, 1960, in excess of its costs computed using 
a 6.5 percent rate of return. Following a conference held on August 11, 1960, 
between Columbia Gulf, our staff and various interveners, all issues were set- 
tled between the participants except for the question of the inclusion of nor- 
malized Federal income taxes rather than actual taxes in the rates and 


* Order modified and rehearing denied by order issued May 22, 1961, 25 FPC 1007. 
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charges billed to United Fuel Gas Company. The parties agreed to submit 
the issue of the proper treatment of these tax deferrals resulting from the 
use of liberalized depreciation to the Commission for determination. The issue 
is presented to us in the form of a cross motion by our staff in response to 
Columbia Gulf’s motion to settle and the responses to this cross motion by 
Columbia Gulf and the other parties to the proceeding. 

Our staff, in its cross motion, takes the position with respect to the use of 
liberalized depreciation that the terms of Columbia Gulf’s tariff do not provide 
for normalizing of these tax benefits and that as a risk-free company Columbia 
Gulf does not need the incentive provided by Sections 167 and 168 of the 
Internal Revenue Code of 1954. This position is generally supported by the 
various interveners. Columbia Gulf insists that, whatever the form of its 
tariff, Congress in passing Sections 167 and 168 and the Commission in pass- 
ing on the applicability of those sections to regulated companies have provided 
that companies using liberalized depreciation are entitled to normalize the 
taxes in their costs of service. Columbia Gulf argues that the “flow through” 
method of treating liberalized depreciation benefits advocated by our staff and 
interveners is contrary to Commission precedent and also contrary to pro- 
visions of the tariff as revised in earlier proceedings. (Docket No. G-9812).1 

We agree with Columbia Gulf that they are entitled to take advantage of 
Sections 167 and 168 of the Internal Revenue Code and include normalized 
taxes in their costs, as they have done. 

The issue of the treatment to be accorded the accrued benefits of these tax 
deferrals was recently determined by us in Opinion No. 342, Northern Natural 
Gas Company, 25 FPC 431, Docket No. G—19040, issued March 7, 1961, and 
Opinion No. 343, Kansas-Nebraska Natural Gas Company, 25 FPC 448, Docket 
No. G-12891, issued March 8, 1961. In the Northern opinion we demonstrated 
that the use of liberalized depreciation results in substantial savings and 
benefits to both the company and its customers. We then determined that a 
return of 1.5 percent on the accumulated tax deferrals was sufficient to pro- 
vide the incentive necessary to have the company continue to take these bene- 
fits. The principles set forth in Opinion No. 342 are applicable here and the 
issue raised by the use of liberalized depreciation by Columbia Gulf should 
be resolved in the same manner as in Northern. 

As presently set up, the 6.5 percent rate of return based on the capitaliza- 
tion of Columbia Gulf’s parent, Columbia Gas System Inc., represents a fair 
return on the capital of Columbia Gas used to finance its various subsidiaries. 
Such capital furnished by Columbia Gas should continue to earn 6.5 percent, 
and this 6.5 percent return as proposed by Columbia Gulf is a proper starting 
point and basic rate of return for computing Columbia Gulf’s cost of service 
rates. 

So much of Columbia Gulf’s capital as is not furnished by Columbia Gas, 
but rather is composed of accumulated deferred taxes should earn a return 
of 1.5 percent. Northern Natural Gas Company, supra. Adjustment of Co- 
lumbia Gulf’s over-all rate of return to give effect to the lower return on 
accumulated deferred taxes is demonstrated by the following table, which is 
based on the capitalization of Columbia Gulf as of December 31, 1959: 

Rate of 

Total debt and equity capital as Ratio return 
furnished by Columbia Gas__.. $185, 942,542 (96.75) @ 6.50%=6.29 
Accumulated deferred taxes 6, 245,056 ( 3.25) @1.50%= .05 


192, 187, 598 6.34% 


1 Section 3.4(b) of Columbia Gulf’s tariff wherein the use of Sections 167 and 168 in 
connection with allowances for working capital is expressly recognized. 






















FEDERAL POWER COMMISSION 591 


The adjusted rate of return computed in the manner set forth in the table 
above will allow Columbia Gulf to contribute its full share to the parent 
company on all of the funds furnished by the parent. The reduced return 
on the funds not furnished by the parent will provide for sharing of the bene- 
fits of liberalized depreciation between the company and its customers. As 
the ratio of accumulated deferred taxes to the capital furnished by Columbia 
Gas will vary, it will be necessary to provide for periodic adjustments of the 
over-all rate of return in Columbia Gulf’s tariff. The provision for such ad- 
justment is set forth below in ordering paragraph (B). 


The Commission finds: 


(1) In view of our decision herein to apply the principles set forth in 
Opinion No. 342, no hearing or oral argument on the issues raised is neces- 
sary and the motion of Lynchburg Gas Company, filed November 7, 1960, for 
an early hearing date should be denied. 

(2) The settlement offer submitted by Columbia Gulf on July 8, 1960, should 
be accepted upon the condition that the provisions set forth in ordering para- 
graph (B) providing for rate of return adjustments which reflect a reduced 
return on accumulated deferred taxes be added to Columbia Gulf’s tariff, and 
this proceeding should be terminated upon proof of proper refunds to United 
Fuel Gas Company for the excess charges since May 1, 1960. 


The Commission orders: 


(A) The offer of settlement submitted by Columbia Gulf on July 8, 1960, 
is hereby accepted upon the express condition that Columbia Gulf’s tariff be 
revised to include the provision set forth in ordering paragraph (B). 

(B) Paragraph 3.4 of Columbia Gulf Rate Schedule T-1 shall be revised 
to read as follows: 

3.4. Return at a basic annual rate of 6.5 percent computed for each monthly 
bill by the application of one-twelfth (%2) of such basic annual rate as ad- 
justed to the net investment rate base: 

(a) Rate of Return: The basic annual rate of return shall be adjusted as of 
each January 1 and July 1 of each year in accordance with the provisions of 
the Commission’s order issued on March 27, 1961, in Docket No. G-20241. The 
adjusted rate of return for the period January 1, 196— to June 30, 196—, is 
—— percent. 

(b) Rate Base: As each January 1 and July 1, a net investment rate base 
shall be calculated from the sum of the items listed below, provided, however, 
that when ever a substantial addition to or a substantial retirement from 
Company's property occurs, Company shall recompute the rate base in accord- 
ance with this paragraph, effective the first day of the month following the 
date of commercial operation of such addition or retirement of such property, 

(1) The actual legitimate original investment in gas plant in service and 
gas plant held for future use less the balance in depreciation reserves and 
contributions in aid of construction. 

(2) Working capital allowance represented by the excess of the balances of 
necessary materials and supplies for operating purposes, plus cash working 
capital equivalent to 45 days cash operating expenses above the average of 
the amounts accrued for Federal income taxes as reflected in Account 228 of 
the Uniform System of Accounts, and such additional amounts as would be 
reflected therein in the absence of utilization by the Company of deferred tax 
accounts in the Uniform System of Accounts relating to Sections 167 and 168 
of the Internal Revenue Code of 1954 as amended, at the end of each month 
693-489— 6440 
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for the preceding six months before the date of computation of the rate base 
hereunder. 

(C) Columbia Gulf shall file with the Commission on January 15 and July 
15 of each year a revised tariff sheet showing in Section 3.4 of Rate Schedule 
T-1 the rate of return computed in accordance with this order for the current 
six month period. 

(D) Columbia Gulf shall refund to United Fuel Gas Company within 45 
days all amounts collected since May 1, 1960, based on a rate of return in- 
consistent with this order together with 7 percent interest from that date and 
shall report to the Commission within the said 45 days the amount refunded 
together with the computations from which such amount is derived. 

(E) The cross motion of Commission staff submitted October 17, 1960, that 
Columbia Gulf be directed to include only actual taxes in its cost of service 
rates is hereby denied. 

(F) The motion of Lynchburg Gas Company submitted November 7, 1960, 
for an early hearing in this proceeding is hereby denied. 

(G) Upon receipt of Columbia Gulf’s acceptable report of its refunds and 
acceptance of such refunds by United Fuel Gas Company this proceeding shall 
be terminated. 

Chairman Kuykendall concurring stated: In Opinion No. 342, Northern 
Natural Gas Company, et al., Docket No. G—19040, et al., I expressed my dif- 
fering views concerning treatment of liberalized depreciation, and still adhere 
to those views. I see no useful purpose to be served by continuing to dissent 
on this subject and will, in this case, and hereafter, consider that I am bound 
by the views of the majority on that issue. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


J. M. HUBER CORPORATION, DOCKET NO. RI61-95 


ORDER ACCEPTING OFFER OF SETTLEMENT 


(Issued March 29, 1961) 


On August 24, 1960, J. M. Huber Corporation (Huber), tendered for filing a 
proposed increased rate and charge for the sale of natural gas subject to the 
jurisdiction of the Commission, which tender was designated as Supplement 
No. 9 to Huber’s FPC Gas Rate Schedule No. 4. In that filing Huber proposed 
to increase its rate from 4.0198¢ per Mcf for sales of gas to Panhandle East- 
ern Pipe Line Company (Panhandle) from the West Panhandle Field, Hutchin- 
son and Carson Counties, Texas. By order issued September 23, 1960, the 
Commission suspended and deferred the use of said Supplement No. 9 until 
February 24, 1961, and until such further time as it is made effective in the 
manner prescribed by the Natural Gas Act. The proposed increased rate has 
not, as yet, been placed into effect. 

On February 27, 1961, Huber tendered an Offer of Settlement pursuant to 
Section 1.18 (e) of the Commission’s Rules of Practice and Procedure. 

In its Offer of Settlement, designated as Supplement No. 10 to its FPC 
Gas Rate Schedule No. 4, Huber prays that the Commission accept a pro- 
posed 11.0¢ per Mcf compromise price within forty (40) days from the date 
of filing thereof and permit the same to become effective on or before March 1, 
1961, not subject to refund. Correspondence between Huber and Panhandle 
were attached as exhibits to the Offer of Settlement as evidence of the agree- 





FEDERAL POWER COMMISSION 593 


ment of the parties to the terms thereof. Huber also submitted as an exhibit 
a comparative statement of sales and revenues under the presently effective 
rates and the proposed compromised rates. 


The Commission finds: 


The Offer of Settlement submitted by Huber on February 27, 1961, in this 
rate proceeding, is, upon adoption of the terms and conditions hereinafter 
ordered, in the public interest and appropriate to carry out the provisions of 
the Natural Gas Act, and such offer should be approved and made effective 
as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed herein on February 27, 1961, is hereby 
accepted, and the rate of 11 cents per Mecf specified in Supplement No. 10 to 
Huber’s FPC Gas Rate Schedule No. 4 shall become effective as of March 30, 
1961. 

(B) The proceeding in Docket No. RI61-95 is hereby terminated. 

(C) The acceptance of this settlement is without prejudice to any findings, 
orders or determinations that may be made in any other proceeding now 
pending or hereinafter instituted by or against Huber. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SIERRA PACIFIC POWER COMPANY, DOCKET NO. E-6978 
ORDER AUTHORIZING ISSUANCE OF COMMON STOCK 


(Issued March 29, 1961) 


Sierra Pacific Power Company (Applicant), incorporated under the laws of 
the State of Maine and qualified to do business as a foreign corporation in 
the States of California and Nevada, with its principal place of business at 
Reno, Nevada, filed an application on February 20, 1961, as subsequently 
amended, for an order, pursuant to Section 204 of the Federal Power Act, 
authorizing the issuance of 795,416 shares of Common Stock, $3.75 par value 
per share, for a reclassification or split of the outstanding Common Stock of 
Applicant. 

Applicant proposes to amend its Certificate of Organization so as to re- 
classify, change and increase its authorized 1,000,000 shares of Common Stock, 
$7.50 par value per share, into 2,500,000 shares of Common Stock, $3.75 par 
value per share, and to reclassify and change its outstanding 795,416 shares of 
Common Stock, $7.50 par value per share, into 1,590,832 shares of Common 
Stock, $3.75 par value per share.* Upon such reclassification and change 
Applicant will issue to the holders of its outstanding 795,416 shares of Com- 
mon Stock, $7.50 par value per share, of record at the close of business on 
the date the amendment tg the Certificate of Organization becomes effective, 
certificates for a like number of shares of Common Stock, $3.75 par value per 
share, on the basis of one additional share for each share of Common Stock 
then held, in lieu of the surrender and exchange of existing certificates, which 
existing certificates shall thereupon be deemed to represent 795,416 shares of 
Common Stock, $3.75 par value per share. Certificates for the proposed 


* The proposed amendment to the Certificate of Organization of Applicant was ap- 
proved by its Common Stockholders at their annual meeting held on March 27, 1961. 
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795,416 shares of Common Stock, $3.75 par value per share, will be issued 
as soon as practicable to Common Stockholders of record at the close of busi- 
ness on the date the amendment to the Certificate of Organization becomes 
effective. 

According to the application, the capital and surplus accounts of Applicant 
will not be affected by the proposed reclassification and change of Applicant’s 
Common Stock. It also appears from the application that the proopsed issu- 
ance of Common Stock will not involve the receipt of any proceeds by Applicant. 

Applicant represents that the purpose of the proposed two-for-one split of 
its Common Stock is to establish the price per share of such Common Stock 
at a market level which will more readily attract new investors and broaden 
the interest in the Common Stock of Applicant. 

Written notice of the application has been given to the Public Utilities 
Commission of California and to the Public Service Commission of Nevada 
and to the Governor of each of those States. Notice of the application was 
also published in the Federal Register on March 8, 1961 (26 F.R. 2010), stat- 
ing that any person desiring to be heard or to make any protest with refer- 
ence to the application should on or before March 24, 1961, file with the 
Federal Power Commission, Washington 25, D.C., petitions or protests. No 
petition or protest or request to be heard in opposition to the granting of the 
application has been received. 


The Commission finds: 


(1) Applicant, a Maine corporation, owns and operates facilities for the 
transmission and sale at wholesale of electric energy which is transmitted 
between the States of California and Nevada and consumed outside the State 
in which it is generated, all of which facilities are in addition to and do not 
include facilities used for the generation of electric energy or faclities used 
in local distribution or only for the transmission of electric energy in intra- 
state commerce, or facilities for the transmission of electric energy consumed 
wholly by the transmitter, and Applicant is, therefore, a public utility within 
the meaning of that term as used in Section 204 of the Federal Power Act. 

(2) The proposed issuance of Common Stock, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission 
within the meaning of Section 204 (f) of the Act, and the proposed issuance 
of Common Stock, as described above, is, therefore, not exempt by virtue of 
that Section from the requirements of Section 204 of the Act. 

(4) The proposed issuance of Common Stcok, as described above, is exempt 
from the competitive bidding requirements of Section 34.1a of the Commis- 
sion’s Regulations under the Federal Power Act by reason of Paragraph 
34.1a(a)(1) thereof. 

(5) The proposed issuance of Common Stock, as hereinafter authorized, 
will be for a lawful object, witihn the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance by Applicant of service as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 

(A) The proposed issuance of Common Stock, as described above, upon the 
terms and conditions and for the purposes specified in the application is hereby 
authorized, subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction hereby author- 
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ized is consummated within 60 days from the date of issuance of this order, 

(C) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuations, estimates or determinations of costs, or any other matter 
whatsoever which is now pending or which hereafter may come before this 
Commission or any other regulatory body. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THIRD AMENDMENT TO STATEMENT OF GENERAL POLICY NO. 61-1 
(Issued March 29, 1961)* 


In our Statement of General Policy No. 61-1, issued September 28, 1960, 
24 FPC 818, as amended on October 25, 1960, 24 FPC 902, and December 20, 
1960, 24 FPO 1107, we announced, inter alia, certain price levels for services 
in Texas Railroad Districts Nos. 5, 7-b and 9. We also stated therein that 
as it becomes apparent that certain adjustments thereto have general appli- 
eability, the area-price standard would be revised to further effectuate the 
public interest. 

We have had occasion to review the aforementioned Statement, as amended, 
as such relates to Texas Railroad District Nos. 5, 7-b and 9. As a result we 
will further amend the Statement so as to set out new price levels for these 
areas. These adjusted levels, like those previously posted, are inclusive of 
tax reimbursement, establish the total area price for pipeline quality gas and 
appear appropriate and in the public interest. 

Accordingly, the Commission’s Statement of General Policy No. 61-1, issued 
September 28, 1960, as amended, is hereby further amended by deleting from 
Appendix A thereto the rates specified for Texas Railroad Districts Nos. 5, 
7-b and 9, respectively, and substituting therefor the following rates: 


Area Initial service} Increased 
rates/MCF | rates/MCF 


Cents Cents 
SE BE DEE, Ui 5 aieninackasegainpniniiansetgieetananaaheeae 14. 50 14. 50 
Texas Railroad District No. 7-b 14. 50 11. 50 
DOR BONE, IG Bets Diinte nncrieitinnes -nemsegtincintiinninansaien 14. 50 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE MANUFACTURERS LIGHT AND HEAT COMPANY, 
DOCKET NO. G-20510 


OBDEB CONDITIONALLY APPROVING RATE SETTLEMENT AGREEMENT 
AND PRESCRIBING REFUNDS 


(Issued March 30, 1961) 


The Manufacturers Light and Heat Company (Manufacturers) on January 
31, 1961, filed a proposed rate settlement agreement in this docket, together 


* Published in Federal Register, April 5, 1961 (26 FR 2824). 
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with a motion requesting approval of that settlement and “such further relief 
as may be required to implement said agreement.” 

The proposed settlement was entered into as a result of conferences among 
Manufacturers, its wholesale customers, interveners and members of the Com- 
mission staff. Prior to such conferences, the Commission staff conducted a 
field investigation of the books and records of Manufacturers and developed 
a cost-of-service reflecting costs, as adjusted, for the 12 months ended March 31, 
1960, as a basis for just and reasonable rates to be effective on and after 
April 5, 1960. Similar studies were also prepared by Manufacturers. Those 
studies were distributed to the parties prior to the conferences, and together 
with the work papers thereon, were before the parties during the aforemen- 
tioned conferences. 

The cost-of-service ultimately agreed to by all the parties (attached hereto 
as Appendix “A” to Exhibit I, the Rate Settlement Agreement*) is the cost- 
of-service developed by the staff, plus a net adjustment in the amount of $4,622. 

The proposed settlement agreement has been executed by all of Manufac- 
turers’ wholesale customers and certain non-customer interveners. Opposition 
to approval of the settlement was filed by the Public Service Commission of 
the State of New York on February 28, 1961, and is discussed below. 

The settlement agreement proposes a reduction of 2.36 cents per Mcf in the 
commodity component of the rates presently effective in this docket subject 
to refund, and for the refunding of excess amounts collected since April 5, 
1960, together with interest at the rate of 7 percent per annum to the date 
of refund. The agreement also provides that refunds received by Manufac- 
turers from its suppliers will be passed on to its wholesale customers in the 
same manner as received, and that Manufacturers will adjust its rates to those 
customers in the same manner that its suppliers’ rates are reduced. The 
agreement further sets out that the cost-of-service herein includes the sever- 
ance beneficiary tax which Manufacturers is paying to the State of Texas 
under protest, and provides that Manufacturers will pass on to its wholesale 
customers, on a volumetric basis, their appropriately allocable share of such 
taxes (and interest thereon) that may be refunded to it. 

The agreement proposes one exception with respect to supplier refunds and 
reductions in rates. Thus, the agreement contemplates that the cost-of-service 
herein shall include purchased gas costs and transportation costs predicated 
on Tennessee Gas Transmission Company’s originally filed rates, effective 
April 5, 1960, subject to refund, in Docket No. G—19983, which were disallowed 
by the Commission’s interim order issued August 9, 1960, in lieu of the sub- 
stitute rates filed by Tennessee in that docket which are presently effective, 
subject to refund, and are also the rates actually being paid by Manufac- 
turers. Further, the agreement contemplates that Manufacturers will not, at 
this time, pass on to its wholesale customers any part of the refunds it 
received from Tennessee, applicable to the period April 5, 1960 to November 1, 
1960, as a result of the Commission’s order issued August 9, 1960, in Docket 
No. G-—19983. 

The settlement agreement represents that the foregoing exceptions with 
respect to Tennessee’s refunds and reduction in rates are necessary because 
of “conditions imposed by Tennessee upon acceptance of such refunds by 
Manufacturers, because of Tennessee’s filing of its reduced rates under pro- 
test, and because of the pending appeals from the Commission’s order of 


* Exhibit I omitted in printing. 
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August 9, 1960 * * *.”. The settlement further states that upon “final adjudi- 
cation and determination of said court appeals,” Manufacturers will pass on 
to its wholesale customers the refunds received from Tennessee applicable to 
the period April 5, 1960 to November 1, 1960, plus interest by Manufacturers 
at 5 percent per annum from the last date as of which interest is computed 
by Tennessee to the date Manufacturers passes on such refunds. At such 
time Manufacturers would also make proportionate reductions in its rates in 
the same manner as Tennessee’s finally adjudicated interim rate reductions 
are made, and would make refunds plus interest at 7 percent per annum to 
its wholesale customers from November 1, 1960 to the date that Manufacturers 
places such reduced rates in effect, reflecting the difference between the rates 
proposed by this settlement and these reduced rates. 

The foregoing proposal with respect to Tennessee’s interim refunds and rate 
reductions are the basis of the New York Public Service Commission’s opposi- 
tion to approval of the settlement agreement. It should also be noted that 
Manufacturers has returned to Tennessee the refund checks tendered by the 
latter for the period covering April 5, 1960 to November 1, 1960. 

We are of the view that the reservation proposed by the settlement agree- 
ment with respect to cost of gas purchased from and cost of transportation 
service performed by Tennessee, is inappropriate. Manufacturers should not 
reflect in its cost-of-service in this proceeding any cost of purchased gas or 
any cost of transportation service which it is not actually incurring. We are 
aware that Tennessee has filed its interim reduction in rates under protest 
and that it has pending an appeal from our order issued August 9, 1960. 
Such actions by Tennessee represent only a reservation of such legal rights 
as it assumes it has in the matter or the effectuation of its statutory preroga- 
tive to seek review of a Commission order. Such actions, however, do not 
relieve Manufacturers of the obligation to reflect in its rates only actual costs. 
The decision of the courts on Tennessee’s appeal from our order issued 
August 9, 1960, and such rights, if any, that may accrue to Tennessee as a 
result of final decision therein, are matters to be dealt with in future pro- 
ceedings. The probability of any rights accruing to Tennessee as a result of 
its appeal and the nature of such rights is too remote to support, at this time, 
any attempt by Manufacturers to burden consumers with rates which are in 
part based on claimed but “fictitious” costs. 

We shall, therefore, condition our approval of the proposed settlement to 
require Manufacturers’ cost-of-service and the rates derived therefrom to 
reflect, as of November 1, 1960, the actual cost of gas purchased from Ten- 
nessee and the actual cost of transportation service rendered by Tennessee, 
and to require Manufacturers to make appropriate refund to its wholesale 
customers, from November 1, 1960. As heretofore noted, Manufacturers has 
returned to Tennessee the refund checks tendered by the latter covering the 
period April 5, 1960 through October 31, 1960. In the circumstances, we shall 
reserve decision on any action to be taken by Manufacturers with respect to 
that period, other than to leave intact the reservation at Article III, Section 
2(i) of the proposed settlément agreement. 

As hereinbefore mentioned, the settlement agreement provides that Manu- 
facturers is to file revised tariff sheets to reflect a reduction of 2.36 cents per 
Mcf in the commodity component of its rates proposed in this docket and 
presently being collected subject to refund. The agreement then provides that 
Manufacturers’ rates on and after April 5, 1960 (subject to contingent rates 
of suppliers) would be as follows: 
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Demand Commodity 
charge charge 


By our order issued February 25, 1960 in Docket Nos. G-—12197, e¢ al., we 
approved Manufacturers’ proposed settlement agreement covering a locked-in 
period extending from July 14, 1957 through April 4, 1960. We there noted 
that the rate structure proposed in that agreement was to some extent con- 
trary to the principles set forth in prior Commission cases, but were being 
accepted primarily for the purpose of settling rates covering a locked-in period. 
That order went on to say “any rate form proposed by Manufacturers in 
future rate proceedings will require full evidentiary jurisdiction.” 

The rates proposed by this settlement deviate even further from the prin- 
ciples heretofore announced by the Commission (Atlantic Seaboard Corpora- 
tion, 11 FPC 48; Northern Natural Gas Company, 11 FPC 123). No support 
is shown for such deviation or rate “tilt.” We shall, therefore, condition our 
approval of this settlement to require Manufacturers to file rates to be effective 
on and after April 5, 1960 containing a demand charge no higher than $2.90 
per Mcf, which was the demand charge in effect prior to April 5, 1960, and 
which in turn may be subsequently further reduced to give effect to reduc- 
tions in rates of Manufacturers’ suppliers. 

We are aware, of course, that the $2.90 demand charge we are requiring 
in this proceeding is not a strict mathematical translation of allocated demand 
costs to the demand component of the rate. In other words, the $2.90 demand 
charge represents some deviation or “tilt” from the so-called Seaboard formula 
(Atlantic Seaboard Corporation, 11 FPC 43). 

It should be understood that we have never held, nor are we persuaded, 
that every deviation from that Seaboard formula is detrimental to the inter- 
ests of the domestic consumer. What is significant here is that by our require- 
ment that the $2.90 demand charge be retained, we are not only reducing the 
“tilt” that would have resulted from the demand charges agreed to by the 
parties to this settlement, but we are also reducing the “tilt” previously 
existing in Manufacturers’ rates by a considerable percentage. The $2.90 
demand charge has now been in effect for a number of years and Manufac- 
turers’ distribution customers have geared their operations to that demand 
charge level. While the nominal “tilt” here allowed may help the distribution 
customers to improve their load factors, it cannot, by reason of the boiler 
fuel restriction in Manufacturers’ tariff, result in what some have called 
“dump sales” of gas for inferior uses. 

Furthermore, it is our view that a sudden and precipitous change in the 
level of the demand charge to which Manufacturers’ customers have geared 
their operations would not be beneficial to domestic consumers. 

Our review of the terms of the rate settlement agreement and the studies 
in support thereof, indicates that such agreement, modified as hereinabove 
indicated, is in the public interest and should be approved. 


The Commission finds: 


(1) The settlement of the proceedings in Docket No. G—20510 on the basis 
of the rate settlement agreement submitted by Manufacturers, as hereinafter 
modified, is reasonable, proper and in the public interest in carrying out the 
provisions of the Natural Gas Act, and should be approved and made effective 
subject to the terms and conditions hereinafter provided and ordered. 
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(2) The rates and charges contained in Manufacturers’ revised tariff sheets 
tendered for filing on December 2, 1959, in this docket are not just, reasonable 
or lawful under the terms and provisions of the Natural Gas Act, and should 
be disallowed and denied as hereinafter provided and ordered. 

(3) Good cause exists for terminating these proceedings, subject only to the 
conditions hereinafter specified. 


The Commission orders: 


(A) The increased rates and charges tendered for filing by Manufacturers 
on December 2, 1959, hereby are disallowed and denied. 

(B) The settlement of these proceedings as proposed in the rate settlement 
agreement discussed above, subject to the terms and conditions hereinafter 
specified, is approved and made effective. 

(C) In lieu of the rates proposed in Article II of the rate settlement agree- 
ment, Manufacturers may file revised tariff sheets to be effective as of April 5, 
1960, reflecting the following rates: 


Rate schedule Demand Commodity 
harge 


and, within 60 days from the date of this order shall refund to its wholesale 
customers, with interest at 7 percent per annum to date of refund, all amounts 
collected for gas sold on and after April 5, 1960 through October 31, 1960, in 
excess of the amounts that would have been collected at the above rates during 
that period. 

(D) Manufacturers shall modify the cost-of-service attached hereto as Ap- 
pendix “A” to Exhibit I, to reflect therein the cost of gas purchased from 
and the cost of transportation service performed by Tennessee based on the 
rates and charges contained in Tennessee’s interim revised rate schedules filed 
November 1, 1960 in Docket No. G—19983. Based upon the cost-of-service so 
modified, Manufacturers shall file revised rate schedules to be effective on and 
after November 1, 1960, together with the modified cost-of-service on which 
they are based, subject to the approval of the Commission, reflecting the 
appropriate reduction in the demand components of the rates and charges set 
out in paragraph (C) above, and within 60 days from the date of this order 
shall refund to its wholesale customers, with interest at 7 percent to the date 
of refund, all amounts collected for gas sold on and after November 1, 1960, 
in excess of the amounts which would have been collected at the rates to be 
filed pursuant to this paragraph. 

(E) In the event that Manufacturers receives a refund from its suppliers 
of monies paid or payable for gas delivered on and after April 5, 1960, Manu- 
facturers shall refund to its wholesale customers the appropriate allocable 
share of such refunds, together with interest received, in the same manner as 
such suppliers’ refunds are made. 

(F) If as a result of final determination in any of the rate proceedings of 
Manufacturers’ suppliers, those suppliers file rates and charges reducing those 
now reflected in the cost-of-service attached hereto as Appendix “A” to Ex- 
hibit I or to be reflected in the cost-of-service to be computed under paragraph 
(D) above, then Manufacturers shall adjust those costs-of-service and compute 
appropriate reductions in its rates in the same manner as such suppliers’ rate 
reductions are made. 
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(G) In the event Manufacturers receives a refund of any or all taxes paid 
under the Texas severance beneficiary tax, Manufacturers shall refund to its 
wholesale customers their proportionate share of tax refunds, including any 
interest received thereon. 

(H) Within 15 days after the making of any refund as provided herein, 
Manufacturers shall report to the Commission, in writing and under oath, the 
amount of refund made to each of its customers, showing separately the amount 
of principal and interest so paid, the billing determinants or other bases used 
for such determination, and shall serve a copy of such report upon each of the 
customers receiving a refund. Concurrently therewith, Manufacturers shall 
file with respect to such refunds releases from its jurisdictional customers 
showing receipt of the principal and interest in conformity to the rate settle- 
ment agreement as hereby modified and approved. 

(I) Manufacturers shall, over the signature of a responsible officer, file with 
the Commission, within 30 days from the date of issuance of this order, in 
writing and under oath, an original and one copy of its acceptance of the 
terms and conditions of this order. 

(J) Upon full compliance by Manufacturers with all the terms and provi- 
sions of this order and of the rate settlement agreement hereby modified and 
approved, these proceedings shall be deemed terminated. 

(K) This order is without prejudice to any findings or orders which have 
been or may be made hereafter by the Commission, and is without prejudice 
to any claims or contentions which may be made by the Commission, Manu- 
facturers, the Commission staff or any affected party herein, in any proceed- 
ings now pending or hereafter instituted by or against Manufacturers or any 
other companies, persons or parties affected by this order. 

Commissioner Kline dissenting, filed a separate statement. 

KLINE, Commissioner, dissenting: 

I am unable to approve the settlement. The condition imposed by the 
majority reducing the demand component of the rate to $2.90 is a step in the 
right direction but in my opinion is not sufficient. 

The departure from the principle that each class of customers shall bear 
its fair share of the transportation costs of the gas, and that a fair allocation 
of the fixed costs of a pipeline is 50% to the demand component and 50% 
to the commodity component of the rate is so substantial that it is not in the 
public interest to approve this settlement, even as modified. 

The foregoing principle of cost allocation first announced in the Atlantic 
Seaboard case, 11 FPC 48, has been adhered to by this Commission in every 
rate case decided since that time. I recognize that a settlement is by its very 
nature a compromise of the views of the parties and does not establish any 
new principles, and that a compromise of an issue such as the rate tilt issue 
may in certain cases be justified on the ground of expediency. My objection 
here is that the rate tilt of 18% to the demand component is so substantial 
that it is not in the public interest to approve the settlement without a hear- 
ing on this issue. 

A rate tilt increasing the demand charge operates to reduce the rates of the 
interruptible industrial customer and to increase the rates of the firm domestic 
customer. Natural gas has a decided advantage for domestic uses over other 
fuels from a competitive price standpoint alone. It does not possess this same 
advantage over competing industrial fuels, and it is accordingly to the interest 
of both the pipeline and distributing companies to set rates whch will shift 
as great a portion of the transportation costs as possible to the domestic user 
and thus permit an increase in their industrial sales without any correspond- 
ing loss of their domestic market. On most issues in a rate case a pipeline 
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and its distribution customers have opposing views, but on this issue they 
have a common interest. Accordingly I attach little significance to their agree- 
ment on this issue, and take the position that where the deviation from our 
announced principle is as great as it is here that the settlement should not 
be approved. 


AppenpIx A.—Comparison of stipulated cost of service based on 6% percent rate of 
return with revenue for twelve months ending March 31, 1960 (Docket No. 
G-20510) 






| | 

Line Total | Demand | Commodity 
No. | Particulars | j 

(2) (3) 


















COST OF SERVICE 








$75, 150, 369 














2 | Produced and purchased gas. ..............-..-..-..--- $16, 670,753 | $58, 479, 616 
CE See ME a nacissaneunes 167, 742 a Maiiienscactatesiesitieaae 
4 | Products extraction - GORE hoc iecitasced } 49, 541 
5 | Underground storage_- | 6, 991, 184 3, 363, 875 3, 627, 309 
CT FIRS centasewacccsmetes a Aetpiieadapsnortctaabtnietiatin’ | 20, 965, 324 10, 646,210 | 10,319, 114 
i memes = | feces — 
7 Total production and transmission cost of service.| 103,324,160 | 30, 848, 580 | 72, 475, 580 
8 | Percent applicable to jurisdictional wholesale sales. .._|...........--- 44. 82 
9 | Amount applicable to jurisdictional wholesale sales_. 43, 724, 778 | 32, 483, 555 
10 | Regulatory commission expense_...........--..------- 17, 000 | 8, 500 
11 Total cost of service applicable to jurisdictional | 
12 WGI snc ccien db en nent ta 43,741,778 | 11,249,723 32, 492, 055 
13 | Effect of replacement of gas purchased from Hope | | 
16-1) Waterell Gas Cum... 3 oo ncn enc | (158, 578) 270, 193 (428, 771) 






















Staff wholesale cost of service................---- 43, 583, 200 








11,519,916 | 32,063, 284 





STIPULATED ADJUSTMENTS TO STAFF COST OF SERVICE 


Plus: 





Adjustment to reflect annualization of depre- 


18 ciation rates effective Jan. 1, 1960_. ; 12, 619 | 
19 | Less: Adjustment to reflect reduction resulting from | | 
20 stipulated Transco rate effective Nov. 18, 1959, as | 
21 | approved by FPC order of Oct. 19, 1960, as docket | | 
22 a og nite cdne tho Naktiterinete eee (7, 997) | 
ee 
23 | Wholesale cost of service after stipulated adjust- | | 
I aici cin ih osha nienipnaaooadiaeteteucdied 43, 587, 822 | 


Revenue at filed G-20510 rates__-_--- Wibbddinalehe -------| 45,646,299 


RIE, CUE saccticvniieicnttanacndizbadantndigalllind | 2. 058, 477 | 






Staff’s production and transmission net rate base_..---| 118, 880, 085 





















( ) Denotes red. 

















Before Commissioners: Jerome K. Kuykendall, 
Arthur Kline and Paul A. Sweeney. 


Chairman; Frederick Stueck, 





MICHIGAN WISCONSIN PIPE LINE COMPANY, 
DOCKET NOS. G-—20569 AND RP60-9 


ORDER DENYING APPLICATION FOR REHEARING 





(Issued March 


30, 1961) 





On February 1, 1961, 25 FPC 248, we issued an order approving a settle 
ment agreement, requiring the filing by Michigan Wisconsin Pipe Line Company 
(Michigan Wisconsin) of certain exhibits to its service agreements with its 
customers, and terminating the proceedings in Docket No. G—20569. The said 
settlement agreement is a compromise plan proposed by Michigan Wisconsin 
and all but one of its customers for the implementation of Section 7.4 of 
Michigan Wisconsin’s ACQ-1 Rate Schedule contained in its FPC Gas Tariff, 
Second Revised Volume No. 1. Under said Section any of Michigan Wiscon- 
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sin’s customers may notify it of the portion of the customer’s annual contract 
quantity of natural gas it desires to release for purchase by other customers 
during the following contract year. As noted in our orders issued herein on 
September 30, 1960, and February 1, 1961, Michigan Wisconsia advised the 
Commission that on July 1, 1960, and subsequent to the issuance of this Com- 
mission’s Opinion No. 336, and accompanying order on August 6, 1960, in 
Docket No. G-—20569, eleven customers released to it approximately 9,611,000 
Mecf of gas. Michigan Wisconsin is obligated, by the terms of its tariff, to 
accept only 3,000,000 Mcf of the gas released to it by its customers under said 
section. Because Michigan Wisconsin proposed to accept only 3,000,000 Mcf 
of the 9,611,000 Mcf tendered to it by its customers, and because of the many 
protestations of hardship we received from many of its smaller customers, we 
deemed it in the public interest to reopen the proceedings in Docket No. 
G—20569. 

Pursuant to a request made by Michigan Wisconsin, a conference was had 
between Michigan Wisconsin, the parties to these proceedings, and the Com- 
mission’s staff on November 14 and 15, 1960. The aforementioned compromise 
plan was agreed to by all of the parties save one, Michigan Gas Utilities 
Company (Michigan Gas). Under the compromise plan Michigan Wisconsin 
agreed to accept 417,000 Mcf of gas more than it was obligated to accept 
under Section 7.4 of its tariff. All of the parties, except Michigan Gas, agreed 
that the compromise plan was for the current contract year only, and was 
without prejudice to the rights and contentions of the parties in the future. 

Because of the need of Michigan Wisconsin and its customers to know how 
much gas would be released and by whom during the current heating season, 
which is drawing to a close, and because it appeared to us that the compro- 
mise plan would protect the smaller customers of Michigan Wisconsin from 
economic loss—this being the purpose of Section 7.4—we approved said com- 
promise plan. 

We noted that Michigan Gas had an annual contract quantity of 7,902,090 
Mcf of gas, that of this amount it desired to release 650,000 Mcf under said 
Section 7.4, and that under the compromise plan Michigan Wisconsin agreed 
to accept 355,100 Mcf from Michigan Gas. 

Michigan Gas insisted that Michigan Wisconsin had to accept the full 650,000 
Mcf of gas it tendered regardless of the effect this might have on the other 
customers. However, under all the circumstances, and despite the refusal of 
Michigan Gas to agree, we deemed it in the public interest to approve the 
compromise plan and to hear all the parties’ contentions as to the future 
implementation of Section 7.4 in the proceedings in Docket No. RP60-9, which 
is now pending. 

On March 3, 1961, Michigan Gas filed an application for rehearing of our 
order of February 1, 1961. In its application Michigan Gas avers that as a 
result of the acceptance of the compromise plan it will suffer a direct monetary 
loss of at least $17,000. Although Michigan Gas does not so state in its appli- 
cation for rehearing, the monetary loss it alleges it will suffer can only result 
from its inability to sell and deliver the 295,000 Mcf of gas it tendered to 
Michigan Wisconsin and which was not accepted under the compromise plan. 
Michigan Gas does not state in its application that it has been unable to sell 
and deliver any of said volume of gas, it merely makes that assumption 
sub silentio. 

We have reconsidered this matter and again conclude that the public interest 
required our approval of the settlement agreement. For us to have done other- 
wise would have created a chaotic condition in the operation by Michigan 
Wisconsin and its customers in the operations of their systems. 
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The Commission finds: 

The application for rehearing filed by Michigan Gas on March 3, 1961, sets 
forth no facts or principles of law which were not fully considered by the 
Commission when it issued its order of February 1, 1961, or which having now 
been considered warrant any change or modification of said order. 


The Commission orders: 


The request for revision of the order issued herein on February 1, 1961, 
contained in the application for rehearing filed March 3, 1961, by Michigan 
Gas, be and the same is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


MISSISSIPPI RIVER FUEL CORPORATION, 
DOCKET NOS. G—11467, G-16792, G-17716, AND G-—20239 


ORDER PARTIALLY ACCEPTING OFFER OF SETTLEMENT AND TERMINATING 
PROCEEDINGS IN PART 


(Issued March 30, 1961) 


On November 22, 1960, Mississippi River Fuel Corporation (Mississippi) 
tendered an Offer of Settlement encompassing the rate proceedings of Missis- 
sippi pending in Docket Nos. G—11467, G—16792, G-—17716 and G-—20239. By 
letter dated January 12, 1961, the Commission rejected Mississippi's Offer of 


Settlement for the reason that certain of the rates in the aforementioned 
dockets were above the rates permitted for the respective areas in the Com- 
mission’s Statement of General Policy No. 61-1, 24 FPC 818, as amended. . 

By letter dated January 20, 1961, Texas Eastern Transmission Corporation 
(Texas Eastern) purchaser of jurisdictional gas from Mississippi under the 
latter’s rate Sechdule No. 7, consisting of Sheet No. 2 through 36 to Missis- 
sippi’s FPC Gas Tariff, Original Volume No. 2, requested clarification of the 
Commission’s letter of January 12, so that the Offer of Settlement could be 
accepted insofar as it relates to these sales. By Mississippi’s letter dated 
February 14, 1961, the Commission was advised by Mississippi that it consents 
to and requests that the Commission accept the Offer insofar as it relates to 
Rate Schedule No. 7. 

The sales by Mississippi to Texas Eastern involved in Rate Schedule No. 7 
relate to gas produced from the Bethany-Longstreet Field, Desoto Parish, 
Louisiana, in the northern section of Louisiana. By Commission orders issued 
on various dates the proposed increases were suspended. Upon motions duly 
filed these increases were made effective by various Commission orders. 

The Offer of Settlement as limited to sales of gas to Texas Eastern pro- 
poses (1) that the revised sheets containing the settlement rate of 14.05¢ per 
Mcf in these proceedings applicable to Mississippi’s Rate Schedule No. 7 cover- 
ing said sales will be filed to be effective on December 1, 1960; (2) that the 
difference between such settlement rate and the base rate of 14.2558¢ per Mcf 
currently in effect subject to refund in Docket No. G-—20239 be refunded; 
(3) that the favored nation clause be deleted from the contracts involved; 
(4) that revised escalation schedules of 1.0¢ per Mcf in 1963, 1968 and 1973 
be substituted for the present schedules of 0.2¢ per Mcf annual escalations; 


(5) that the proceedings be terminated insofar as they relate to sales of gas 
to Texas Eastern. 
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It is the Commission’s judgment that settlement of these matters in accord- 
ance with the Offer of Settlement as limited to sales of gas to Texas Eastern 
is desirable in the public interest and appropriate to carry out the provisions 
of the Natural Gas Act. Mississippi is proposing to eliminate the favored- 
nation clauses in the contracts with Texas Eastern involved herein, to waive 
all future rights and benefits under such provisions, and to convert the annual 
escalations now provided for in the contracts to fixed escalations in 1963, 
1968, and 1973, as provided in the Offer. 

The proposed Offer of Settlement as limited to Texas Eastern would be 
beneficial to the public and advantageous to all concerned by relieving the 
Commission, the producer, and Texas Eastern, as well as customer companies, 
of the time and expense which might be necessary to the conduct of formal 
hearings in such rate cases as might otherwise arise under such provisions. 
The resulting stability in gas costs would be welcome to all segments of the 
natural gas industry. Furthermore, freeing the Commission from the need of 
considering such proposed increases would enable it to concentrate its efforts 
on other rate cases and other matters having possibly more serious conse- 
quences for the public and the consumer. 

However, it should be made clear that acceptance of this Offer of Settlement 
as limited to sales of gas to Texas Eastern does not constitute approval of 
any future increased rates proposed by Mississippi under the fixed escalation 
provisions or otherwise, nor should it be construed as such. 


The Commission finds: 


The proposed settlement of these proceedings on the basis described herein, 
applicable to sales of gas by Missouri to Texas Eastern only, as more fully 
set forth in the Offer of Settlement filed by Mississippi with the Commission 
on November 22, 1960, and in the Appendix attached hereto,* is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act 
and should be approved and made effective as hereinafter ordered. 


The Commission orders: 

(A) That portion of the Offer of Settlement filed by Mississippi on No- 
vember 22, 1960, which relates to sales of gas to Texas Eastern only, is hereby 
accepted in accordance with the provisions of this order. 

(B) Mississippi shall execute with Texas Eastern an amendment to these 
parties’ Gas Purchase Contract dated April 12, 1956, filed with the Commis- 
sion as Mississippi’s Rate Schedule No. 7, in accordance with the Appendix 
attached hereto. 

(C) Mississippi, within 30 days from the date of issuance of this order, 
shall file with the Commission revised tariff sheets to its aforesaid Rate 
Schedule No. 7, under Part 154 of the Commission’s Regulations under the 
Natural Gas Act, to reflect the amendment required by paragraph (B) above. 

(D) Upon Mississippi’s making a satisfactory filing in accordance with the 
provisions of paragraph (C) above, the base rate of 14.0507¢ per Mcf con- 
tained in the required filing shall become effective as of December 1, 1960. 
Within 60 days from the date of this order Mississippi shall refund to Texas 
Eastern from May 4, 1960, the difference between the amounts collected under 
the base rate of 14.2558¢ per Mcf and the amounts that would have been col- 
lected under the rate of 14.0507¢ per Mcf, plus interest at 6 percent per annum 
from the date of payment to Mississippi to the date of refund. 


* Omitted in printing. 
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(E) Within 15 days after making of any refund or payment as provided by 
paragraph (D) above, Mississippi shall report to the Commission, in writing 
and under oath, the amount of the refund payment made pursuant to this 
order, showing separately the principal amount and interest so paid, and shall 
serve a copy of such report upon Texas Eastern. Concurrently therewith, 
Mississippi shall file with the Commission a release from Texas Eastern show- 
ing receipt of said amount in conformity to the plan of settlement approved 
hereby. 

(F) Upon full compliance by Mississippi with all the terms and conditions 
of this order these proceedings shall be considered terminated, except that 
Docket No. G-—20239 shall be considered terminated, except that Docket No. 
G-20239 shall be considered terminated only insofar as it relates to sales of 
gas to Texas Eastern. 

(G) The acceptance of this Offer is without prejudice to any findings or 
determinations that may be made in any proceeding which may be heard, 


or in any other proceeding now pending or hereinafter instituted by or against 
Mississippi. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP61-50 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 30, 1961) 


On August 19, 1960, as supplemented on January 9, 1961, United Gas Pipe 
Line Company (Applicant), 1525 Fairfield Avenue, Shreveport, Louisiana, filed 
in Docket No. CP61-50 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of a meter station and approximately 0.0095 mile 
of 2-inch pipeline from a delivery point on Applicant’s Napoleonville-Kosciusko 
line in St. Helena Parish, Louisiana, near an existing delivery point utilized 
to provide service to the Town of Greensburg, Louisiana, to a municipal gas 
distribution system proposed to be constructed by the Village of Montpelier, 
Louisiana, all as more fully set forth in the application and supplement. 

The proposed facilities will be used for the sale and delivery of natural gas 
to the Village of Montpelier for resale and distribution through a distribution 
system to be constructed by said Village to serve the communities of Mont- 
pelier and Pine Grove, Louisiana, and the rural consumers lying between said 
communities. 

The estimated total cost of the facilities to be constructed by Applicant is 
$3,599, which will be furnished from current working funds. 

The estimated natural gas requirements under this application, to be used 
for domestic and commercial purposes, are: 


| 
Ist year 2d year 3d year 
| 


Annual, Mef 11, 356 12,201 | 12, 974 
1 


Peak day, Mef 51 163 | 174 
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These additional quantities will have no appreciable effect upon Applicant’s 
gas reserves or its ability to maintain adequate service to its existing cus- 
tomers. 

The subject service is proposed to be rendered under Applicant’s filed FPC 
Gas Rate Schedule G-J. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 21, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.30(c) (1) of the Commis- 
sion’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation 
having its principal place of business in Shreveport, Louisiana, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of November 10, 1942, in Docket No. G—232 
(3 FPC 863). 

(2) The facilities hereinbefore described, as more fully described in the 
application and exhibits, as supplemented, in this proceeding, are proposed to 
be used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, as integral parts of Applicant’s 
existing pipeline system and the construction and operation thereof by Appli- 
cant are subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of facilities and the proposed 
sales of natural gas to the Village of Montpelier, Louisiana for resale, are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter granted to 
Applicant and to the exercise of the rights granted thereunder, and that the 
time within which construction of the facilities authorized by this order shall 
be completed and said facilities placed in actual operation should be fixed at 
12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 





The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing United Gas Pipe Line Company to construct and 
operate the facilities and to sell natural gas to the Village of Montpelier, 
Louisiana, for resale, all as hereinbefore described and as more fully de- 
scribed in the application and exhibits, as supplemented, in this proceeding 
upon the terms and conditions of this order. 
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(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) above and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and said facilities placed in actual operation as provided by para- 
graph (b) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act is hereby fixed at 12 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IOWA-ILLINOIS GAS AND ELECTRIC COMPANY, DOCKET NO. CP61-166 


FINDINGS AND ORDER DENYING DISCLAIMER OF JURISDICTION AND 
ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued March 31, 1961) 


Iowa-Illinois Gas and Electric Company (Applicant), 206 East Second Street, 
Davenport, Iowa, filed an application on December 13, 1960, pursuant to 
Section 7 of the Natural Gas Act, for a disclaimer of jurisdiction or in the 
alternative, a certificate of public convenience and necessity authorizing Appli- 
cant to construct and operate natural gas facilities as hereinafter described, 
all as more fully described in the application. 

Applicant proposes to construct 14.75 miles of 10-inch gas pipeline and 
appurtenant facilities between the facilities of Natural Gas Pipeline Company 
of America (Natural), located in Henry County, Illinois, and Applicant’s exist- 
ing facilities on the western bank of the Mississippi River in Scott County, 
Iowa, where such facilities will be interconnected with the existing facilites 
of Applicant’s Davenport (Iowa) District distribution facilities. The proposed 
facilities will provide a second point of connection between Applicant’s Daven- 
port (Iowa) and [Illinois distribution Districts. The application states that 
such facilities will enable Applicant to perform its distribution functions more 
efficiently and surely. 

The construction and operation of the proposed facilities are not dependent 
upon any new gas reserves or gas supply. The total estimated cost of the 
proposed facilities is $690,682, which Applicant will finance from funds on 
hand. 

In support of a disclaimer of jurisdiction, Applicant maintains that the 
function of the proposed 14.75 miles of 10-inch line will be the same “in part” 
as that of the 1.5 miles of 8-inch line over which the Commission disclaimed 
jurisdiction in Docket No. G—1364 on January 21, 1955. This 8-inch line is 
used only during emergencies to interconnect the Iowa and Illinois distribu- 
tion systems and, as such,-was considered by the Commission in the Docket 
No. G—1364 proceedings as a distribution facility, merely an emergency link 
between two distribution areas. The proposed 14.75 miles of 10-inch line is 
to be primarily a transmission line carrying gas daily from the wholesale 
supplier to the distribution systems in Illinois and Iowa, and therefore re- 
quires certificate authorization. 


693-489_64——41 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 22, 1961, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission ren- 
der a decision herein pursuant to Section 1.30(c) (1) of its Rules of Practice 
and Procedure. 


The Commission finds: 

(1) For the reasons stated herein, Applicant’s request for a disclaimer of 
jurisdiction should be denied. 

(2) Applicant is a “natural-gas company” within the meaning of the Natu- 
ral Gas Act as heretofore found by the Commission. 

(3) The facilities to be constructed and operated by Applicant will be used 
for the transportation of natural gas in interstate commerce and the con- 
struction and operation thereof are subject to the requirements of Subsections 
(c) and (e) of the Natural Gas Act. 

(4) The proposed construction and operation of facilities by Applicant as 
herein described, and as more fully described in the application in Docket 
No. CP61-166 are required by the public convenience and necessity and a cer- 
tificate therefor should be issued as hereinafter ordered and conditioned. 

(5) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (c)(4), and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter issued to Appli- 
cant in Docket No. CP61-—166, and to the exercise of the rights granted there- 
under, and that the time within which construction of facilities authorized by 
this order shall be completed and in actual operation should be fixed at one 
year from the date on which this order issues. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) Applicant’s request for a disclaimer of jurisdiction for the construction 
and operation of the facilities proposed herein is denied. 

(B) A certificate of public convenience and necessity is hereby issued au- 
thorizing Applicant to construct and operate natural gas facilities as described 
herein and as more fully described in the application in Docket No. CP61-166. 

(C) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c) (4) and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations, including Rules of Practice and Procedure, shall attach to 
the issuance of the certificate granted in paragraph (B) hereof, and to the 
exercise of the rights thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (B) of 
said Section 157.20 of the Commission’s Rules is hereby fixed at one year 
from the date on which this order issues. 





FEDERAL POWER COMMISSION 609 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NONACCEPTABILITY OF CONTRACTS BETWEEN PRODUCERS AND 
INTERSTATE NATURAL-GAS COMPANIES CONTAINING CERTAIN 
TYPES OF AUTOMATIC ESCALATION AND FAVORED NATION 
CLAUSES, DOCKET NO. R-153 


ORDER NO. 232A 


ORDER MODIFYING ORDER AMENDING THE COMMISSION’S GENERAL RULES 
AND REGULATIONS 


(Issued March 31, 1961)* 


On March 3, 1961, the Commission issued its Order No. 232 ante, p. 379, in 
this proceeding amending Sections 154.91(a) and 154.93 of the Regulations 
under the Natural Gas Act (18 CFR 154.91(a) and 154.98). The order pro- 
vided that indefinite escalation clauses, contained in producer contracts filed 
on and after April 3, 1961, for the jurisdictional sale or transportation of gas, 
shall be inoperative and of no effect at law. Since March 3, interested per- 
sons have submitted views and comments concerning the amendments to our 
regulations. Upon consideration of such comments and upon our own fur- 
ther consideration, we find it necessary and appropriate to modify the amend- 
ments promulgated by Order No. 232. 

We reaffirm our earlier findings that the use of long-term contracts for the 
sale of natural gas by producers to pipelines or to others is desirable and 
appropriate in the public interest but that indefinite escalation provisions are, 
in general, contrary to the public interest. However, it also appears that 
elimination of all indefinite escalation provisions would be too restrictive to 
enable the industry adequately to cope with possible changing economic con- 
ditions over the span of long-term contracts. Therefore, to permit pricing 
flexibility and to provide an incentive for long-term contracts, we should 
permit future contracts to contain limited price-redetermination provisions, in- 
vocable not more than once in every five-year contract period and based upon 
rates subject to this Commission’s jurisdiction (and therefore, controlled). 

Also upon reconsideration, it appears that the amendments by their terms 
apply to any contract filed with the Commission on or after April 3, 1961, even 
if the contract was executed prior to April 3. The amendments should be 
changed to apply only to contracts executed on or after April 3, 1961. 

We hereby modify our Order No. 232, issued March 8, 1961, in this proceed- 
ing, in the following manner and order: 

(A) Paragraphs (2) and (3) of the Commission’s findings are changed to 
read as follows: 

(2) Gas supply contracts containing provisions for rate changes dependent 
or based in whole or part on indefinite escalation clauses such as favored- 
nation, unlimited redetermination or renegotiation, spiral escalation, infla- 
tionary adjustment, price indices and revenue-sharing clauses have contributed 
to instability and uncertainty concerning prices of gas and service exapnsion 
by natural gas companies. As found by us in the proceeding of The Pure Oil 
Company, Docket No. G—17930, Opinion No. 341, 25 FPC 383, these indefinite 
escalation provisions are in general contrary to the public interest. Such 
escalation provisions, therefore, are generally undesirable, unnecessary and 
incompatible with the public interest for the due and proper development of 


*Published in Federal Register, April 6, 1961 (26 F.R. 2850). Fetition for review 
dismissed, 804 F. 24 293 (CA5—1962). 
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natural gas service by natural gas companies. However, limited price-redeter- 
mination provisions appear appropriate to meet the difficulty of pricing for 
long and unpredictable periods and to encourage the negotiation of long term 
contracts. Limited price-redetermination provisions, as hereinafter ordered, 
appear to be in the public interest and should be permitted in producer con- 
tracts for the sale or transportation of natural gas subject to our jurisdiction. 

(3) It is necessary and appropriate in the public interest and in the proper 
administration of the Natural Gas Act that § 154.93 of the Regulations under 
the Natural Gas Act (18 CFR 154.93) be amended to specify the change of 
price provisions that may be contained in future producer rate schedules sub- 
mitted for filing with this Commission. 

(B) Paragraph (A) of the Commission’s Order No. 232 is changed to read 
as follows: 

(A) Part 154, entitled Rate Schedules and Tariffs, Subchapter E—Regula- 
tions under the Natural Gas Act, Chapter I of title 18, Code of Federal Regu- 
lations, is amended by adding a proviso at the end of § 154.93, Rate schedule 
defined, to read as follows: 

“Provided, That in contracts executed on or after April 3, 1961, for the sale 
or transportation of natural gas subject to the jurisdiction of the Commission, 
any provision for a change of price other than the following provisions shall 
be inoperative and of no effect at law; the permissible provisions for a change 
in price are: 

(1) provisions that change a price in order to reimburse the seller for all 
or any part of the changes in production, severance, or gathering taxes levied 
upon the seller; 


(2) provisions that change a price to a specific amount at a definite date; 
and 

(3) provisions that, once in five-year contract periods during which there 
is no provision for a change in price to a specific amount [paragraph (2)], 
change a price at a definite date by a price-redetermination based upon and 
not higher than a producer rate or producer rates which are subject to the 
jurisdiction of the Commission, are not in issue in suspension or certificate 
proceedings, and are in the area of the price in question. 

(C) This amendment shall become effective April 3, 1961. 

(D) The Secretary of the Commission shall cause publication of this order 
to be made in the Federal Register. 

Commissioner Kline would further modify the order to permit renegotiation 


clauses in conformity with the views expressed in his statement accompany- 
ing Order No. 232 issued March 3, 1961. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. CP61-148 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 81, 1961) 


Texas Gas Transmission Corporation (Applicant), 416 West Third Street, 
Owensboro, Kentucky, filed an application on November 14, 1960, as supple- 
mented on December 27, 1960, and January 16, 1961, for a certificate of pub- 
lic convenience and necessity authorizing the construction and operation of 
natural gas facilities for the delivery and sale of natural gas in interstate 
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commerce as hereinafter described, all as more fully described in the supple- 
mented application. 

Applicant seeks authority to construct and operate a tap and meter setting 
on an existing 18-inch line near Gallion, La., for the delivery and sale of 
additional volumes of gas to an existing customer, Louisiana Gas Service 
Company (Louisiana Gas). Louisiana Gas will resell such gas to Coastal 
Contractors, Inc. (Coastal) for use at the latter’s asphalt plant at Gallion, 
Louisiana. 

The gas will be delivered by Applicant directly into Coastal’s plant for 
the account of Louisiana Gas. The estimated requirements of the asphalt 
plant are 80,000 Mcf per year and a maximum of 400 Mcf per day, all on an 
interruptible basis. The volume will have little effect on Applicant’s available 
gas supply. 

The application states that the use of natural gas in the manufacture and 
preparation of asphalt products permits more flexible and responsive tempera- 
ture control which, in turn, results in a higher quality product than obtain- 
able from other fuels. 

The estimated cost of the proposed facilities is $3,170, which will be paid 
by Applicant from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 22, 1961, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission ren- 


der a decision herein pursuant to Section 1.80(c) (1) of its Rules of Practice 
and Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natu- 
ral Gas Act as heretofore found by the Commission. 

(2) The facilities to be constructed and operated by applicant will be used 
for the transportaiton and sale of natural gas in interstate commerce and 
the construciton and operation thereof are subject to the requirements of 
Subsections (a), (b), (c) (3), (c) (4) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities by Applicant as 
herein described, and as more fully described in the application in Docket No. 
CP61-148 are required by the public convenience and necessity and a certifi- 
eate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4), and (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach to the certificate hereinafter issued to Applicant 
in Docket No. CP61-148, and to the exercise of the rights granted thereunder, 
and that the time within which construction of facilities authorized by this 
order shall be completed and in actual operation should be fixed at six months 
from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said Rules. 
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The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing Applicant to construct and operate natural gas facilities and to sell 
and deliver natural gas as described herein and as more fully described in 
the application in Docket No. CP61-148. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ec) (4) and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations, including Rules of Practice and Procedure, shall attach to 
the issuance of the certificate granted in paragraph (A) hereof, and to the 
exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at six months from 
the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TRUNKLINE GAS COMPANY, DOCKET NO. CP61-175 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 31, 1961) 


On December 23, 1960, as supplemented on January 11, 1961, Trunkline Gas 
Company (Applicant), P. O. Box 1642, Houston 1, Texas, filed in Docket No. 
©P61-175 an application pursuant to Section 7(c) of the Natural Gas Act for 
a certificate of public convenience and necessity authorizing the construction 
and operation of field facilities to enable Applicant to take into its certificated 
main pipeline system natural gas which will be purchased from producers 
thereof from time to time during the calendar year 1961 in the general area 
of its existing transmission system, at an estimated total cost not to exceed 
$2,500,000, with no single project to exceed a cost of $500,000, all as more 
fully set forth in the application and supplement. 

The purpose of this “budget-type” proposal is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its exist- 
ing pipeline system new supplies of natural gas in various producing areas 
generally coextensive with said system. 

Applicant proposes to finance the subject facilities from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
March 21, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commis- 
sion render a decision herein pursuant to Section 1.30(c)(1) of the Commis- 
sion’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Trunkline Gas Company, a Delaware corporation having its 
principal place of business in Houston, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of April 29, 1949, in Docket No. G-882 (8 FPC 250). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
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sion, and the construction and operation thereof by Applicant are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas 
purchased from producers thereof during the calendar year 1961 as proposed 
by Applicant are required by the public convenience and necessity and a cer- 
tificate therefor should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing, by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects constructed pursuant to the authorization granted hereinafter, (d) 
the location of said project or projects, (e) the costs of the facilities so con- 
structed, and (f) the names of the independent producers involved, together 
with the respective dates of the gas sales contracts and the docket numbers of 
the related producer certificate applications. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate hereinafter granted to Applicant and 
to the exercise of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities author- 
ized to be constructed hereunder should be limited to $2,500,000, with no sin- 
gle project to exceed a cost of $500,000. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Trunkline Gas Company to construct and operate the 
proposed facilities to take natural gas purchased from producers thereof dur- 
ing the calendar year 1961, all as more fully described in the application in 
this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing, by projects: (a) names of fields connected, (b) estimates of 
gas supplies attached, (c) a description of the project or projects constructed 
pursuant to the authorization granted in paragraph (A) above, (d) the loca- 
tion of said project or projects, (e) the costs of the facilities so constructed, 
and (f) the names of the independent producers involved, together with the 
respective dates of the gas sales contracts and the docket numbers of the re- 
lated producer certificate applications. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed thereunder are hereby limited to $2,500,000, with 
no single project to exceed a cost of $500,000. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


AREA RATE PROCEEDING, DOCKET NO. AR61-1; CLAUDE E. AIKMAN, 
DOCKET NO. G-18466, ET AL., NORTH CENTRAL OIL CORPORATION, 
(OPERATOR), ET AL., DOCKET NO. C160-435, ET AL. 


ORDER RULING UPON MOTION RELATING TO EVIDENCE TO BE CONSIDERED 
IN AREA RATE PROCEEDING 


(Issued April 5, 1961) 


Consistent with our statements in our Opinion No. 338, Phillips Petroleum 
Company, issued September 28, 1960, and our Statement of General Policy No. 
61-1, issued on the same date, 24FPC 537 and 818, respectively, we instituted 
an area rate hearing in these proceedings by order issued December 23, 1960, 
24FPC 1121, for the purpose of determining just and reasonable rates for sales of 
natural gas, subject to the jurisdiction of the Commission, in specified areas in 
New Mexico and Texas (hereinafter referred to as Permian Basin area). The 
same order provided for a pre-hearing conference to convene in Midland, Texas, 
on March 6, 1961, for the purpose, inter alia, of considering the type of evidence 
to be adduced in the hearing. 

While the pre-hearing conference has not been concluded, the presiding ex- 
aminer has certified to us a motion made by Texaco Seaboard, Inc., which was 
joined in by certain other participants in the conference, requesting an order 
setting forth with some particularity the types of cost evidence which may or 
may not be introduced in these proceedings. The motion also requests a 
so-called “savings clause” granting individual producers the opportunity to 
demonstrate the reasonableness of individual filed rates, after the issuance of a 
final order determining area rates. In detail, Texaco Seaboard, Inc. by its 
motion requests us to issue an order substantially as follows: 


The Commission finds: 


(1) To aid in carrying out the provisions of our order issued Decem- 
ber 23, 1960, instituting Area Rate Proceeding, et al., Docket No. AR61-1, 
et al., it is necessary and proper to a simplification and delineation of the 
issues, and the expeditious conduct of such proceedings, and in answer to 
the specific motion supported by Pages 209 to 247; 255 to 259; 261 to 262; 
277 to 282; 313 to 316; 329 to 331; and 343 to 345 of the record in the 
aforementioned proceedings, and upon the authority of our previously 


issued Opinion No. 338 and our Statement of General Policy No. 61-1, 
that 


The Commission orders: 


(A) Subject to the provisions of Paragraph (B), below, the question of 
the traditional, original cost, prudent investment rate base cost-of-service 
of any individual respondent, or any group or groups of respondents, or 
any natural gas producer or producers in the area designated for hearing 
by our order in these matters is not directly or indirectly an issue in those 
proceedings, and evidentiary matters introductory of, or related to such 
issue are not pertinent to that proceeding, provided, however, that mean- 
ingful cost data of a non-cost-of-service nature is pertinent. 

(B) Neither this order, nor any orders issued in this proceeding in the 
future is intended to, or will, deny to any individual producer, after 
issuance of, but prior to the effectiveness of any final general order in 
these proceedings, the opportunity to demonstrate reasonableness of any 
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particular filed rate in the area in question, on any basis, if such pro- 
ducer elects to do so by separate showing of its special circumstances or 
own individual requirements for its rate or rates then on file. 


Answers opposing the motion were filed by Northern Natural Distributor 
Group, San Diego Gas and Electric Company, The City of San Diego, Consoli- 
dated Edison Company of New York, Inc., the Public Utilities Commission 
ot the State of California, Pacific Lighting Companies, the City of Los 
Angeles, and the Public Service Commission of Wisconsin, and we have con- 
sidered the arguments set forth in said answers. 

In general, those opposing the motion contend that rate base cost of service 
evidence is essential to the determination of just and reasonable rates of 
independent producers and that the provisions of paragraph (B) of the pro- 
posed order would permit the introduction of the same type of evidence with 
respect to an individual producer that is excluded by paragraph (A) with 
respect to producers generally. 

We have set forth in detail in our Opinion No. 338, our reasons for con- 
cluding “. . . that the traditional original cost, prudent investment rate base 
method of regulating utilities is not a sensible, or even a workable method of 
fixing the rates of independent producers of natural gas.” We are still of 
that opinion. And we believe no useful purpose would be served by restating 
those reasons. Having so concluded, we shall not permit the introduction of 
rate base cost of service studies in these proceedings regardless of whether 
such studies relate to the operations of an individual producer or to any 
group or groups of the producers here involved. Just as we are not required 
to permit introduction of evidence with respect to “reproduction cost” of 
facilities in natural gas pipeline cases,? so also are rate base cost of service 
studies unnecessary in these proceedings. 

By stating that rate base cost of service evidence, as such, may not be 
adduced in these proceedings we do not mean to say that no cost data may 
be introduced, nor do we understand that any of the participants in the pre- 
hearing conference do so contend. On the contrary, we consider costs are a 
factor to be weighed in conjunction with other pertinent and relevant evidence 
in determining just and reasonable area rates. 

This position regarding the need for cost data was clearly enunciated by us 
in Opinion No. 338. We there stated “. .. it appears that the ultimate solu- 
tion to producer regulation will be in the determination of fair prices for 
gas, based on reasonable financial requirements of the industry and not on the 
particular rate base and expenses of each natural gas company.” We also 
pointed out “We intend to make use of cost data we have obtained in the 
past and we intend to acquire and consider cost information in the future.” 
Further, we stated that “Costs pertaining to a representative sampling of the 
industry in any one area must be accepted as part of the basis for fixing 
rates for all producers in the area.” 

The record of the first session of the pre-hearing conference indicates that 
there is considerable uncertainty as to what is meant by presentation of “cost 
data” as distinguished from “cost of service.” Measuring the financial re- 
quirements of the industry requires the consideration of many of the items of 
cost that are included in the traditional cost of service. However, utilization 
of cost data to determine financial requirements involves broader concepts of 


1In pending rate proceedings of individual producers the non-admissibility of the 
traditional rate base cost of service type of evidence need not necessarily apply. 

2 FPO v. Natural Gas Pipeline Company of America, 315 U.S. 575; FPC v. Hope 
Natural Gas Company, 320 U.S. 591; Panhandle Eastern Pipeline Company v. FPO, 
324 U.S. 63; Panhandle Eastern Pipeline Company, 23 FPC 352. 
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relevant costs, different methods of assembly, revised presentations, and differ- 
ent applications to the rate making process. While it is not feasible at this 
time to set forth in detail the precise cost information which may be required, 
we are presenting herewith certain comments as a guide to what cost data we 
consider relevant to these proceedings, although these are merely to present a 
general outline of our views and are not to be construed as an all inclusive 
delineation. Furthermore, we recognize that there may be special problems 
for small independent producers to assemble and offer cost data both from 
the viewpoint of the amount of detail available and the scope of the data 
that can reasonably be gathered by a group of such producers. Cost data 
presented on behalf of small producers will of necessity have to be fitted to 
their type of operation and to the relevancy of such information to the 
determination of just and reasonable rates in this proceeding. 

In order for cost data to be useful in determining just and reasonable 
rates for the area here involved, they must be consistently and uniformly 
developed on a group basis. They should encompass industry-wide data or 
data for a substantial segment of a group of similar producers. They must 
be compiled in a manner so as to set forth costs pertaining to operations 
in the Permian Basin area. This will also require a companion compilation 
of costs on company-wide bases to disclose the derivation and significance of 
the Permian Basin costs. In order to interpret and evaluate the cost data 
presented it is necessary that there also be evidence regarding the associated 
operating statistics relative to volumes and revenues. 

To the extent it may be feasible, consistent with our desire for a speedy 
yet thorough hearing, we believe it important that some of the cost data be 
presented for more than one year, to the end that the trend of costs for the 
industry as a whole and for the particular area here involved may be 
ascertained. 

We consider as relevant to these proceedings cost data relating to the 
domestic search, production, and field processing operations of producers with 
jurisdictional gas sales in the Permian Basin area. Such cost data should 
include all the recurring direct and indirect operating expenses, costs of an 
overhead nature, and other financial requirements that may reasonably be 
associated with these activities. The cost data in part will relate to gas 
and oil where the above-designated activities are carried on jointly. Where 
allocations of such joint costs are necessary we believe it is eminently desir- 
able that a determination using a uniform method or methods be presented, 
although other methods of allocation deemed appropriate by the parties may 
also be offered. The costs applicable to gas operations should be determined 
and should be related to the jurisdictional sales for which rates are to be fixed. 

We firmly believe that the area price approach will establish an effective 
and expeditious method of determining proper rate levels for producers of 
natural gas. However, in order to eliminate the need for protracted and 
burdensome investigation and cross-examination in area proceedings we empha- 
size that all basic data should be compiled in such manner that they may 
be readily identified to the books of account and operating records of individual 
producers. 

With respect to the “savings clause” of the type requested in ordering 
paragraph (B) of the subject motion we do not believe it is appropriate 
at this time to rule on this portion of the motion. Further consideration of 
this matter will be deferred until a later date. However, we have already 
stated that the utilization of a rate base cost of service of an individual 
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producer is not appropriate in fixing its rates and, of course, we would not 
permit such a presentation under any “savings clause.” 


The Commission orders: 


For the reasons stated, the motion of Texaco Seaboard, Inc. is granted in 
part, denied in part, and deferred in part, as set forth herein. 

Commissioner Kline concurring in part filed a separate statement. Commis- 
sioner Sweeney not participating. 


Kurne, Commissioner, concurring in part: 


I concur with the majority that we should not permit in this area rate 
proceeding cost of service studies of individual producers. Individual studies 
are of such little relative value compared to the time consumed in presenting 
them that they should be excluded in a proceeding of this kind. I do not 
agree that we should exclude industry-wide cost of service studies or cost of 
service studies for a substantial representative segment of the producing 
industry in this area. 

In this order we outline in a general way the kind of cost data which we 
deem relevant. This cost data, to be furnished either on an industry-wide 
basis or for a substantial segment of the producing industry in the area, 
includes practically all of the cost data required for a cost of service study. 
Under these circumstances, I do not believe introduction of cost of service 
studies will result in any extended delays. Furthermore, I believe that a 
comparison of the results obtained through cost of service studies and any 
new method of fixing prices which may be offered in evidence in this hearing 
would be of value. 

I am aware of the shortcomings of the cost of service method as a means 
of fixing prices for the production of natural gas by independent producers, 
and I am confident that some other method such as the “revenue requirements” 
method will prove to be more suited to the needs of the gas industry and will 
produce better results than the “cost of service” method. At the present 
time, any alternate method is untested and may have as many or more defects 
as a means of regulating producers’ prices than the cost of service method. 
Until some other definite method of fixing prices has been adopted, we should 
not exclude cost of service evidence. 

As to the “savings clause” of the type requested in ordering paragraph (B) 
of the motion, I would be opposed to setting prices on an area basis if I felt 
that a producer would generally have the option of selecting the area price 
or the price he was able to justify on a cost basis. However, there may be 
instances, particularly in the case of small producers, where a price above 
the ceiling price is justified and I am not prepared at this time to rule out a 
presentation by an individual producer of cost of service evidence in some 
later proceeding. 

I am still firmly of the view I expressed in Phillips? that the rates of 
independent producers should not be fixed individually on a eost of service 
basis. We have never had before us the question of whether area prices 
should be arrived at through a cost of service formula or some other means, 
nor the question of whether an individual producer who claims an area price 
is confiscatory should be deprived of his right to present cost of service 
evidence to show such confiscation. I do not wish to pass on either of these 
issues at this time. 


1 Phillips Petroleum Co., 24 FPC 537, Opinion No. 338 issued September 28, 1960. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-2217 and G-2505 


ORDER GRANTING MOTIONS TO DISCHARGE FROM REFUND OBLIGATIONS 
(Issued April 5, 1961) 


On March 1, 1961, Northern Natural Gas Company (Northern) filed with 
the Commission four motions to discharge it from certain of its remaining 
refund obligations under three rate settlement orders heretofore issued by 
the Commission in the above-listed dockets. The orders were issued January 28, 
1954, in Docket No. G-2217 (13 FPC 778), and July 26, 1956, and May 31, 1957, 
in Docket No. G-2505 (16 FPC 803 and 17 FPC 770 respectively), and were 
subsequently modified by an order issued December 28, 1960, 24 FPC 1192, in 
the said dockets. The three orders in question were predicated, in part, on 
certain gas purchase costs of Northern, calculated in part on the basis of 
producer minimum prices fixed by the State Corporation Commission of Kansas 
and the Corporation Commission of Oklahoma. In approving these earlier 
settlements, however, our orders provided in effect that in the event subse- 
quent action by this Commission or the courts resulted in refunds to Northern 
of any portion of the money paid by Northern to its suppliers under existing 
contracts, or because of orders of the State Corporation Commission of Kansas 
and the Corporation Commission of Oklahoma, such refunds accruing to 
Northern should be distributed among Northern’s utility customers. 

Early in 1959 the Supreme Court of the United States declared invalid 
the Kansas and Oklahoma minimum price orders in question! and Northern 
has attempted to procure from M. L. Benedum, Walter Kuhn, G. J. Neuner 
and Howard Kuhn, four of its producer suppliers, payments for gas made 
by Northern in reliance on the Kansas minimum price orders. Northern states 
in the motions filed herein on March 1, 1961, that from January 1, 1954, to 
February 1, 1958, Northern’s cost of gas purchased from the above-mentioned 
producers, based on the Kansas minimum price orders, exceeded the cost of 
such gas as calculated under the prices set out in Northern’s contracts with 
such suppliers. Northern states that it has instituted litigation against M. L. 
Benedum in the District Court of the United States for the Western District 
of Pennsylavnia; Walter Kuhn, G. J. Neuner and Howard Kuhn, respectively, 
in the District Court of the United States of the District of Kansas for the 
recovery of a portion of the excess amounts paid to such suppliers as a result 
of the invalidation of the Kansas minimum price order. 

Northern states that each of the suppliers in order to dispose of the claims 
of Northern have offered proposed settlement agreements to cover overpay- 
ments made by Northern for gas purchases as a result of the invalidation 
of the Kansas minimum price order. Each of the hereinabove named sup- 
pliers have agreed to refund to Northern 70% of Northern’s claims for the 
period January 1, 1954 to August 27, 1957, (covered by Docket Nos. G—2217 
and G-2505) and 100% of Northern’s claims for the period August 27, 1957, 
to February 1, 1958 (covered by Docket No. G-12153). Set-forth hereinbelow 


1 Cities Service Gas Company v. State Corporation Commission of Kansas, 355 U.S. 
391; Michigan-Wisconsin Pipeline Company v. Corporation Commission of Oklahoma, 
355 U.S. 425. 
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is a schedule which shows: the amount of overpayment during the periods 
January 1, 1954 to February 1, 1958, the settlement agreement refunds for 
the periods January 1, 1954, to August 27, 1957; August 27, 1957 to February 1, 
1958; the total refunds for the period January 1, 1954, to February 1, 1958, 
and the percentage that the total agreed-upon refund is of the overpayment. 

In its motions Northern requests that on distribution by it of the proper 
amount of refund to its utility customers in the proportions and to the parties 
as heretofore provided by the Commission in its orders in these dockets, the 
company be discharged from its remaining obligations under the settlement 
orders referred to hereinabove, insofar as those obligations are predicated on 
an adjustment in Northern’s gas purchase costs from the hereinabove sup- 
pliers during the period January 1, 1954, to August 27, 1957. 

In support of its motions, Northern takes the position that the offers of 
settlement are reasonable and that it is in the public interest and in the 
interest of the parties involved in the certain settlements, namely, the sup- 
pliers concerned herein, Northern and Northern’s utility customers, that the 
controversies between Northern and such suppliers be disposed of without the 
time and exprnse required by extensive litigation of the issues involved; and 
that such propused settlements are satisfactory to all parties affected thereby. 

Although the Commission’s prior settlement orders referred to above con- 
templated that money collected from Northern by its suppliers because of state 
minimum price orders and refunded to Northern should in turn be refunded 
by Northern to its utility customers, those orders did not require Northern 
to institute suit for recovery of such amounts or submit for our approval 
any settlement negotiated with respect to such claims. However, it is 
appropriate and proper that in passing on Northern’s motions to discharge 
it from the refund obligations of those orders, we consider the terms of the 
proposed settlements between Northern and M. L. Benedum, Walter Kuhn, 
G. J. Neuner and Howard Kuhn which would determine how much money 
is to be refunded. 

In our judgment, in view of all the circumstances of this case, the grant 
of Northern’s motions herein to be discharged from its refund obligations 
is reasonable, proper, and in the public interest. The terms of the certain 
settlements are favorable to Northern and its utility customers and the amounts 
involved are relatively small. There is substantial unanimity in favor of 
the settlement by the parties affected thereby, including Northern’s utility 
customers. However, Northern’s discharge from its refund obligations should 
not be effective until the certain settlements are concluded and the money 
distributed in accordance with our orders in the above dockets. 


The Commission orders: 


Northern is hereby discharged from its remaining obligations under the 
orders issued by the Commission on January 28, 1954, in Docket No. G-2217 
(13 FPC 773), and on July 26, 1956, and May 31, 1957, in Docket No. G—2505 
(16 FPC 803 and 17 FPC 770 respectively), as modified by order issued 
December 28, 1960, insofar as those obligations are predicated on an adjustment 
in Northern’s gas purchase costs from M. L. Benedum, Walter Kuhn, G. J. 
Neuner and Howard Kuhn, and during the period January 1, 1954, to 
August 27, 1957, such discharge to be effective upon the distribution by 
Northern of the proper amount of refund in the proportions and to the 
parties as heretofore provided in Commission orders in these dockets and satis- 
factory to the Commission. 
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NortTHERN Naturat Gas Company OVERPAYMENTS AND SETTLEMENT AGREE- 
MENT REFUNDS 


Refund agreed to in settlement agreement 


Percent total 

Supplier Jan. 1, 1954 | agreed-upon 
to Feb.1,1958] Jan. 1, 1954 | Aug. 27, 1957| Total both | refund is of 
Aug. 27, to Feb. 1, periods overpayment 


gy BG Eee ; $16, 648 . 
ea ee 100, 000 61, 627 12, 262 73, 889 73. 67 


0d BO icnnncnakdennaamy 116, 522 71, 847 13, 884 85, 731 73. 57 
WHUNEE MI isbn cc entices 


1 To be refunded to Northern’s customers in Docket Nos. G-2217 and G-2505. 
3 To be disposed of in Docket No. G-12153, a current rate proceeding. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SOUTH-TEX CORPORATION (OPERATOR), ET AL., DOCKET NO. R161-243 


ORDER ACCEPTING OFFER OF SETTLEMENT AS CONDITIONED 
AND TERMINATING PROCEEDING 


(Issued April 6, 1961) 


On October 24, 1960, South-Tex Corporation (Operator), et al. (South-Tex) 
tendered for filing Supplement No. 21 to South-Tex’s FPC Gas Rate Schedule 
No. 1 containing a proposed increased rate of 17.24347¢ per Mcf! at 14.65 
psia for the jurisdictional sale of gas to Tennessee Gas Transmission Company 
(Tennessee) from six fields in Nueces and Jim Wells Counties, Texas (Rail- 
road Commission District No. 4). By order issued November 22, 1960, in the 
proceeding in Docket No. RI61-248, the Commission suspended said supplement 
until May 1, 1961, and until such further time as it is made effective in the 
manner prescribed by the Natural Gas Act. 

On March 6, 1961, South-Tex submitted an Offer of Settlement? pursuant 
to Section 1.18 (e) of the Commission’s Rules of Practice and Procedure 
with respect to this proceeding and its FPC Gas Rate Schedule No. 1, as 
supplemented. 

In its Offer of Settlement, South-Tex requests approval of a 15.0¢ per 
Mcf1 settlement rate effective from the date of the Commission’s approval 
of the subject offer, and termination of the proceeding in Docket No. R1I161- 
243. In consideration therefor, South-Tex will execute and file with the 
Commission an agreement with Tennessee eliminating the favored-nation 
clause from the subject contract* and providing for a 15.0¢ per Mcf rate 
for the duration of the contract (until March 1970). 


1 Subject to a 0.21931¢ per Mcf deduction for dehydration by buyer. 
2 Such offer covers all gas sold under the subject contract except that produced from 

the Brownlee Lease in Nueces County, operated by Sun Oil Company. Such production 

is also excluded from the increased rate filing suspended in Docket No. R1I61-243. 

3 The contract contains no price redetermination clauses. 
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Tennessee concurs in the Offer of Settlement and states it will agree to the 
contract amendments if the Commission accepts the offer. No protests or 
other comments have been filed with respect to the proposed offer. 

The subject contract now provides for 75% reimbursement of any increase 
in Texas State production taxes after June 1953, which applies to the tax 
increase from 5.72% to 7%. Such reimbursement is in addition to the 15.0¢ 
per Mcf settlement rate mentioned above. But, the Commission’s Statement 
of General Policy No. 61-1, as amended, sets forth price standards applicable 
to pipeline quality gas and is inclusive of all taxes. Thus, South-Tex should 
be required to amend this tax provision to provide only for reimbursement of 
any tax increase after the date of execution of the settlement offer agreement. 

The proposed settlement, as modified herein, is in conformity with the Com- 
mission’s Statement of General Policy No. 61-1, as amended, and accordingly, 
may be approved and made effective as hereinafter provided. 


The Commission finds: 


(1) The proposed settlement of this rate proceeding on the basis described 
above as more fully set forth in the Offer of Settlement filed by South-Tex 
with the Commission on March 6, 1961, as modified herein, is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act 
and should be approved by the Commission and made effective as hereinafter 
ordered. 

(2) The rate suspension proceeding herein should be terminated. 

The Commission orders: 


(A) The Offer of Settlement filed with the Commission by South-Tex on 
March 6, 1961, as modified herein, is hereby approved in accordance with the 
provisions of this order. 

(B) South-Tex shall execute with Tennessee and shall file within 30 days 
from the date of issuance of this order, an amendment to its Gas Purchase 
Contract with Tennessee on file with the Commission as South-Tex’s FPC 
Gas Rate Schedule No. 1, which filing shali conform to South-Tex’s Offer of 
Settlement in all respects, and such amendment shall also provide that the 
provision for tax reimbursement of any increase in Texas State production 
taxes in the subject contract shall apply only to any such tax increase after 
the date of execution of the settlement offer agreement. This amendment shall 
be filed as a supplement to South-Tex’s FPC Gas Rate Schedule No. 1 in the 
form required for a notice of change in rate under Part 154 of the Commis- 
sion’s Regulations under the Natural Gas Act. 

(C) Upon compliance by South-Tex with the terms and conditions of this 
order, the supplement filed in accordance with Paragraph (B) above, provid- 
ing for the rate of 15.0¢ per Mcf specified in the proposed settlement, as 
modified, shall become effective as of the date of issuance of this order, and 
the proceeding in Docket No. RI61-243 shall be terminated. 

(D) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted by or against South-Tex. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 






















EL PASO NATURAL GAS COMPANY, DOCKET NOS. G-9977, ET AL., G-9979, 
G-12531, AND G-13651 


ORDER AMENDING ORDERS ISSUING CERTIFICATES OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 7, 1961) 





On January 23, 1961, El Paso Natural Gas Company (Applicant), filed a 
petition to amend the orders issuing certificates of public convenience and 
necessity to Pacific Northwest Pipeline Corporation (Pacific Northwest), Ap- 
plicant’s predecessor, in the following dockets: 

G-9979, issued May 8, 1956, 15 FPC 1378, in Docket No. G—9977, et al., 
service to Aluminum Company of America (Alcoa), located near Wenat- 
chee, Washington. 

G-12531, issued August 19, 1957, 18 FPC 190, service to Utah Idaho 
Sugar Company (Utah Idaho), located near Moses Lake, Washington. 

G-13651, issued January 31, 1958, 19 FPC 206, service to Menan Starch 
Company, Inc. (Menan Starch), located near Moses Lake, Washington. 

Alcoa and Utah Idaho are now served by Applicant on a direct inter- 
ruptible basis and Menan Starch is now served by Applicant on a direct firm 
basis. The certificates issued to Applicant limited the volumes to be delivered 
to Utah Idaho and Menan Starch to certain maximum daily quantities. There 
was no limitation with respect to deliveries to Alcoa. 

The subject petition to amend seeks authorization to make the aforesaid 
deliveries and sales to Cascade Natural Gas Corporation (Cascade), an exist- 
ing customer of Applicant, for resale to the above three industrials, replacing 
the comparable direct service now being rendered by Applicant. Applicant 
intends to terminate its service to the industrials coincident with the initiation 
of the proposed service to Cascade for resale. 

Applicant states that the transfer of its direct industrial service to Cascade, 
as proposed, would provide economic justification and incentive for further 
development and expansion of the distribution area. 

No additional facilities are required to consummate the proposal. 


The Commission finds: 





























It is in the public interest and appropriate in carrying out the provisions 
of the Natural Gas Act that the Commission’s orders issued May 8, 1956, 
August 19, 1957, and January 31, 1958, in Docket Nos. G—9979, G—12531 and 
G-13651, respectively, be amended as hereinafter ordered. 


The Commission orders: 


(A) The Commission’s orders issued May 8, 1956, August 19, 1957, and 
January 31, 1958, in Docket Nos. G-9979, G-—12531 and G-13651, respectively, 
authorizing Applicant’s predecessor, Pacific Northwest Pipeline Corporation, 
to deliver natural gas to Alcoa, Utah Idaho and Menan Starch, respectively, 
be and the same are hereby amended to authorize the delivery and sale of 
natural gas without volumetric limitation to Cascade Natural Gas Corporation 
for resale to Alcoa, Utah Idaho and Menan Starch, as proposed in Applicant’s 
petition. 

(B) In all other respects, said orders issued May 8, 1956, August 19, 1957, 
and January 31, 1958, in Docket Nos. G-9979, G-12531 and G—13651, respectively, 
shall remain unchanged and in full force and effect. 
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GRAND RIVER DAM AUTHORITY, PROJECT NO. 2183 
ORDER ADOPTING IN PART PRESIDING EXAMINER’S INITIAL DECISION 
(Issued April 7, 1961)* 
Syllabus 


1. Determination by Commission of justness and reasonableness of rate pro- 
visions of Coordinating Agreement between Public Service and Authority 
cannot be made at this time; there is no sound basis for its acceptance for 
filing as rate schedule at this time even though it would become effective 
only upon completion of Markham Ferry development. P. 624. 

2. Schedule of rates and charges, etc., should be presented for filing at time 
Markham Ferry is completed and ready to go on the line, at which time 
Commission may consider such rates in light of experience under Tempo- 
rary Agreement and of facts existent at time such change in rate actually 
occurs. P. 624. 

8. KAMO contention that usual test of economic feasibility in hydroelectric 
developments cannot be used here, or in any event, is not of itself sufficient 
to determine economic feasibility, is rejected. P. 625. 

4. Authority is an Agency of the State of Oklahoma authorized to establish 
its rates and charges for electric utility services; thus there is no basis for 
KAMO contention that Authority’s rates and charges under Coordinating 
Agreement must be prescribed by Commission and should be disapproved. 
P. 626. 

5. In determining economic benefits which will accrue to Authority under 
Coordinating Agreement, more than its sale of surplus capacity and energy 
must be considered. P. 626. 

6. Commission finds no “presumption of lawfulness” as to rates contained 
in Coordinating Agreement, or any justification for “interim approval” of 
such agreement and methods and formulae as set forth therein by reason 
of granting proposed amendment to license; approval of agreement and 
determination of lawfulness of rates, to extent within Commission juris- 
diction, must await filing of rate schedule when Markham Ferry is ready 
for operations. P. 627. 

7. Commission concludes that enlarged Markham Ferry development is eco- 
nomically feasible and issues amendment of license under Section 6 of the 
Federal Power Act. P. 628. 


Robert D. Hudson, Charles E. Dierker, James C. Hammill, and Q. B. Boyd- 
stun, for Grand River Dam Authority. 

Roy L. Sullivan, Randall J. LeBoeuf, Jr., Cameron F. MacRae, and Craigh 
Leonard, for Public Service Company of Oklahoma. 

Lambert McAllister, Francis J. Walsh, and Jack L. Rorshach for Kamo 
Electric Cooperative, et al. 


Joseph E. Hayden, Drerel D. Journey and Donald A. Sander for the Staff 
of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


Grand River Dam Authority (hereinafter referred to as Applicant or Au- 
thority) is the licensee for the Markham Ferry development on the Grand 


* Initial decision appears on p. 628. 
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River in Oklahoma authorized by the Commission’s order of June 22, 1955, 
in the proceeding known as Project No. 2183, 14 FPC 815. In the present 
proceeding, under the same designation, Authority seeks to amend the license 
heretofore issued so as to provide for: (1) an initial and ultimate installation 
of four 25,000 kilowatt generating units instead of an initial installation of 
three 15,000 kilowatt units and an ultimate installation of five 15,000 kilowatt 
units; (2) an increase in the height of the top of the power pool from elevation 
617 feet to elevation 619 feet above mean sea level, and the top of the flood 
control pool from elevation 634 feet to elevation 636 feet above mean sea 
level; and (3) equipment changes in the step-up substation, and inclusion 
of two 138-kilovolt transmission lines extending from the step-up substation 
to the proposed Catoosa substation of Public Service Company of Oklahoma. 
Construction under the license as originally issued was begun on January 30, 
1959. 

By orders issued April 1, 1959, and March 12, 1959, the Commission granted 
intervention, respectively, to Public Service Company of Oklahoma (Company) 
and to a group of Oklahoma electric cooperatives headed by KAMO Electric 
Cooperative (KAMO). 

Public hearing was held during the period from April 28, 1959, to Septem- 
ber 10, 1959, and thereafter on June 21, 1960, the presiding examiner issued 
his initial decision. Exceptions to the examiner’s decision were filed jointly 
by Authority and Company, and also by KAMO and the Commission’s staff. 
Upon request made by Authority and Company, as well as by KAMO, oral 
argument of the issues raised by the exceptions was held before the Com- 
mission on September 13, 1960. 

The two basic issues presented in this proceeding are: (1) whether the 
license heretofore issued to Authority in Project No. 2183 should be amended 
as proposed; and (2) whether, pursuant to the Commission’s order of 
March 12, 1959, a rate schedule incorporating the Coordinating Agreement, 
under which Company would deliver supporting steam energy to Authority 
and receive peaking capacity and dump energy from Authority under specified 
terms and conditions when Markham Ferry commences operation, should be 
considered as acceptable for filing with the Commission at the present time? 
The examiner in his decision disposed of the first issue by concluding that 
the license should be amended. With respect to the second issue, he con- 
cluded that the facts of record do not warrant Commission acceptance at this 
time of a rate schedule filing by Company embodying the language of the 
Coordinating Agreement. 

The exceptions to the examiner’s decision filed jointly by Authority and 
Company are directed to his conclusion with respect to the acceptability for 
filing of a rate schedule embodying the language of the Coordinating Agree- 
ment. Staff filed a similar exception. These exceptions, however, raise no 
material questions and advance no arguments of substance which were not 
fully presented in the briefs and duly considered by the examiner in his 
decision. As the examiner found, a determination by the Commission of the 
justness and reasonableness of the rate provisions of the Coordinating Agree- 
ment cannot be made at this time. And there is no sound basis for acceptance 
of the Coordinating Agreement for filing as a rate schedule at this time even 
if it would become effective only upon completion of the Markham Ferry 
development. 

Acceptance of the Coordinating Agreement for filing as a rate schedule at 
this time would be inappropriate and premature, even though it might be 
technically permissible under the Federal Power Act and the Commission’s 
regulations. The schedule of rates, charges, classifications and service to be- 
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come effective or operative upon completion of Markham Ferry should 
properly be presented for filing at the time Markham Ferry is completed and 
ready to go on the line, at which time the Commission may consider such 
rates in the light of the experience of Company and Authority in operating 
under the Temporary Agreement (Rate Schedule No. 151) which the Coordinat- 
ing Agreement will replace, and in light of the facts existent at the time 
such change in rates actually occurs. We regard the examiner’s additional 
discussion on this point unnecessary to the disposition of this question. 

KAMO’s exceptions are directed principally to the examiner’s finding that 
the enlarged Markham Ferry development is economically feasible. Under 
the test usually applied by the Commission in licensing proceedings, economic 
feasibility is determined by a comparison of the estimated annual cost of 
the proposed development with the estimated annual cost of an equivalent 
supply of power from alternative thermal sources or from purchases, by 
justification of the use to be made of the power, and by a showing of an 
adequate market for the power to be developed. KAMO insists that this test 
cannot be used here, or, in any event, is not of itself sufficient to determine 
economic feasibility in this proceeding. Markham Ferry, KAMO argues, is 
wholly dependent on the Coordinating Agreement; and the test here is whether 
Markham Ferry will “pay out” if operated under the Coordinating Agreement. 
According to KAMO, the record shows that “revenues under the Coordinating 
Agreement will not even approximate the capital and operating cost of pro- 
ducing capacity and energy at Markham Ferry.” As for the evidence de 
signed to show the annual costs of alternative sources of increments of added 
capacity KAMO characterizes these as “mere diversions” having “no bearing 
whatsoever on the issue of the economic feasibility” of Markham Ferry in 
this proceeding. 

We can find no justification in the facts of record for departing from the 
test of economic feasibility usually utilized by us in licensing hydroelectric 
developments. Furthermore, in view of our refusal to accept the Coordinating 
Agreement for filing at this time and our rejection, hereinafter discussed, of 
the examiner’s conclusions with respect to its interim approval in principle 
and the presumption of lawfulness of its rates, the financial effects of its 
operation could not, in any event, be determinative of the economic feasibility 
of the project. 

Moreover, the record does not support the conclusion urged upon us by 
KAMO that if Markham Ferry is constructed and operated in accordance with 
the Coordinating Agreement, there will be an annual deficit of $551,500 which, 
over a 37-year period during which construction bonds are being paid off, will 
reach a total of $20,405,000. KAMO computes this deficit as the difference 
between $1,931,500, which it assumes to be the maximum annual revenue 
which may be attributed to Markham Ferry under the Coordinating Agree- 
ment, assuming optimum water conditions, and $2,483,000, the annual revenue 
requirement, not including renewals and replacement costs or administrative 
and general expenses.? 

KAMO’s estimates of Markham Ferry revenue, however, is based on the 
erroneous assumption that under the Coordinating Agreement all of Markham 
Ferry’s capacity and energy output will be sold by Authority to Company for 


1 The Commission, by order issued this date, in the companion proceeding in Docket 
No. E-6816 (Public Service Company of Oklahoma) infra p. 656 finds the rates, 
charges, classifications and service provided in Company’s Rate Schedule No. 151, which 
embodies the terms of the Temporary Agreement to be lawful. 

2Under a covenant to be included in the bond indenture, any deficit will require 
increased rates to KAMO and other of Authority’s customers, except Company. 


i 











626 FEDERAL POWER COMMISSION 





the 37-year period during which construction bonds will be paid off. Actually, 
as the record shows, Authority will have need for a large part of the energy 
and some of the capacity from Markham Ferry at the outset; and within 
seven to ten years, Authority will require, on its own load and exclusive of 
any service to Company, the entire 100,000 kilowatts peaking capacity at 
Markham Ferry. 

The record further shows that under the Coordinating Agreement Com- 
pany is essentially a residual customer of Authority, buying such assured 
capability and energy as may be available from all of Authority’s electric 
generating resources, not just the proposed Markham Ferry development, 
above that which is required to serve the customers of Authority other than 
Company. Authority operates its present generating resources together with 
its purchased power sources as a power pool to serve its wholesale, industrial 
and other customers on an integrated basis, without regard to the specific 
source of the electric supply furnished to any particular customer. The 
Markham Ferry development would be operated by Authority in the same 
manner and no substantial basis exists for considering it separately from the 
total system for the purposes of estimating revenues and costs. 

It is clear from the foregoing that the application of any “pay out” test 
such as KAMO proposes demands that the operation of Markham Ferry as 
part of an integrated power pool be recognized through consideration not 
only of Authority’s revenues from rates and charges for capacity and energy 
to be supplied to Company, but also of the revenues to be received by Authority 
for capacity and energy to be supplied to KAMO and the other customers 
which it serves. In this perspective, the record does not show that Authority’s 
existing rates to KAMO and customers other than Company together with the 
rates and charges as set forth in the Coordinating Agreement for service to 
Company are not high enough to generate the necessary revenues to “pay out” 
Authority’s additional expenditures arising from the proposed Markham Ferry 
development. And even if higher rates are required, it does not appear that 
these customers will not pay the rates fixed by the Authority as necessary to 
provide the additional needed capacity to be supplied by Markham Ferry which 
could be supplied from alternative sources only at higher costs. 

In this connection, we should emphasize that Authority’s rates and charges 
among its different classes of customers, including Company, and the assign- 
ment or allocation of Authority’s costs as reflected in those rates and charges, 
are not subject to the regulatory jurisdiction of this Commission by reason 
of Sections 19, 20, and 201(f) of the Federal Power Act. Authority is an 
“agency, authority, or instrumentality” of the State of Oklahoma within the 
meaning of Section 201(f); and its Board of Directors is authorized to 
establish the rates and charges for electric utility services rendered by Au- 
thority within the meaning of Sections 19 and 20. Thus there is no basis for 
KAMO’s contentions that Authority’s rates and charges to Company under the 
Coordinating Agreement must be prescribed by this Commission, and that we 
should disapprove these rates and charges because inter alia they are not 
subject to surcharging, like the rates and charges of Authority to other of its 
customers, for the purpose of meeting any overall revenue deficiencies of 
Authority. 

In determining the economic benefits which will accrue to Authority under 
the Coordinating Agreement, more than the sale by Authority of surplus 
eapacity and energy must be considered. KAMO, however, in the application 
of its “pay out” test of economic feasibility fails to give proper consideration 
to such other factors. For example, Authority will realize savings in the 
operation of its system by reason of the provision for the offset, kilowatt-hour, 
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for kilowatt-hour, of more valuable firm energy from the Company for less 
valuable dump energy produced by Authority at Markham Ferry; also, if the 
amount of dump energy supplied by Authority exceeds the amount of firm 
energy supplied by Company, Authority will realize additional revenues from 
the sale of such dump energy to Company. Further savings will accrue to 
Authority from the operation of Markham Ferry under the Coordinating 
Agreement by reason of the provision for purchase by Authority of economy 
‘energy from Company. Also the provision for sale to Company of all surplus 
assured capability until needed by Authority will eliminate the usual spread 
between power supply and power requirements occasioned by the customary 
practice of constructing generating capacity in units equal to two or three years 
of annual load growth. It should also be noted that the figure which KAMO 
shows as the annual revenue requirement for Markham Ferry includes some 
$479,000 for debt coverage which is not a cost and which will be retained by 
Authority and used for the benefit of its customers. 

KAMO further excepts to the examiner’s statement that the issuance of an 
amendment to the Markham Ferry license “constitutes an approval of the 
arrangement between the Authority and the Public Service and of the methods 
and formulas set forth therein, and there is a presumption of lawfulness as 
to the rates contained therein.” (Decision, p. 640) This exception is also di- 
rected to that part of formal finding (22) in which the examiner concluded that 
“the Commission’s issuance of an amendment of the license for Project No. 2183 
may be deemed an interim approval of the Coordinating Agreement in principle 
and of the formulae contained in said Agreement.” 

These exceptions are well taken. We find no “presumption of lawfulness” 
as to the rates contained in the Coordinating Agreement, or any justification 
for “interim approval” of the Coordinating Agreement and the methods and 
formulae set forth therein, by reason of our granting the proposed amendment 
in the Markham Ferry license. Approval of the agreement and determina- 
tion of the “lawfulness” of the rates therein provided, to the extent that 
these determinations are within the Commission’s jurisdiction, must await the 
filing of such a rate schedule under Section 205 of the Act when Markham 
Ferry is completed and ready to commence operations. We have no basis on 
which we can prejudge these questions. If the operation of the rate schedule 
is suspended, these questions will then become the subject of a rate proceeding 
before us, and we intend nothing in our present order to be construed as in 
any way altering or relieving Company of its statutory burden of then proving 
that the Company’s rates in the Coordinating Agreement are just and reason- 
able. 

Despite the ability of the proposed development to provide power at favor- 
able costs compared with other sources of power, the joint brief of Authority 
and Company asserts that it cannot be financed without acceptance of the 
Coordinating Agreement for filing. The evidence, however, does not support 
this contention. 

The hydroelectric power which can be produced at Markham Ferry, to- 
gether with that at Authority’s Pensacola development, may be used as 
peaking power when supported by electric generating capacity from thermal 
sources to meet base load needs. The optimum use of these resources as 
peaking power plant appears to be realizable by operation of Authority’s hydro 
facilities to carry the peaks of the combined Authority and Company systems. 
An interchange agreement with the Company providing for the coordination 
of Authority’s hydro facilities with the Company’s extensive thermal facilities 
firms up Authority’s hydro capacity and thus reduces the need for supporting 
thermal plant. It also achieves operating efficiencies and minimizes plant 
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need for the Company by enabling it to meet its peak load requirements from 
the more economical hydro sources, and, among other things, by providing an 
additional market for off-peak energy as well as hydro spinning reserve for 
standby reserve during off-peak hours. Duplication of investment in steam 
plants by both Authority and Company may thus be avoided, as well as in 
transmission facilities by their coordinated use. 

In view of the very substantial mutual advantages which would flow from 
an interchange agreement between the Authority and the Company, it is not 
unreasonable to anticipate, if the rates provided in the Coordinating Agreement 
are not ultimately approved by the Commission as just and reasonable, that 
a mutually advantageous interchange agreement embodying just and reasonable 
rates will eventuate. We are unable to find, therefore, that financing will not 
be available in the circumstances resulting from this order and conclude that 
the enlarged Markham Ferry development is economically feasible. We will 
therefore grant the application to amend Authority’s outstanding license. 


The Commission finds: 


(1) The Markham Ferry project with an initial and ultimate installed 
eapacity of 100,000 kw is economically feasible. 

(2) Supplementing the findings in the foregoing discussion, the examiner’s 
Findings and Conclusions, except those numbered (22), (23), and (24) should 
be adopted as the findings of the Commission. 

(3) Except as herein granted, the exceptions to the examiner’s decision 
should be denied. 


The Commission orders: 


(A) The findings and conclusions, except those specified in finding (2), 
above, and the ordering paragraphs of the decision of the presiding examiner, 
issued herein on June 21, 1960, except paragraphs (D) and (E), are hereby 
adopted as the decision of the Commission as of the date of issuance of this 
order. 

(B) Except as herein granted, the exceptions to the examiner’s decision 
are hereby denied. 

(C) This order shall become final 30 days from the date of its issuance 
unless application for hearing shall be filed as provided in Section 313(a) 
of the Federal Power Act and failure to file such an application shall con- 
stitute acceptance of this amendment of license. In acknowledgment of the 
acceptance of this amendment of license, it shall be signed for the Licensee and 
returned to the Commission within 60 days from the date of issuance of 
this order. 

DECISION 


DECISION ON APPLICATIONS FOR AMENDMENT OF LICENSE 
(Issued June 21, 1960) 


CosTetito, Presiding Examiner: This proceeding arises from applications 
which were filed on November 21, 1957 and August 20, 1958, requesting that 
the Commission amend the outstanding license for Project No. 2183 which was 
authorized by the Commission’s order dated June 22, 1955, 14 FPC 815. The 
licensee of Project No. 2183 is Grand River Dam Authority (hereinafter 
referred to as Authority). The applications for amendment seek authority 
to install four 35,000 horsepower generating units in the project powerhouse in 
lieu of an initial installation of three 20,000 horsepower units, as well as a 
number of other changes in the facilities heretofore licensed by the Commis- 
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sion. One of the applications concerns a request to be permitted to raise 
the top of the power pool at the Markham Ferry Dam from elevation 617 
feet to elevation 619 feet above mean sea level and the top of the flood control 
pool from elevation 634 feet to elevation 636 feet above mean sea level. 

The Commission’s order of March 12, 1959 contained findings to the effect 
that the two applications for amendment should be consolidated, and also 
that these applications be set for hearing. Another finding concerned the 
intervention and participation by a number of electric cooperative organiza- 
tions in Oklahoma. 

Of particular note in the order of March 12, 1959 is the following paragraph: 


(c) One of the questions to be considered in this proceeding, in con- 
nection with the issue herein on the economic feasibility of the proposed 
enlarged project, is the acceptability for filing, pursuant to Section 205 of 
the Act, and Part 35 of the Regulations thereunder, of any proposed rate 
schedule which may be submitted embodying the Coordinating Agreement 
between Public Service Company of Oklahoma and the Authority, when 
any such proposed rate schedule would apparently constitute a change in 
the then effective rate schedule and would not, by its own terms, be 
operative unless and until the license for the Markham Ferry Project is 
further amended and the construction thereunder is completed and the 
project commences operation. 


Pursuant to the aforesaid order, a hearing was held on these applications 
beginning on April 28, 1959 and, with a number of necessary intervals, was 
concluded on September 10, 1959. 

This is a companion proceeding to one entitled “Public Service Company of 
Oklahoma, Docket No. E-6816,” which proceeding involved the lawfulness of a 
rate schedule filed by Public Service under Section 205 of the Federal Power 
Act. In that proceeding, which involves the same participants as does the 
instant proceeding, a hearing was held which was concluded on July 25, 1959, 
and which has resulted in a decision by the undersigned Examiner, issued 
on May 11, 1960. This decision, however, is subject to the exceptions of all 
of the parties and the Staff of the Commission, and, under Commission rules, 
is ineffective until certain procedural steps still to be taken in connection 
with it have been taken. The Section 205 case just referred to is very closely 
related to the instant license proceeding—so much so, in fact, that efforts 
were made by the applicant herein and by Public Service Company to bring 
about a consolidation of these two matters so that there could be a single hear- 
ing and a single record. The Commission, however, declined to effect the 
consolidation as requested. Because it was indicated as being convenient 
to the parties, sessions of both hearings were held during the same time 
periods in order to cut down the amount of travel which might be necessitated 
were the two hearings not scheduled in relationship with each other. Also, 
because much of the background material involved in either of the cases is 
relevant to both, much of the reeord in the “project case” is a duplicate of 
exhibits and testimony theretofore received in evidence in the “E-6816 case.” 
For newcomers who may have occasion in the future to deal with the records 
in these matters, it should be noted that many exhibits with Arabic numeral 
designations in the “E-6816 case” are redesignated with Roman letter designa- 
tions in the “project case.” The bulk of the exhibits which are in the “project 
case” and which are not in the “E-6816 case” is comparatively small. 

As has been mentioned heretofore, the order of the Commission which 
provided for the hearing in the instant matter also granted the privilege of 
intervention to the same group of rural electric cooperatives as were given 
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the status of parties in the rate case. Whereas in the rate case Grand River 
Dam Authority was in the role of intervener, in the instant case, its status has 
changed to that of applicant and Public Service Company of Oklahoma is in 
the role of intervener in the instant matter. As in the rate case, Public Service 
and the Authority have joined together in the filing of briefs (hereinafter, 
“Joint Briefs”). Also, as in the “E-6816 matter” the rural electric inter- 
veners are headed up by KAMO Electric Cooperative all of which will be 
referred to hereinafter collectively as “KAMO.” 


The Licensed Project 


The Markham Ferry Project as licensed by the Commission would be located 
on the Grand or Neosho River in Oklahoma, downstream from the appur- 
tenant Pensacola project licensed as No. 1494, and which has been discussed 
at considerable length in the Examiner’s rate case decision heretofore cited. 
The Markham Ferry Project, while licensed, is not built or under construction 
as yet for reasons which will be made apparent as this discussion proceeds. 
Were it built in accordance with the outstanding license, it would consist of a 
dam about 85 feet in height, comprised of an earth embankment section, 
a concrete spillway section, a powerhouse, and intake section, and two concrete 
non-overflow sections, creating a reservoir with top pool elevations for power 
and flood control at 617 feet and 734 feet respectively above mean sea level. 
The powerhouse, integral with the dam, would have contained three turbines 
each with a rating of 20,000 horsepower, each driving a 15,000 kilowatt 
generator with provision for some similar units at a later date. There would 
also be five penstocks, a step-up substation at the dam, and a single 110,000 
volt transmission line connecting the substation with the applicant’s existing 
Markham Ferry switching station. 

The amendments heretofore mentioned, if authorized, would provide a num- 
ber of radical changes in the project as it is now licensed. The height of 
the dam would be approximately the same, and the other dimensions of the 
project would be quite similar. However, the installed capacity of the 
project would be 100,000 kilowatts (four units of 25,000 kilowatts each) rather 
than the 45,000 kilowatts presently authorized. As heretofore mentioned, 
the licensee has requested that the amendment provide for top elevations for 
power and flood control in the Markham Ferry Reservoir higher by two feet 
on each dimension. 

The original license in this matter was issued on the basis of an applica- 
tion by the Authority and, after the customary investigation by the engineer- 
ing staff of the Commission, the license was issued without public hearing. As 
is noted in the Joint Briefs, the Commission issues many licenses without 
first having had a formal hearing, and issues many more amendments to 
outstanding licenses without hearing since none is required by statute and 
most usually there are no special problems or controversies with respect to 
such applications for initial license or amendment. 

The following description of the project as now proposed, and concerning 
which there has been no controversy, has been adopted from the Staff’s brief: 


The project, as now proposed, would include a dam, with maximum 
heizht of about 85 feet and length of about 3,900 feet, consisting of a 
concrete overflow spillway section, three concrete gravity nonoverflow sec- 
tions, an earthen embankment section and an integral powerhouse section. 
The concrete ogee overflow spillway section, about 824 feet long, would 
be surmounted by 17 radial gates, each 40 feet wide by 37 feet high, 
which would be operated by traveling hoists mounted on the bridge above 
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the gates. The concrete gravity nonoverflow sections, aggregating about 
379 feet in length, would be located adjacent to the spillway and power- 
house sections and would be used also to tie these concrete structures 
into the earthen embankment and into the left abutment. The earthen 
embankment, about 2356 feet long, would have an impervious core extend- 
ing down to bedrock and keyed thereto, an impervious upstream shell 
protected by a 3-foot thick layer of rock riprap, and semi-pervious down- 
stream shell, and a rock-fill drainage toe. The powerhouse section, which 
would be located between the spillway section and the left abutment, would 
be about 355 feet long. It would be of the outdoor type and would 
have an installed capacity of 100,000 kw (4 units of 25,000 kw each). 
The reservoir created by the dam would have a total storage capacity of 
about 440,000 acre-feet at elevation 636 feet (top of flood control pool) 
and 200,000 acre-feet at elevation 619 feet (top of power pool), or a net 
flood control storage of about 240,000 acre-feet. The power pool may be 
drawn down several feet to permit the use of about 10,000 acre-feet per 
foot of usable pondage. A step-up substation would be located adjacent 
to the dam and would provide for transmission line connections to the 
licensee’s existing Markham Ferry Switching Station by means of a single 
circuit, 115 kv transmission line, about 4 miles long, and to the Company’s 
Catoosa substation by means of a double circuit 138 kv transmission 
line, about 34 miles long. 


There has been no question raised with respect to the adequacy of the 
spillway or the safety and adequacy of the structures. There was no testi- 
mony on these points adduced from Staff witnesses. 


The Comprehensive Plan 


Under Section 10 of the Federal Power Act the Commission is required by 
statute to license only such projects as shall be in its judgment “best adapted 
to a comprehensive plan for improving or developing a waterway or water- 
ways for the use or benefit of interstate or foreign commerce, for the im- 
provement and utilization of waterpower development, and for other beneficial 
public uses,”. This section of the Act applies with equal importance to 
amendments of licenses as well as to initial licenses. Section 6 of the Act 
provides for the inclusion in licenses of terms and conditions in conformity 
with the Act. This section requires the acceptance of such terms and con- 
ditions as a part of a license. Also provided is that licenses may be altered 
only upon mutual agreement between the licensee and the Commission. It 
would appear, therefore, that the license for Project No. 2183 may be amended 
only upon the mutual agreement of the Authority and the Commission. 

While the original license for Project No. 2183 was issued after investigation 
and study and upon proper findings by the Commission with respect to its 
conformity with the comprehensive plan for the development of the Grand 
River, the applications for amendment of this license calling as they do for 
an increase in the installed capacity of the project of more than twice the 
installation originally authorized, opens up the question of the desirability 
of the project as a whole inasmuch as the applications for amendment herein 
virtually change the character of the license project to an entirely different 
project. 

Under the Commission’s general investigation of and concern with the 
comprehensive development of the waterways entrusted to its care, invariably 
great thought has been given to the economic aspects of proposed projects 
with the view to determining whether or not such projects proposed by appli- 
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cants will be overbuilt or will be underbuilt. Since all projects are licensed 
for a fixed term of years and are subject to being recaptured by the Federal 
Government at the end of the license period, the Government, as dispenser of 
these valuable rights is vitally interested in proper waterway development 
inasmuch as it is contemplated that at some future date all of the structures 
utilizing the waterway for power production may eventually be owned and 
operated by the Government itself. While the likelihood of such accession or 
“recapture” is not great in the case of publicly-owned projects such as is 
involved herein, the Commission gives the same type of consideration to the 
economic aspects of such a proposal as it would in the case of any application 
for an investor-owned project. Section 18 of the Act, of course, permits the 
licensing of only such project or portion thereof as may be deemed necessary 
to supply the reasonable needs of the then available market. 

As will be seen from the statement of the issues to follow and from the 
discussion of these issues and of the special problems involved in this matter, 
the economics of this proposal by the Authority are of paramount importance 
and are the only aspects of the case which are controversial. Except for the 
economic problems as they may be encompassed by the concept of “compre- 
hensive development” and which will be discussed in greater detail, it may 
be found without difficulty on this record that the Markham Ferry Project 
whether built as presently licensed, or if built in accordance with the pro- 
posed amendments, would be in harmony and would be consistent with the 
comprehensive plan for the development of the Grand River. The Staff points 
out in its brief that the project as proposed in these amendments would 
utilize all the available head of water between the Government’s Fort Gibson 
Dam and the Authority’s Pensacola Project (No. 1494). The proposed water 
surface elevations (heretofore described as 619 feet and 636 feet, respectively) 
are two feet above those proposed by the United States Engineers Office in 
Tulsa, Oklahoma in its Definite Prospect Report of September 1943. The record 
indicates that such levels as are proposed herein would not affect adversely 
the power production at the Pensacola Project, and in addition would provide 
more flood control storage than was provided by the earlier plan. The water 
surface levels proposed herein were approved by the Department of the Army, 
Office of the Chief of Engineers, by letter dated January 29, 1959. 

It should be noted that the Federal statute under which this particular 
project was authorized (Public Law 476, 83rd Congress, 2nd session) requires 
an ultimate installed capacity at Markham Ferry of not less than 72,000 
kilowatts. The initial license, while providing for but 45,000 kilowatts 
initially was compatible with such law inasmuch as provision was made 
for additional installation whenever the economics would permit such. 

As in the case of the Pensacola Project, and as in the case of most hydro- 
electric projects without vast storage, the greatest amount of economic value 
at Markham Ferry may be achieved only if its output is used at a low load 
factor. The usability of hydro-electric capacity at low load factors in turn, 
is related to the characteristics of the electric load which such hydro-electric 
capacity is being built to serve, as well as to the availability of power resources 
to be used for base load at a relatively high load factor. 

As will be discussed to some extent at a later point, the capacity of the 
Markham Ferry Project as presently contemplated has been tailored to the 
combined load pattern of the applicant and Public Service Company. It is the 
intention of the managers of these two power systems to utilize the Markham 
Ferry Project output on the most economic basis, i.e., on the peaks of the 
combined load. The record shows that the storage requirements for such peak 
load operation can be provided seasonally at the Pensacola Reservoir and on 
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a daily basis at the Markham Ferry Reservoir. There has been no question 
raised with respect to the possibility of any adverse effect upon navigation or 
recreational benefits. It must be assumed that navigation and recreational 
benefits were considered by the Commission in its issuance of the original 
license, and apparently no new questions have been raised in these areas by 
the amendments sought herein. 

There have been some suggestions made in the Joint Briefs to the effect 
that since the Authority and Public Service, after long negotiations and 
consideration, have entered into an agreement with respect to the utilization 
of the output of the Markham Ferry Project, and that such agreement has 
been tendered as a rate schedule, that the Commission, because of strictures 
on its authority to alter or amend a rate schedule, is estopped from injecting 
itself into the agreement between these parties by proscribing certain of the 
terms of the agreement or by conditioning its approval of the préposed amend- 
ments to the license upon the inclusion of new or additional terms which were 
not initiated or contemplated by the parties in their original agreement. This 
decision proceeds on the assumption that such suggestions are based upon 
a misunderstanding of regulatory principles. This is a proceeding involving the 
issuance of a license for the development of waters under the jurisdiction of 
the Commission. The Commission is authorized by the statute to make full 
inquiry into every aspect of a proposed project both from an engineering 
and an economic standpoint. The same depth of consideration may be given 
by the Commission to a proposed amendment, or amendments, as may be 
given to an initial application. In general, it may be said that the Com- 
mission may only issue such licenses or amendments thereto as it may find 
pursuant to the Federal Power Act to be consistent with the public interest. 
In order to properly perform its statutory duties, the Commission may not 
be hindered in its inquiry into any agreement that a licensee or a proposed 
licensee may have entered into or may propose to enter into with others, which 
may relate to the size of the project, its characteristics, and method of its 
proposed operation. It follows, also, that the license or amendment as proferred 
may contain such terms and conditions as the Commission may deem necessary 
to protect the public in all respects. The applicant, of course, has the option 
to accept or reject any such license or amendment thereto. 


The Coordinating Agreement 


The document which pervades all of the consideration being given to this 
proposal is the Coordinating Agreement. This Agreement is described in some 
detail in the Examiner’s decision of May 11, 1960 (on pages 11 through 24 
of the mimeographed version of that decision). Rate Schedule 151, which was 
the filing under consideration in the May 11 decision, included as integral 
parts thereof, a large number of the paragraphs of the Coordinating Agree- 
ment. Rate Schedule 151 which is regarded by the parties thereto as the 
“Temporary Agreement” provided for the utilization of the Authority’s evisting 
generating resources on the combined load of Public Service and the Authority. 
As stated in that decision, the parties have made it clear that Rate Schedule 
151 is intended only to fill in the period of time between the date when Rate 
Schedule 107 became inoperative and the date when the Markham Ferry 
Project will be available for utilization on the combined load. It has been 
made very clear from the records in both proceedings (which, it has been 
pointed out, are identical in many respects) that the construction and utiliza- 
tion of Markham Ferry is the kingpin in the whole complex arrangement 
reflected by the Coordinating Agreement. Without Markham Ferry the Co- 
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ordinating Agreement would collapse by its own terms, as will be seen at a 
later point. It is the position of the proponents that unless the Coordinating 
Agreement achieves full approval by the Commission at this time in all of its 
aspects, and is accepted for filing as a rate schedule, that the Markham Ferry 
Project cannot be financed, regardless of what the installed capacity may be. 
This represents the considered judgment of the financial advisor to the Au- 
thority, whose testimony appears at considerable length in both of the records. 

There is very detailed and precise engineering evidence in this record 
with relation to the proposed method of operation of the Markham Ferry 
Project and the manner in which it is contemplated that it will be used on 
the combined load of the two utility systems involved herein for many years 
in the future (this being a 40-year contract between the Authority and 
Public Service). In general it may be said that it is the intent of the parties 
to utilize this new hydro-electric facility as well as the existing hydro- 
electric facility (Pensacola Project) in a manner in which the greatest 
capacity benefits of this water resource may be achieved. This contemplates 
the utilization of the hydro-electric facilities on the top of the combined load 
and at a very low load factor with the base load of both systems being carried 
by thermal electric generating facilities. It should be mentioned also that the 
Coordinating Agreement contemplates at some future undetermined time the 
installation of pump-back units to be used in connection with the hydro-electric 
projects already in operation. In general, it is the function of pump-back 
units to utilize energy generated during off-peak periods and periods of low 
energy consumption on the systems to pump water back into a reservoir or 
reservoirs so that it will be available and usable during peak demand periods 
for electric generation, at which time it has its greatest economic value. 
Despite the fact that considerable loss is experienced in the re-use of water 
which has been already utilized for generation of electric power, such losses 
may still be tolerated in many situations where there is a very wide difference 
between the value of power on-peak as contrasted to the value of power off- 
peak. It should be emphasized that the Commission is not being asked at this 
time by the Authority to actually authorize or to approve the installation of 
any pump-back units in connection with the hydro-electric facilities installed 
or to be installed in the Grand River. However, since the pump-back units 
are a definite contemplation in the Agreement between the parties, and play 
a part in the economics of this whole matter from a long-range standpoint, 
it cannot be gainsaid that the Commission is not being asked to at least 
approve of the installation of the pump-back units in principle. 


The Issues 


While there has been some effort made on the part of some of the partici- 
pants in these two matters not only to blend the evidence but also the issues 
in such a manner as to make them indistinguishable from each other, it is 
the position of the undersigned that despite the fact that the Coordinating 
Agreement hereinbefore referred to overshadows and dominates both the rate 
filing in E-6816 and the amendment applications in the instant case, that 
certain differences of analysis and consideration are required in each of the 
two proceedings. In the E-6816 case, the Coordinating Agreement, (or, rather, 
such part of it as has been accepted by the Commission for filing as a rate 
schedule) was given consideration with only rate principles in mind. The 
E-6816 case involved Rate Schedule 151 as filed by Public Service and atten- 
tion was given to this rate schedule with respect to whether it contained rates 
for the sale of power to the Authority which could be found to be currently 
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just and reasonable. In the E-6816 case, we were only concerned to a minor 
degree with the rates that would be charged by the Authority to Public 
Service Company, or to the other customers of the Authority, since by law 
these rates are fixed by the Authority itself and are not subject to the 
surveillance of this Commission. (An opposite contention on this particular 
point advanced by KAMO is too far-fetched to merit serious discussion.) In 
sum, it was found in the rate case that the rates of Public Service Company 
as reflected in Rate Schedule 151 had been shown to be just and reasonable 
when tested by accepted methods of rate analysis. 

In this case, which relates to waterpower resources yet unbuilt, and which 
involves the issuance of a franchise for the development of waters under 
the jurisdiction of the Commission, a different approach would seem to be in 
order and the issues must, it would seem, be quite different from the issues 
as posed in a rate case. It must be acknowledged that there has been a 
strong effort made by Public Service and by the Authority as well, to have the 
Coordinating Agreement (which is not filed as a rate schedule, and which 
has not been accepted for filing as a rate schedule) treated as a filed rate 
schedule and to induce the Commission to enter findings with respect to the 
justness and reasonableness of the rates contained in the Coordinating Agree- 
ment as though it were a filed and subsisting rate schedule. 

However, as we have seen, one of the issues in this matter as reflected in 
the Commission’s March 12, 1959 Order, is the acceptability for filing of any 
proposed rate schedule which may be submitted embodying the Coordinating 
Agreement. There is no suggestion in that order that this proceeding on the 
applications for amendment to the license for Project 2183, has been trans- 
formed into a rate proceeding. 


The two issues which will be considered herein are (1) the acceptability 
of the Coordinating Agreement as a rate schedule and (2) the economic 


feasibility of the Markham Ferry Project as proposed in the two applications 
for amendment of the outstanding license. 


The Position of the Parties 


(1) The Proponents. It is the position of the Authority and Public Service 
(applicant and intervener, respectively) that if the decision on Rate Schedule 
151 is favorable it would necessarily constitute an implicit approval of such 
of the aims and provisions of the Coordinating Agreement which have been 
incorporated in that rate schedule. These two parties contend that the pro- 
posed increase in the installed capacity of the Markham Ferry Project is in 
the public interest and is economically favorable if the Coordinating Agree- 
ment is permitted to become effective. Further, it is urged that approval of 
the proposed license amendment is obligatory, on the basis of the record herein. 
The proponents contend that this proposed amendment is patently desirable 
as important in the use of a natural resource. Consistent with the provisions 
of the Act these parties contend that the Commission is required to grant the 
applications for amendment of this license. 

It is further contended by the proponents that the Markham Ferry Project 
is neither financible nor economically feasible unless the Coordinating Agree 
ment becomes effective. This Agreement, it is alleged, accomplishes the most 
desirable coordination of the systems of the Authority and the Company for 
the maximum beneficial use of the resources of both. The proponents empha- 
size that the Coordinating Agreement by its terms cannot become effective 
unless it is accepted for filing by the Commission as a rate schedule. It is also 
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alleged that the rate provisions of the Agreement insofar as they are subject 
to Commission regulation meet all statutory standards and effective use of 
the administrative processes requires acceptance of this Agreement as a rate 
schedule. Such acceptance at this time, it is said, would not inhibit the future 
exercise of the regulatory powers of the Commission. The Joint Briefs also 
note (as might be expected) that the record discloses no effective opposition 
to the proposed license amendment or to the Coordinating Agreement. 

(II) The KAMO Group, The KAMO group of interveners take the position 
that the Commission cannot possibly accept the Coordinating Agreement for 
filing as an effective rate schedule inasmuch as it contains provision for the 
construction of resources yet unbuilt, the cost of which cannot possibly be 
known now. The costs must be based on very vague estimates. KAMO says 
that the position taken by the proponents of these amendments to the effect 
that the Coordinating Agreement must be made fully effective and irrevocable 
(this to be accomplished by its full acceptance at this time by the Commis- 
sion as a rate schedule) is inconsistent with the allegation by the proponents, 
viz. that acceptance of the Coordinating Agreement as a rate schedule now 
will not inhibit the future exercise of the regulatory powers of the Com- 
mission. 

The KAMO group points out that the Commission is not only being asked 
to determine the lawfulness and reasonableness for rates for service which 
is to be rendered at the earliest around 1963 or 1964, but it is being asked 
to make a finding now that the rates for electric energy would be provided 
by Public Service to operate pump-back units, the construction of which lies 
in the indefinite future, are just and reasonable. It is the thrust of the 
KAMO contentions that the requirement (which it is understood has been 
promulgated by the bankers who are to finance the Markham Ferry Project) 
to the effect that unless the Coordinating Agreement has been accepted by 
the Commission as a rate schedule, the project cannot possibly be financed, is a 
requirement by the bankers which collides with the exercise of the Commission 
of its regulatory authority in the public interest, and that such protection, 
while desirable from the standpoint of the marketing of securities by banking 
interests, puts the Federal Government (through the medium of this agency) 
in the position of underwriting the success of this enterprise which is de- 
pendent upon many unknowns. 

The KAMO group emphasizes the fact that while the analysis of the economics 
of this proposal by the applicant and by the Staff is based upon the averaging 
out of costs and expenses and income over a long period, the requirements of 
the bond indenture, calling as it does for a fixed amount of money each year, 
regardless of the actual generation of power or the actual revenue from the 
sales for power, will create a financial problem for the Authority in the early 
years of the life of the project which may only be solved by the imposition of 
either higher rates on the Authority’s customers or the imposition of ex- 
horbitant surcharges in order to meet the annual costs of the Markham 
Ferry Project. This averaging process, contends KAMO, creates an artificial 
impression of well-being when as a matter of fact, it is quite probable that 
even with Markham Ferry generating at an optimum rate and all of the sur- 
plus power and capacity being absorbed by Public Service, the revenues from 
the operation will not meet the debt service requirements under the bond 
indenture. 

It is the position of the KAMO group that the Coordinating Agreement can- 
not be accepted as a rate schedule because the Commission does not have the 
facts upon which it may make a finding that the rates and charges as well 
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as the terms and conditions of service contained in the Coordinating Agree- 
ment will be just and reasonable for services to be commenced in 1964 and 
later. The KAMO group also contends that Public Service and the Authority 
have failed to support their burden as to the justness and reasonableness of 
the rates and charges as well as the terms and conditions of service in the 
Coordinating Agreement. It is suggested in the brief of KAMO that the 
Commission has jurisdiction over the rates of the Authority because it is a 
licensee. KAMO urges that the evidence in this record will not support a 
finding that the public interest requires that the Markham Ferry license be 
amended as prayed. The reasonableness of the rates involved in the Coor- 
dinating Agreement as related to the Markham Ferry Project cannot be estab- 
lished, says KAMO, by showing that operations under such rates carry a 
dollar advantage over operations under some other rates. 

(III) The Staff. The Staff contends that the project, as contemplated by 
the proposed amendment, is consistent with the comprehensive plan for devel- 
opment of the Grand River. It is the Staff's view that the economics of in- 
creasing the installed capacity of the Markham Ferry Project and of raising 
the Markham Ferry power pool elevation and the flood control pool elevation 
have been shown as favorable. The Staff contends that the Markham Ferry 
Project as contemplated by the applicant and as covered by the Coordinating 
Agreement, has been shown to be economically feasible. 

The Staff also alleges that the facts of record in this proceeding warrant 
Commission acceptance of a rate schedule which would embody the language 
of the Coordinating Agreement to be tendered immediately as a “successor” 
to Rate Schedule FPC No. 151 to become effective as of the date of com- 
mencement of service thereunder by the Company. However, the Staff dis- 
claims that the record contains a sufficient basis for a Commission determina- 
tion now as to the lawfulness of such “successor” rate schedule. 


Discussion of the Evidence and Conclusions 


(I) The Coordinating Agreement as a Rate Schedule 

As has been indicated heretofore, the method and the scope of the analysis 
given in rate proceedings has always been different from the kind of analysis 
given to rates proposed in a license or certificate application which may be 
expected to produce revenues sufficient to make a project a feasible under- 
taking. In the latter case we are concerned primarily with making the enter- 
prise pay out. In the rate case, we are concerned primarily with excessive 
earnings, the enterprise having already proved itself. The precedents among 
decided cases in the electric field are not numerous, as related to the regulatory 
powers of the Commission because there is relatively little interstate move- 
ment of electricity. The Commission’s electric rate jurisdiction is limited to 
those situations wherein the states are powerless to act, or have not acted. 
In the natural gas field, where interstate movement of natural gas has been 
the rule rather than the exception, the Commission during the past several 
years has been wrestling with the problem of the scope and the bases of its 
inquiry into the rates contained in an application for initial operation under 
a certificate of public convenience and necessity under the Natural Gas Act. 
While the law on the subject is far from settled and there are many knotty 
problems yet to be solved, it is clear that the Commission does not consider it to 
be either legally necessary or proper for it to determine the “justness and 
reasonableness” of a proposed rate by a producer of natural gas (using that 
phrase as a phrase of art) but may utilize such tests, and bases of analysis of 
an initial rate which fall short of the cost of service study needed in a regular 
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rate case. This subject is too diffuse and complex to summarize herein. A 
natural gas certificate case is not a natural gas rate case under prevailing 
Commission practice, and despite the many dissimilarities which may be 
urged to demonstrate the inapplicability of tenets of the natural gas regula- 
tory field to the electric power field, there is a striking similarity in the aspect 
of importance herein. That aspect is that an application for a license under 
the Federal Power Act is at least roughly comparable to an application for 
public convenience and necessity under the Natural Gas Act. It should follow 
that if a determination of the “justness and reasonableness” of rates is not 
an appropriate subject for inquiry in an initial certificate proceeding, a rate 
determination is likewise inappropriate in a license proceeding, under the 
Federal Power Act. 

And none of the briefs filed which urge acceptance of the Coordinating 
Agreements as a “rate schedule” containing “just and reasonable rates” have 
offered any persuasive reason why this must be done now. There are two 
reasons advanced, one that the parties have agreed that the Coordinating 
Agreement cannot become effective unless the Commission accepts it as a rate 
schedule and two, it is the considered opinion of the banking fraternity as 
reflected in this record that the Markham Ferry Project is not financible unless 
the Coordinating Agreement is accepted and approved as a rate schedule by 
the Commission. 

The first reason hardly deserves consideration as a reason since what 
the parties have done in the way of this aspect of the agreement they were 
not forced to do, and what they have done by mutual agreement they may 
undo by mutual agreement. 

The second reason, i.e. the non-financibility of the Markham Ferry Project 
unless this Agreement is accepted for filing as a rate schedule, is the reflec- 
tion of the considered views of financial advisors who purport to reflect 
the probable attitude of investors if and when the forty million dollar bond 
issue is presented on behalf of the Authority. It was represented by the 
Witness Mikesell that prospective investors would derive considerable comfort 
from the fact that the Federal Power Commission had stamped its approval 
on this whole complex arrangement from which the interest on these bonds 
will be derived. The inference that it is the financiers (reflecting what they 
believe may be the attitude of investors) who, in the final analysis, ad- 
minister a Federal statute, such as the Federal Power Act, by insisting that 
their view as to the precise type or manner of approval must prevail over 
all other considerations of the public interest, is not worthy of serious dis- 
cussion. Surely a license or a license amendment issued by the Commission 
after careful study, and, as here, a public hearing, must have currency as an 
official expression of confidence in the likelihood of the economic success of the 
proposal. Many millions of dollars are invested yearly in the natural gas in- 
dustry, an industry based upon a limited natural resource, a wasting asset, 
upon no more official blessing than a certificate of public convenience and 
necessity issued by the Commission. Hundreds of thousands of dollars of 
municipal bonds have been marketed on the basis of the certificate authority 
granted to a pipeline to serve cities and towns and, certainly no guarantee 
is given in such cases that gas rates will retain any special characteristic for 
many years in the future. Why does the investor in bonds of the Authority 
require so much more assurance than a license issued by this Commission 
which necessarily must be based to a considerable degree upon the Commis- 
sion’s appraisal of the area power market over the term of the license? 
Is not the license, together with the contract between these two large and 
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responsible utility systems ample assurance of the stability of the arrange- 
ment? Could anyone believe that this Commission would license a project for 
twice the capacity that could be immediately used by the licensee and then 
sometime later after such a large investment is made, take some action on a 
rate proposal that would result in confiscation, or if it did attempt to do so, 
the Courts would countenance such a result? 

As KAMO points out, the position on this matter as expressed by the Joint 
Briefs is inconsistent because in one breath the proponents urge that the ap- 
proval of the Coordinating Agreement as a rate schedule would be harmless 
because the Commission would always be able to assert its jurisdiction under 
Section 206 of the Act. Also, even though the Coordinating Agreement con- 
tains provision for pump-back units, these would not be installed before the 
Commission approved them, etc. Also, the rate escalation and periodic review 
provisions would not be operative without Commission approval, except to the 
degree that such escalation could be related to fuel costs. On the other hand, 
proponents say, this Coordinating Agreement must be “fully effective and 
irrevocable” if the arrangement is to be financed! 

Nor can the Staff’s position be adopted herein, i.e. that the Coordinating 
Agreement be accepted for filing with no finding as to the lawfulness of any 
rate contained therein. This is not the assurance sought by the proponents. 
It is approval without approval. It is a qualified approval, and, as such, will 
not only serve the purpose for which this approval is sought, but would prob- 
ably be a cause for greater alarm among investors than if there were no 
approval at all. 

One of the arguments advanced by the proponents in justification of their 
belief that the Commission may find the rates for the far distant future 
to be just and reasonable now is that Public Service has a good record of 
estimating and projecting costs projected into the future and the actual results 
experienced have always been very close to the estimates—always within 
10%. Also, the proponents argue, there is no need for great precision in this 
matter of rate approval since the courts have always agreed that reasonableness 
is a zone rather than a precise point. While these things may be true, the 
fact remains that the fixing of rates for the future and findings of justness 
and reasonableness must be based largely upon known costs, and estimates, 
where used, must be limited in scope to the forseeable future. 

The Staff’s Brief sets forth persuasive reasons for the non-acceptance of the 
Coordinating Agreement as a rate schedule, and these reasons are adopted 
as a part of this decision: 


* * * Company’s services to Authority under any such rate schedule 
are not anticipated for a minimum period of four years hereafter. In 
addition, the latest year for which some data are estimated in the present 
record is 1963. Under the current posture of this proceeding, it appears 
that if the course of the usual contested cases is followed, the Markham 
Ferry Project could not.be in full operation prior to 1964. Moreover, the 
estimates of record through the year 1963 are in themselves of uncertain 
probative value. 

During that period many factors may operate to change the cost-revenue 
relation of Company’s sales and services to Authority. For instance, 
Company is in the process of building up its annual load factor through 
improvement of winter-month sales which would result in lower unit costs 
of energy, a matter not considered in the record. Similarly, the system 
of Company is undergoing a substantial change in the character of its 
power supply, from a system with small generating units to a system with 
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large generating units which are more efficient and less costly per unit of 
capacity to install and to operate. Company installed a 170,000 kilowatt 
steam-electric generating unit in 1956 and one in 1958. It is installing 
another 170,000 kilowatt steam-electric unit in 1961 and a 200,000 kilo- 
watt generating unit in 1964. Thus after 1964 most of Company's energy 
will be supplied by large low-cost generating units. The record has noth- 
ing substantial on the effect of this changeover of Company’s system on 
the rates proposed in the Coordinating Agreement. 

Equally unknown at the present time is the offsetting effect, if any. 
of continued inflationary pressures upon these expected economics in 
operating costs. 

The most that can be said at the present time is that a comparison 
of Company’s rates and charges to Applicant for “H,” “R” and “J,” econ- 
omy interchange energy, emergency or standby and transmission or wheel- 
ing sales or services all as set forth in the Coordinating Agreement show 
that based upon 1958 data, those rates or charges would not (1) provide 
revenues in excess of Company’s costs of rendering such sales or services 
based upon the cost of service and net investment rate making principles 
heretofore employed by this Commission; (2) result in a burden being 
placed upon Company’s other customers by reason of Company’s sales or 
services to Applicant at those rates or charges; and (3) result in any 
undue preference or discrimination vis-a-vis other rates or charges of 
Company.” 


In concluding the discussion on this key issue, pursuant to the Commis- 
sion’s order, it is found and determined that the Coordinating Agreement, as 
such, is not acceptable at this time for filing as a rate schedule, and that 
while the rates therein may eventually be susceptible of such evaluation 
and prove to be “just and reasonable,” the facts are just not available now 
which would permit a finding of justness and reasonableness. However, it 
must be emphasized, the issuance of an amendment for license of the Markham 
Ferry Project, based as it must be on the existence of a market for the power 
therefrom throughout the life of the project, constitutes an approval of the 
arrangement between the Authority and the Public Service and of the methods 
and formulae set forth therein, and there is a presumption of lawfulness as 
to the rates contained therein. If such issuance of a license by this Com- 
mission is not sufficient to provide the assurance needed by the investing 
public, some other answer must be found. A license under the Federal Power 
Act has at least the same status and dignity as a pipeline certificate under 
the Natural Gas Act in setting forth the belief by the Commission that it has 
acted in the public interest to encourage economic development of the nation’s 
natural reasources by a responsible group of citizens. 

(II) The Economic Feasibility of the Markham Ferry Project 

The consideration of the proposal to construct a larger sized Markham Ferry 
Project than originally licensed by the Commission requires close scrutiny 
of the power requirements of the applicant, the power market, the characteris- 
tics of the load of the applicant, and reasonable forecasts of growth for the 
future. This scrutiny has been given by the Staff of the Commission and 
the results of the analysis of the Staff are reflected in its brief filed herein. 

While the Staff’s results will be discussed in greater detail, it may be said 
that it is the Staff’s view that the proposal as contemplated by the applicant’s 
applications for amendment represents an economically feasible project and 
one which should be approved by this Commission. This conclusion is based 
upon the use of certain test assumptions. One of the principal assumptions 
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{and indeed a valid one) is that the Authority must acquire additional quan- 
iities of new power from some source or sources, i.e. that either the con- 
struction of Markham Ferry or the construction of steam plants, or both, 
is not in any real sense an optional matter. This basic assumption, then, in- 
fluences the Staff analysis and permits judgment of the economic feasibility 
of the proposed hydro project on the basis of the cost of available alternative 
sources of power. 

A testing method which plays an influential role in the Staff’s economic 
analysis (and this would appear to be common practice in the industry) 
involves an assumption that costs and revenues will be the same each year 
for the life of the project. That this is an assumption only should be 
obvious to anyone since in any enterprise revenues and costs vary from year 
to year and sometimes there are wide variations from the average or 
“levelized” picture. 

One of the other aspects of the Staff analysis is the fact that (leaving 
marketability of the power to one side for the moment) the cost of manu- 
facture of each increment of capacity decreases up to a point) as the size 
of the installation increases. This is just a variation of the “cheaper by 
the dozen” concept. Thus it would seem to be wise public policy and most 
consistent with the public interest to foster and encourage the largest develop- 
ment of the resource the market will absorb since lower unit costs should 
mean lower rates for the ultimate consumer of power, not to speak of greater 
utilization by the public of electric power and, thus, an enhancement of living 
standards. 

Without elaboration, it may be seen how judgment of the prospects of 
success or failure of a proposed enterprise as a whole differs from the judg- 
ment of the propriety of rates, and how very necessary it is to keep the 
objectives of analysis clearly delineated. Thus it is possible for an enterprise, 
successful as a whole, and functioning in a manner imminently satisfactory to 
the financial community and the investor, to be operating with unjust and 
unreasonable rates. It is just as possible, but less likely, of course, for an 
enterprise to be doomed to failure though its rates, as related to its costs, ap- 
pear to be just and reasonable. 

(a) Alternative Sources of Power Supply 

(1) Steam-Electric Plants: It is indicated by the record that based upon 
current estimates of load growth, the Authority would require 33,000 kw. 
steam electric generating units. The customers of Authority would thus be 
called upon to pay $30.60 per kw per year plus 2.22 mills per kilowatt-hour. 
When this is related to the annual load factor of 67.5%, the over-all energy 
cost is 7.39 mills per kilowatt-hour, with some lower costs as the load factor 
is increased. 

On the basis of levelized fixed charges (a uniform annual charge) such 
cost per kilowatt per year would be $19.33. The over-all energy cost (with 
67.5% load factor) would be 5.49 mills per kilowatt-hour. The Staff points out 
that some increase of .2 to .4 mills per kilowatt-hour would be required in 
any fair comparison with Markham Ferry hydro because of the differential in 
reserve requirements and the lag between installation of steam and the time 
for absorption of such capacity. 

(2) Markham Ferry Hydro: The Markham Ferry Project, (if built to its 
full economic size of 100,000 kw and with a market for its full output) 
would produce 190,000,000 kilowatt-hours during an average water year or 
33,000,000 kilwoatt-hours during critical water periods. Based upon average 
water and taking into consideration the Authority’s other hydro project, the 
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average energy of Markham Ferry would be utilized on the applicant’s load 
by 1970. If the 190,000,000 kilowatt-hours is valued at 3.85 mills per kilowatt, 
it would have a value of $731,000, leaving as a cost of capacity $1,752,000 
annually or $17.52 per kilowatt per year. 

In order to utilize the full 100,000 kw capacity from Markham Ferry at 
67.5% load factor 591,300,000 kilowatt-hours of firming energy would be re- 
quired, about % of which must be obtained from purchases or non-hydro 
sources. If this energy may be purchased at 3.85 mills the cost would be 
$1,545,000. Thus, points out the Staff, the over-all energy cost at the assumed 
load factor would be 6.81 mills, which is arrived at by adding the estimated 
annual cost of the project to the cost of firming energy and dividing this total 
by the energy required to fully utilize the capacity. 

The levelizing of the fixed charges for a full 65-year period drops the annual 
costs of the project (for analysis purposes) to $1,769,000 (instead of $2,483,- 
000). This brings about a reduction of the capacity cost ($10.38 per kilowatt 
per year). Assuming the same purchase or acquisition of firming power, the 
energy cost would be 5.60 mills. 

(3) Purchased Power: If the Authority could purchase power from some 
source at $1.30 per kilowatt per month plus 2.5 mills per kilowatt-hour, 
the over-all energy cost (using the same 67.5 load factor) would be 5.14 
mills per kilowatt-hour under rates of $1.00 and 3.85 mills the energy cost 
would be 5.88 mills. Public Service Company’s cost per kilowatt of capacity 
(based upon 200 mw units) is $20.62 plus 1.69 mills per kilowatt-hour. If 
the Authority could purchase its needs at such prices the kilowatt-hour cost 
would be 5.18 mills. 

The Company’s average unit cost is $17.50 per kilowatt per year and 3.81 
mills per kilowatt-hour. If Auhority could purchase its needs on such a basis, 
the over-all cost of energy to it would be 6.77 mills per kilowatt-hour, which 
is of course, somewhat more costly than either installing its own steam electric 
equipment or installing Markham Ferry and purchasing firming energy. On 
the other hand, assuming financibility, new steam electric equipment would be 
about as costly a source of power as would be Markham Ferry (on a level- 
ized fixed charge basis and 67.5% load factor, steam is 5.49 to 5.89 mills vs. 
5.60 mills. On a non-levelized basis the economics favor hydro: 7.39 to 7.79 
mills vs. 6.81 mills). 

(b) The Economics of Enlarging Markham Ferry 

The Staff has analyzed the economics of Markham Ferry on the assumption 
that the initial license for 50,000 kw (or, actually, 45,000) represented an 
economically feasible undertaking. Three sizes of plants have been com- 
pared, i.e. the presently authorized 50,000 kw, the ultimate installation under 
present license, 75,000 kw and the proposed 100,000 kw installation. Certain 
tables have been developed which are based on the exhibits and testimony. 
These tables are reproduced in the Appendix hereto. The first, Table A, shows 
that while there is a doubling of capacity, this is accomplished by only a 33% 
increase in cost, that the annual revenue requirements increase is noticeably 
less than double and that the capacity cost per kilowatt-year is about 25% 
less when the largest installation is utilized. 

When “levelized” costs are employed, the capacity cost difference is de- 
creased, but on this basis, the cost of capacity at Markham Ferry is $10.89 per 
kilowatt-year or nearly 40% less than the figure used when levelized costs are 
not employed. See Table B. 

The Staff has also included in its brief tables illustrating the relative costs 
of steam installation which would produce 50,000, 75,000, and 100,00 kw, on a 
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levelized and on a non-levelized (annual revenues requirements) basis. See 
Tables C and D. 

Placing these costs of alternative steam vs. Markham Ferry hydro vis a vis, 
in Table EH, the relative economics of the different sized installations may be 
seen and the table also illustrates the enhancement of the benefit to cost 
ratio as the installation is increased in size. This enhancement is similar 
when the levelized basis is used, also. See Table F. 

On what the Staff considers a “more severe” test, the 50,000 kw installation 
would be feasible only on a marginal basis and the 75,000 kw would not be 
much better, but the 100,000 kw is just feasible, assuming the same test of 
benefit to cost used in Federal analysis. This analysis is reflected in Tables 
G, H and I which utilize Public Service Company’s costs of producing power 
by thermal generation. This “severe” test must not have been used in evaluat- 
ing the economics of the installation licensed by the Commission in its June 22, 
1959 order. 

(c) The Power Market for Markham Ferry Power 

(1) The Applicant’s System: The foregoing discussion has been based upon 
the assumption that a market exists for the full output of Markham Ferry, 
no matter what the size of the installation may be. Under this heading will 
be considered the matter of fitting the output of this new plant, together 
with existing power generation resources, into the Applicant’s system load 
as it now exists and as it will exist for the future. 

It would appear to be the Staff’s view that the Markham Ferry Project 
would have only nominal value if used on the Applicant’s load alone, in its 
most economic manner, i.e. as a peaking facility. The Staff’s analysis follows: 


The actual peak load of the system of Applicant was 111,700 kilowatts 
in 1958. By 1965, it is estimated to increase to 179,000 kilowatts, and 
by 1970 to 252,000 kilowatts. The annual load factor of Applicant’s sys- 
tem load is about 67.5 percent and it is estimated to persist through 1980. 
During recent years, the differences between the monthly peak loads and 
the annual peak load have not been large, and the annual peak load has 
usually been experienced in July or August, but there have been months 
when it occured in December. 

The power supply of Applicant presently consists of the Chouteau steam- 
electric plant of 50,000 kilowatts and the Pensacola plant of 96,000 
kilowatts maximum capability. The energy available at Chouteau would 
be 394,000,000 kilowatt-hours at 90 percent load factor. The energy avail- 
able at Pensacola varies from about 116,000,000 kilowatt-hours in a year 
of most adverse stream flow for a drawdown to 713’ to 311,000,000 kilo- 
watt-hours for an average water year. If the Pensacola reservoir is drawn 
down only to 730’ elevation, the energy in the most adverse water period 
of 10 months would be 77,000,000 kilowatt-hours and 92,000,000* in the 
most adverse water year. Thus, in an adverse water year Applicant now 
has available 486,000,000 kilowatt-hours from Chouteau and Pensacola as- 
suming a drawdown to 730’ elevation at Pensacola, and 510,000,000 kilowatt- 
hours assuming a drawdown to elevation 713’. In an average water year, 
the available energy from the two existing power stations would be 
705,000,000 kilowatt-hours. 

For an annual load factor of 67.5 per cent, corresponding to 5,913 
kilowatt-hours per kilowatt of annual peak load, the existing power supply 


* For purposes of power market considerations 83,000,000 kwh may be used as the 
difference is less than 2 percent of the total available energy. cf. Brief of Commis- 
sion Staff, Docket No. E-6816, dated November 23, 1959, pp 5-8. 
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could serve an annual system load with an annual peak of 82,000 to 
86,000 kilowatts during a period of most adverse stream flow, disregarding 
the matter of reserves; and a maximum of 119,000 kilowatts during an 
average water year assuming ability to use, for serving ioad, all energy 
when needed. The adverse year figures are within range of other like 
estimates. 

With the construction of Markham Ferry Project with 100,000 kilo- 
watts of capacity, there would be provided additional amounts of energy, 
33,000,000 kilowatt-hours in an average water year. This supply from 
Markham Ferry would be capable of supplying an additional 67.5 per 
cent load factor load of 6,000 kilowatts (33,000,000 -- 5913) in an 
adverse water year and a maximum of 32,000 kilowatts (190,000,000 
5913) in an average water year assuming that the water supply can be 
controlled so as to be available for load when needed. An independent 
estimate develops a comparable adverse year figure. Actually, during the 
early years of operation of Pensacola and Markham Ferry Projects all 
of the average year energy of these two projects could not be utilized 
on Applicant’s load because a large part thereof is available during the 
high spring flows. 

Assuming a peaking capability of 50,000 kilowatts at Chouteau, not less 
than 84,500 kilowatts at Pensacola and 100,000 kilowatts at Markham 
Ferry, the total would be 234,500 kilowatts. Allowing 25,000 kilowatts 
for reserves, leaves 209,500 kilowatts of assured peaking capability which 
would be capable of serving a load of only 88,000 kilowatts in an adverse 
water period because of energy limitations. Or, in other words, the de- 
pendable capacity would be 88,000 kilowatts. Stated in another way, the 
209,500 kilowatts of assured peaking capability has a dependable energy 
availability of only 2,477 kilowatt-hours per kilowatt of capability (486,- 
000,000 +- 33,000,000 ~- 209,500) whereas the load required 5,913 kilowatt- 
hours per kilowatt of annual peak load. This means that to utilize 
209,500 kilowatts on Applicant’s load at a load factor of 67.5 per cent, 
would require an energy receipt from some source of 720,000,000 kilowatt- 
hours in an adverse water year. Assuming the availability of supporting 
energy, the peaking capacity of Markham Ferry Project could not be fully 
utilized until about 1968. 

The foregoing data indicate the relation of the low load factor Markham 
Ferry 100,000 kilowatt proposed project to the high load factor Applicant 
load. 

(2) The Applicant’s System and the System of Public Service of Oklahoma: 
There is no question but that the proposal to build an enlarged Markham Ferry 
was related closely and indispensably to the interests of Public Service of Okla- 
homa in getting access to this very desirable peaking facility for use in serving 
its own load. The following table from the Staff’s Brief was developed 
on the assumption that the annual peak loads of the Applicant and Public 
Service are coincident, and illustrates the anticipated peak load growth of each 
system. 


Annual peak load— KW 


Applicant Company 
Total Average annual 
increment 





89, 
106, 
156, 
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The record establishes that Markham Ferry would be useful to its full 
capacity on the combined load of the two systems if it were available by 
1962, even during a period of adverse stream flow. 

The virtue of the utilization of this proposed new resource by the two 
systems lies in the fact that it will be fully utilized as soon as it becomes 
available, whereas if the Applicant should embark on an independent steam 
program, the installation would be overbuilt for several years, thus not fully 
useful. 

The proposed arrangement between the Authority and Public Service must be 
judged as a type of market commitment for sale of the surplus capacity of 
Markham Ferry until it is usable on the Authority’s own load. Also important 
in assaying this arrangement is the “flashy” characteristic of the water re- 
sources available and the fact that this project achieves its true and maximum 
value when used at an extremely low load factor (as low as 27.7 percent) 
as contrasted with a system load factor for the Applicant of some 67.5 
percent. 

With such considerations in the foreground and the conclusion that Mark- 
ham Ferry has only limited economic usefulness to any power system without 
access to large quantities of thermal firming energy, which firming energy 
is available to the Applicant from any source other than Public Service, only 
at prohibitive cost and under doubtful conditions of financing, the conclusion 
is reached that the proposed arrangement which is embodied in the Coordinat- 
ing Agreement is about the best solution which can be found to a perplexing 
problem. There seems to be no question that the proposal would be more 
advantageous to the Authority’s customers than an all-thermal program, and 
that savings of considerable magnitude should be experienced by this arrange- 
ment. The witness Tonetti estimated these savings as being about $729,000 
annually from 1962 through 1967. 

This is really a very special situation which takes it out of the normal 
eategory of hydro-electric proposals. Because of its waterflow characteristics, 
the Grand River is a special stream. Because of these characteristics which 
have given rise to serious revenue problems, the Authority is a special Appli- 
eant, the financing for which seems to require an unusual amount of hedging. 
Thus, the arrangement with Public Service is very attractive from a financier’s 
standpoint because it represents stability of income. 

The financing of the Markham Ferry proposal, even assuming effectiveness 
of the Coordinating Agreement, is a matter of considerable importance, and 
is far from crystallized. The amount of the bond issue has not been deter- 
mined. The record indicates that specific financing still has to be arranged, 
and much of the arrangement depends upon the Commission’s acceptance of 
the Coordinating Agreement and the manner of that acceptance. As expressed 
by the Staff: 


The interest rate, price to the public and to Applicant, and related con- 
ditions of selling bonds depend upon market conditions at the time of 
issue. Suggestions for financing contemplate, among other things, a forty- 
year term for the bonds, a 3.5 per cent discount to Applicant, an amortiza- 
tion period of 37 years with an allowance for a three-year construction 
period, a debt service reserve equal to 18 months debt service which 
would be funded, an allowance of 1.15 per cent for fundable legal fees, 
fiscal agents fees and other such expenses in connection with the issue, a 
debt service coverage requirement of 1.25, a provision in the bond in- 
denture to institute a surcharge whenever necessary to assure revenues 
eapable of providing 1.25 times coverage, and an exchange contract with 
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a responsible utility company. There would be restrictions on the disposi- 
tion of funds generated by the 25 per cent excess coverage as they could 
be used only for renewals and replacements, capital additions, accelerated 
retirement of bonds and other corporate capital purposes. Another sug- 
gested requirement would be that debt service on all outstanding bonds 
be covered at least 1.25 times before additional bonds could be issued. The 
increase of about $1,200,000 in reserve funds since 1956, would be an asset 
in the marketing of bonds. The surcharge provisions in the bond indenture 
would not apply to Company. 


Apparently some of the aspects of the problem as far as the acceptance of 
the Coordinating Agreement as a rate schedule is concerned have been out- 
growths of the guarantees sought to be imposed upon this arrangement by the 
Applicant’s financial adviser. The bilateral escalation as to costs, for example, 
seems to have been inspired by a desire to present a rock-ribbed bond issue 
te investors. 

However desirable it may be from a financial standpoint, the Commission 
cannot properly become a party to any compact which would inhibit or tend 
to inhibit its authority to act in the public interest. And, of course, the 
Commission cannot lend itself to an arrangement designed to give even an 
appearance of unusual protection of investors at the expense of consumers, for 
the Commission’s actions must be taken with a view to protecting all elements 
of the public to the greatest extent practicable, whether investor, consumer, 
water user, navigator, recreation lover, or any of the other groups or classes 
of citizens directly or indirectly involved in matters before it. 


Conclusion 


One of the broad aims of the Federal Power Act, and hence this Com- 
mission, is to foster and to encourage, within economical limits, the fullest 
development practicable of the nation’s water resources. Thus when there is a 
choice to be made among several development plans, the plan which achieves 
greatest utilization of the water at the earliest time, thus serving the people 
to the greatest extent, is the plan given prime attention. However, any plan, 
to be worthy of approval, whether for partial or for full development of any 
reach of any stream, must be based upon a firm foundation of economic plan- 
ning and evaluation. 

In the instant case, from a total resource development standpoint, the 
100,000 KW installation representing as it does, a plan for immediate maxi- 
mum development of this reach of the Grand River, is to be preferred to any 
smaller installation or any plan for step by step development. Also, full 
development of the water power available has conservation aspects herein as 
such development may tend to cause some back-off on the rate of the use of 
fossil fuels for electric generation. 

The record demonstrates amply that the arrangement the Authority has 
made with Public Service to share the output of Markham Ferry has many 
ideal aspects from the Authority’s standpoint. It provides an immediate 
market for every kilowatt of power produced from the project. It provides a 
development which will be available to and usable by the Authority when its 
own load reaches a stage where it is fully needed. In the meantime, the 
arrangement relieves the Authority of the need to provide for steam firming 
energy and to provide the costly reserves for such steam support. 

The record also demonstrates that at least under some tests, the 50,000 KW 
installation now authorized is only marginal economically and that the Au- 
thority might find it either impossible or extremely costly to develop Markham 
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Ferry, even as presently licensed, without an arrangement such as the Co- 
ordinating Agreement and would find the financing of new steam units either 
impossible or prohibitively expensive because of its financial history. The 
record would almost cause one to conclude that without consummation of the 
present arrangement, or one quite similar, Markham Ferry will not be devel- 
oped by the Authority at any capacity. 

The record also shows that while evaluation of the economics of a hydro- 
electric project must be related to its service life rather than any particular 
period of operation, that the Authority and its customers will achieve imme- 
diate savings by this Coordinating Agreement as contrasted to an independent 
program and that over the service life of the project based upon all presently 
available methods of evaluation, the project as proposed by the applications for 
amendment of this license, will be an economically feasible undertaking which 
merits licensing now by this Commission. 


FINDINGS AND CONCLUSIONS 


The following findings, most of which have been requested by the Staff, and 
the proponents of the applications are here made, in addition to and supple- 
mentary to findings set forth in the preceding text: 

(1) Applicant, licensee for Project No. 2183, known as the Markham Ferry 
Project, filed: (a) Application on November 21, 1957 for amendment of its 
license for the project to modify the project as licensed by changing the 
installed capacity from three generating units initial and five generating units 
of 15,000 kw each (a total initial and ultimate installation of 45,000 kw and 
75,000 kw, respectively) for four generating units initial and ultimate of 
25,000 kw each (a total initial and ultimate installation of 100,000 kw); and 
(b) application on August 20, 1958 for further amendment of its license for 
the project to further modify the project as licensed by raising the top of 
the power pool from elevation 617 feet to 619 feet and by raising the top 
of the flood control pool from elevation 634 feet to elevation 636 feet, re- 
spectively, (corresponding to about an increase in the flood control storage of 
15,000 acre-feet). 

(2) The Secretary of the Army and the Chief of Engineers, in reporting 
on the applications, advised that the plans of the structures affecting navi- 
gation are satisfactory and approved the tracings for the increased elevation 
of the power and flood control pools. 

(3) An Assistant Secretary of the Interior, in reporting on the application 
for amendment to raise the top of the power and flood control pools, stated 
that the U.S. Geological Survey reported that the proposed change would 
require relocation and modification of a gaging station being operated on 
on Neosho River under Commission license for Applicant’s Project No. 1494, 
and that the U.S. Fish and Wildlife Service advised that the proposed change 
would not affect significantly fish and wildlife resources. 

(4) Public notice of the filing of the applications for amendment has been 
given. P 

(5) The license further amended as hereinafter provided will not alter any 
of the basic facts upon which the license was issued. 

(6) The capacity of the spillway which would be provided for the project 
would be adequate. 

(7) The structures of the proposed enlarged project which would have 2 
feet more of head and an installed capacity of 100,000 kilowatts, would be 
safe and adequate. 
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(8) The raising of the Markham Ferry power pool elevation from 617 
feet to 619 feet mean sea level and the flood control pool elevation from 634 
feet to 636 feet, would increase the power output and flood control storage of 
the project, and such changes would be economical if a market exists for the 
power output. 

(9) The electric system load of Applicant has an annual load factor of 
about 67.5 per cent, and the rate of annual growth in load is estimated to 
range, in the immediate future, from 8,000 to 11,000 kilowatts. 

(10) The Markham Ferry Project with an installation of 100,000 kilowatts 
would be a peaking capacity facility, with limited energy availability ranging 
from 33,000,000 kilowatt-hours in a most adverse water year to 190,000,000 
kilowatt-hours in an average water year. 

(11) On Applicant’s load, the dependable capacity of the 100,000 kilowatt 
Markham Ferry Project would be about 6,000 kilowatts initially and during 
the early years such amount would not increase significantly. 

(12) Assuming availability of supporting energy, it would take 8 to 10 years 
to absorb the output of the 100,000 kilowatt Markham Ferry peaking capacity 
en the Applicant’s load. 

(13) Without the availability of supporting energy, the 100,000 kilowatt 
Markham Ferry Project would not be an economic source of power supply if 
used exclusively on Applicant’s load. 

(14) Assuming availability of supporting energy, the economics of the 100,000 
kilowatt Markham Ferry Project would depend on the cost of such supporting 
energy and on the period of time during which it would be available. 

(15) The record does not show that supporting energy in sufficient amount, 
for an adequate period and at a reasonable cost, would be available for the 
100,000 kilowatt project if used exclusively on Applicant’s load. 

(16) The output of the 100,000 kilowatt Markham Ferry Project would be 
fully dependable on the combined load of Applicant and Company as soon as it 
be available. 

(17) When used as a dependable peaking facility, the 100,000 kilowatt 
Markham Ferry Project would be economically feasible based on alternative 
steam-electric sources of power supply. 

(18) When used as a dependable peaking facility, the increasing of the 
installed electrical capacity of Markham Ferry to 100,000 kilowatts would 
be economical. 

(19) The increasing of the initial installed capacity of Markham Ferry 
Project from about 45,000 or 50,000 kilowatts to initial installed capacity of 
100,000 kilowatts would not be economical if the output thereof would be used 
exclusively on Applicant’s load. 

(20) The proposed 100,000 kilowatt Markham Ferry Project would be best 
adapted to a comprehensive plan for improving or developing the Grand 
River for the use or benefit of interstate commerce, for the improvement and 
utilization of water power development, and for other beneficial public uses, 
including recreational purposes. 

(21) The facts of record in this proceeding do not warrant Commission 
acceptance at this time of a rate schedule filing by Company embodying the 
language of the Coordinating Agreement. 

(22) The facts of record in this proceeding do not provide a sufficient basis 
for a Commission determination as to the “lawfulness” of a rate schedule 
filing as referred to in finding (21) above, but the Commission’s issuance of 
an amendment of the license for Project No. 2183 may be deemed an interim 
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approval of the Coordinating Agreement in principle and of the formulae con- 
tained in said Agreement. 

(23) The economic feasibility of the Markham Ferry Project is dependent 
upon an assured market for its entire output when available. Such assurance 
is provided by an agreement for sales and interchange as is exemplified by 
the so-called “Coordinating Agreement” between the Authority and Public 
Service Company of Oklahoma. 

(24) While the Coordinating Agreement as presently drawn cannot be 
fully effective as a contract until it is accepted by the Commission for filing 
as a rate schedule, there has been no reason advanced as to why this require- 
ment cannot be altered to conform to the action of the Commission herein, 
and be fully effective upon the issuance of the license amendment sought 
herein. 

(25) The installed capacity of the project for purposes of computing the 
capacity component of the administrative annual charge, as increased under 
these amendments (100,000 kilowatts) is 133,000 horsepower. 

(26) The increased annual charge for reimbursing the United States for 
the costs of administration of Part I of the Act is reasonable as hereinafter 
fixed and specified. 

(27) The following described exhibits filed as supplements to the applica- 
tions for amendment and superseding certain exhibits now part of the license, 
conform to the Commission’s rules and regulations and should be approved 
as part of the license as hereinafter provided, and those exhibits described 
hereinafter as being superseded should be eliminated from the license as 
hereinafter provided: 





| 
Revised exhibit L "7 hy Title—Grand River Dam Authority, Markham Ferry Project 


(Final Design) 





! 
Plan and profile. 
Earth section. 
North non-overflow section. 
Spillway section. 
Intermediate non-overflow section. 
Powerhouse and intake section. 
South non-overflow section 
Exhibit J € — Map of Project Area” , superseding Exhibit J (F PC No. 2183-1); 
an 
| ‘General Description and Specifications of Equipment”, filed in the 
a on October 1, 1958, superseding Exhibit M filed March 31, 


Exhibit M-_.-- 


ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission, pursuant 
to its Rules of Practice and Procedure that: 

(A) The project exhibits described in finding (27) above, as conforming to 
the Commission’s Rules and Regulations are approved as part of the license 
for Project No. 2183, and the exihibits described in the same finding, being 
superseded are eliminated from the project. 

(B) The license issued to Grand River Dam Authority for Project No. 2183 
is further amended effective as of the first day of the month in which this 
order becomes the order of the Commission, as follows: 

PARAGRAPH I. Paragraph (a) of the license is amended by substituting 
for the Exhibit “J” described therein the following described revised exhibit: 
Exhibit J: (FPC No. 2183-6) entitled “General Map of Project Area.” 

PARAGRAPH II. Paragraph (b) of the license is amended to read as 
follows: 
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(b) Principal structures, comprising a dam with a maximum height of 
about 85 feet and length of about 3900 feet composed of a concrete overflow 
section, three concrete gravity non-overflow sections, an earthen embankment 
section and an integral powerhouse section; creating a reservoir with a total 
storage capacity of about 440,000 acre-feet at elevation 636 feet (top of flood 
control pool) and 200,000 acre-feet at elevation 619 feet (top of power pool) ; 
a powerhouse with installed capacity of 100,000 kilowatts (four units of 25,000 
KW each); and a step-up substation located adjacent to the dam which will 
provide for transmission line connections to the licensee’s Markham Ferry 
Switching Station by means of a single circuit, 115 kv transmission line, about 
4 miles long, and to Public Service Company’s Catoosa substation by means 
of a double circuit 138 kv transmission line, about 34 miles long; the location, 
nature and character of which are more specifically shown and described by 
the exhibit hereinbefore cited and by the following-described revised exhibits 
which were filed as supplements to the applications for amendment: 


Revised exhibit L 





FPC Title—Grand River Dam Authority, Markham Ferry Project 
No. (Final Design) 


Plan and profile. 

Earth section. 

North non-overflow section. 

Spillway section. 

Intermediate non-overflow section. 

Powerhouse and intake section. 

South non-overflow section; and 

Sills dicts “General Description and Specifications of Equipment’’, filed in the 
| — on October 1, 1958, superseding Exhibit M filed March 31, 








Exhibit M.-...-...--. 


PARAGRAPH III. Article 20 of the license is further amended to read as 
follows: 

Article 20. The Licensee shall commence construction of the enlarged 
project on or before February 1, 1959, shall thereafter with due diigence prose- 
cute such construction, and shall complete the project on or before July 31, 
1962. 

PARAGRAPH IV. Article 21 of the license is eliminated from the license. 

PARAGRAPH VY. Article 26 of the license is amended to read as follows: 

Article 26. The Licensee shall pay to the United States for the costs of 
administration of Part I of the Act, a reasonable annual charge in accordance 
with the provisions of Part II of the Commission’s regulations. The authorized 
installed capacity for such purposes is 133,000 horsepower. 

(C) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license. 

(D) This order shall become final thirty (30) days from the date when 
it is affirmed by the Commission or otherwise becomes the act of the Com- 
mission, unless application for rehearing shall be filed as provided in Section 
313(a) of the Federal Power Act. 

(E) This license, if accepted in writing by the Licensee in conformity with 
the Commission’s Rules and Regulations, shall be signed on behalf of the 
Licensee and returned to the Commission within thirty (30) days from the 
date when this order, under the Commission’s rules, or by virtue of 
affirming order, becomes the act of the Commission. 


an 


WILLIAM J. CosTELLO 
Presiding Examiner 
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APPENDIX 


TaBLeE A.—EstTIMATED CAPITAL AND ANNUAL Costs 





Markham Ferry—lInstalled capacity, kw 


Item 


| 
50,000 | 75,000 | 100,000 


| | 
IT ii scticsitirsnatirndidtinciteninamemaenbabnmeageenals | $20,440,000 | $24,600,000 | $28, 690,000 
Total bond issue 23, 600, 000 28, 400, 000 33, 100, 000 








2, 040, 000 2, 460, 000 2, 870, 000 
21, 560, 000 25, 940,000 | 30, 230, 000 
Annual hevenne honuivenente: 


Debt service 1, 366, 000 1, 644, 000 1, 916, 000 
Coverage 342, 000 41), 000 479, 000 
Less debt reserve earnings. -...-_- -| 51,000 62, 000 72,000 
Operation and maintenance 115, 000 120, 000 125, 000 
Insurance 25, 000 30, 000 35, 000 


Total | 1,797,000 | 2,143,000 | 2, 483, 000 


Dependable capacity—kw ; 5, 100, 000 
Average annual energy—1000 kwh-. 7, 190, 000 
Energy at 3.85 mills per kwh $731, 500 
Cost of capacity 


: $1,423,050 | $1, 751, 500 
Capacity cost per kw-yr. . 08 | $18. 97 | $17. 51 








1 Does not include administrative and genera] expense nor an allowance for short-term renewals and 
replacements. 


TaBLeE B.—EstimateEpD ANNUAL Costs BAsED ON LEVELIZED CHARGES! 


Markham Ferry—Installed capacity, kw 
Item—Levelized costs 


a 

| sooo | 75,000 100,000 
Total annual costs ? 
Dependable capacity—kw 


Energy at 3.85 mills per kwh_...___- 
Cost of capacity 
Capacity cost per kw-yr. 


2, 950 | 719, 950 
$646, 050 $812, 050 
$12. 92 $10. 83 


| 
$1, 289, 000 $1, = | 

50,000 
Average annual energy—1000 kwh -_- | 167, 000 18 900 | 
| 


1 The term “‘levelized’’ describes a uniform annual charge based on the present worth method normally 


used for comparing different sums of money spread over different periods of time, and it takes into account 
the discount factor. 


3 Sum does not include administrative and general expense. 
TaBLe C.—Cost or SreamM-E.ectric Power to GRDA 


Steam-electric power supply, kw 


50,000 75,000 


Item—Annual revenue requirements 


100,000 


| 
CN RG os iti iin asiiin menhhcimbntantinntinaiadag 1, 530, 000 2, 295, 000 | ol sae 3, 060, 000 
Energy—1000 kwh 167, 000 187, 000 | 190, 


Energy—dollars.........- * 370, 740 415, 140 421, 800 
Total dollars ! 2, 710, 140 3, 481, 800 


1 Sum does not include administrative and general expense. 
TaBie D.—Cost or Steam Extectric Power To GRDA (Leveuizep Basis) 


Levelized costs 50,000 75,000 100,000 


Capacity—dollars. 6, 1, 449, 750 1, 933, 000 
Energy—1000 kwh 167, 000 187, 000 190, 000 
Energy—dollars ms 370, 740 415, 140 421, 800 
Total—dollars ! 1, 337, 240 1, 864, 890 1, 354, 800 


1 Sum does not include administrative and general expense, 
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TaBLeE E.—ComparativE Costs or 25,000 kw Capacity INSTALLATION INCRE- 
MENTS AT MARKHAM FERRY RELATED TO Costs OF SiMILAR STEAM-ELECTRIC 








INCREMENTS 
Installed capacity, kw 
Item— Annual revenue 50,000 25,000 | 
requirements (increment) | 
75,000 25,000 100,000 
(increment) 
i. Markham Ferry-...-....----- $1, 797, 000 $346, 000 $2, 143, 000 $340, 000 | $2, 483, 000 
2. Alternative Steam ...._- 1, 900, 740 809, 400 2, 710, 140 771, 660 3, 481, 800 
3. Net Benefit!_._........- 103, 740 463, 400 567, 140 431, 660 998, 800 
4. Benefit—Cost Ratio ? 1.06 2.35 | 1. 26 2.27 1.40 








1 Line 2 minus line 1. 
2 Line 2 divided by line 1. 


TasBL_e F.—ComparativeE Costs or 25,000 kw Capacity INSTALLATION INCRE- 
MENTS AT MARKHAM FERRY RELATED TO Costs OF SIMILAR STEAM-ELECTRIC 
INCREMENTS ON A LEVELIZED Basis 


Installed Capacity, kw 
Item—Levelized basis a 








50,000 25,000 75,000 25,000 100,000 
(increment) (increment) 
|] | 
aaa 1, 289, 000 243, 000 | 1, 532, 000 239, 000 1,771, 000 
Alternative steam - 1, 337, 240 527, 650 1, 864, 890 489, 910 2, 354, 800 
Net benefit.........- 48, 240 284, 650 332, 890 250,910 583, 800 
Benefit—cost ratio............... 1.04 2.17 1.22 2.05 1.33 


TaBLe G.—EstTIMATED ANNUAL AND Capital Costs oF MARKHAM FERRY 
(Firry YEAR PrEriop) 





Markham Ferry, Installed Capacity—kw 








| 
50,000 75,000 100,000 

SIRI CONE ict s occa nnensievccneesnocccsecasmseanauese $20, 440, 000 $24, 600, 000 $28, 690, 000 
Annual costs: 

Interest, depreciation and financing costs!_.......-.- 1, 108, 000 1, 333, 000 1, 554, 000 

Operation and maintenance 115, 000 120, 000 125, 000 

I circu pcttizboddinntinian 25, 000 30, 000 35, 000 

Renewals and replacements 41,000 49, 000 57, 000 

PR ieiwtincbcnehcbeiineenpentnnnenbbcndinbiiell 1, 289, 000 1, 532, 000 1, 771, 000 


1 For interest at 434, sinking fund amortization plus interest for a pay-out period of 50 years amounts to 


5.4%. 
2 Excludes administrative and general expense and excludes interest costs of reserve fund. 


Tas._e H.—VALUE oF Power at MARKHAM Ferry ProJeEct (at Sire) MEASURED 
By Cost or Propucine Sucw Power at Most Economica Sire 1n AREA 








| Installed capacity—kw 





50,000 
75,000 100,000 
a en 50, 000 75, 000 100, 000 
Average annual energy—Thousands kwh: - - ..---........--..-.-| 167, 000 187, 000 190, 000 
Dependable capacity value (at $14.54 kw-yr.)............-.--- | $727, 000 $1, 091, 000 $1, 454, 000 
Average annual energy value (at 1.69 mills) ! a 282, 000 316, 000 321, 
TIES RET ENO bn. dntncdocccupanacendcbieslacuuae $1, 009, 000 $1, 407, 000 $1, 775, 000 





1 Sum does not include administrative and general expense. 
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TaBLe I.—Estimatrep CoMPARATIVE Costs AND VALUES OF PowER PRODUCED 
AT MARKHAM FERRY PROJECT 


Installed capacity—kw 





| 25,000 | zB 
£0,000 (increment) | 
| 75,000 | 25,000 =| — 100,000 
| | | (increment) 
| 
| 
i i ance ica | $1,009, 000 | ($398,000)} $1, 407, 000 ($368, 000) $1, 775, 000 
po eer ees | 1, 289, 000 | (243, 000) 1, 532, 000 | (239, 000) 1, 771, 000 
Net power benefits. _..........-- | 280,000 | ($155, 000) —125, 000 | (129, 000) 4, 000 
Benefits to cost ratio_............ | 0.78 (1. 6) 0. 92 (1. 54) .00 
' 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HOUSTON TEXAS GAS AND OIL CORPORATION, DOCKET NO. G-9262 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 7, 1961) 


On January 31, 1961, as supplemented on March 8, 1961, Houston Texas Gas 
and Oil Corporation (Houston) filed in Docket No. G—9262 a petition for per- 
mission to substitute Central Florida Gas Corporation (Central Florida), for the 
City of Lake Alfred, Florida, as purchaser of natural gas for resale and 
distribution as originally authorized by the Commission in its order accompany- 
ing Opinion No. 301, issued December 28, 1956, in this proceeding (16 FPC 118). 

It appears that the facilities to serve natural gas to the City of Lake Alfred 
and environs authorized to be constructed, inter alia, by the aforesaid order 
ot December 28, 1956, have been completed but that the City of Lake Alfred 
has not constructed and does not intend to construct a municipally-owned 
distribution system as originally intended, but has instead granted a franchise 
to Central Florida to construct, own and operate a gas distribution system in 
Lake Alfred. Houston has not commenced operation of the facilities con- 
structed to serve Lake Alfred. 

Houston and Central Florida have entered into service agreements for both 
firm and preferred interruptible service for the City of Lake Alfred. The con- 
tract for firm service provides for a maximum daily quantity of 34.5 Mcf? and 
a maximum annual quantity of 3,000 Mcf. These volumes are considerably less 
than the third year volumes authorized by the Commission in Opinion No. 301, 
namely 417 Mcf peak day and 35,441 annual. The preferred interruptible con- 
tract provides for an annual quantity of 30,000 Mcf compared to 42,390 Mcef 
authorized by the Commission. 

The cost of Houston’s facilities to serve the Lake Alfred area, construction 
of which was completed September 1, 1959, was $7,219. 


The Commission finds: - 


It is in the public interest and appropriate in carrying out the provisions of 
the Natural Gas Act that Houston Texas Gas and Oil Corporation be authorized 
to operate the facilities built to serve Lake Alfred and be permitted to sub- 
stitute Central Florida Gas Corporation for the City of Lake Alfred, Florida, 
as customer for the service of natural gas as applied for in the subject petition, 
by amending the Commission’s order accompanying Opinion No. 301, issued 


1 All figures based on gas with a heating value of 1,000 Btu’s per cubic foot. 
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December 28, 1956, (and amended by order issued October 28, 1959), as here- 
inafter ordered. 
The Commission orders: 

(A) The Commission’s order accompanying Opinion No. 301 in Docket No. 
G-9262, et al., issued on December 28, 1956, as amended, be and the same is 
hereby further amended by inserting a new subparagraph (3) under Paragraph 
(E) of said order, to read as follows: 

“(3) The facilities authorized in paragraph (A) above to be constructed and 
operated to serve the City of Lake Alfred, Florida, are hereby authorized to 
be operated to serve Central Florida Gas Corporation for resale, and the sale 
of natural gas authorized therein to be made to the City of Lake Alfred, 
Florida, is hereby authorized to be made to Central Florida Gas Corporation 
for resale in the community of Lake Alfred, Central Florida shall be prepared 
to receive gas for Lake Alfred within 6 months from the date hereof and 
Houston shall report the date of commencement of such service within 10 days 
of the date thereof.” 

(B) In all other respects, said order accompanying Opinion No. 301 in 
Docket No. G-9262, et al., issued on December 28, 1956, as amended, shall 
remain unchanged and in full force and effect. 


[LETTER-ORDER ISSUING TEMPORARY CERTIFICATE]* 
Docket No. CI61-1282 


H. L. Hunt AIRMAIL 
H. L. HUNT APRIL 7, 1961. 
700 Mercantile Bank Building 

Dallas 1, Texas 


Attention: Robert W. Henderson, Attorney 
Thomas G. Crouch, Attorney 


GENTLEMEN : Temporary authority is hereby issued to H. L. Hunt to sell natural 
gas for resale in interstate commerce to Natural Gas Pipeline Company of 
America as proposed in Docket No. CI61—1282, subject to the following conditions : 

(1) That the total initial price therefor shall not exceed 18 cents per 
Mcf at 14.65 psia. 

(2) The filing within 20 days hereof of a supplement to the rate schedule 
consistent with (1) above and a revised billing statement. 

(3) Written acceptance of this authorization by a responsible official of 
the company within 20 days of the date hereof. 

Your related proposed rate schedule will be considered accepted for filing 
upon compliance with the above conditioned authorization to be effective on the 
date of initial delivery subject to the provisions of Section 154.94(c) and 
154.101 of the Commission’s regulations under the Natural Gas Act. 

In view of the above conditions, the billing statement submitted with your 
filing is not applicable and accordingly is returned herewith. 

The rate schedule has been designated as follows: 

Description Designation 
Contract 12-15-60 H. L. Hunt, FPC Gas Rate Schedule No. 35. 


Please advise the Commission of the date of commencement of deliveries 
under such rate schedule making reference in your communication to the rate 
schedule as designated above. 


*Order modified; rehearing denied on May 31, 1961, 25 FPC 1062. Reversed and 


remanded, H. L. Hunt et al. v. F.P.C., 306 F. 2d 834 (CA5, 1962) ; CA5 reversed, 376 
U.S. 515. 
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In addition, please advise the Commission as to whether you would accept 
permanent certificate authorization under the condition specified in (1) above. 
Such acceptance may permit disposition of the subject application under the 
abridged hearing procedure provided no protests or petitions to intervene in 
opposition to the application are filed. 

This authorization and the acceptance of the above rate schedule are without 
prejudice to such final disposition of the application for certificate as the record 
may require. Furthermore, once service is commenced under this authorization 
it may not be discontinued without permission of the Commission issued pursuant 
to the provisions of the Natural Gas Act. 

By direction of the Commission. 

J. H. GUTRIDE, 
Secretary. 


[LETTER-ORDER ISSUING TEMPORARY CERTIFICATE]* 
Docket No. C1I61-1283 
Hassie Hunt Trust, Operator, et al. 
ApRIL 7, 1961. 
Hassie Hunt Trust 
700 Mercantile Bank Building 
Dallas 1, Texas 


Attention: Robert W. Henderson, Attorney 
Thomas G. Crouch, Attorney 


GENTLEMEN: Temporary authority is hereby issued to Hassie Hunt Trust, 
Operator, et al., to sell natural gas for resale in interstate commerce to Natural 
Gas Pipeline Company of America as proposed in Docket No. CI-1283, subject 


to the following conditions: 


(1) That the total initial price therefor shall not exceed 18 cents per 
Mcef at 14.65 psia. 

(2) The filing within 20 days hereof of a supplement to the rate schedule 
consistent with (1) above and a revised billing statement. 

(3) Written acceptance of this authorization by a responsible official of 
the company within 20 days of the date hereof. 


Your related proposed rate schedule will be considered accepted for filing 
upon compliance with the above conditioned authorization to be effective on the 
date of initial delivery subject to the provisions of Sections 154.94(c) and 
154.101 of the Commission’s regulations under the Natural Gas Act. 

In view of the above conditions, the billing statement submitted with your 
filing is not applicable and accordingly is returned herewith. 

The rate schedule has been designated as follows: 

Description Designation 
Contract 12-15-60 Hassie Hunt Trust (Operator), et al. FPC Gas Rate 
Schedule No. 28. 


Please advise the Commission of the date of commencement of deliveries 
under such rate schedule as designated above. 

In addition, please advise the Commission as to whether you would accept 
permanent certificate authorization under the condition specified in (1) above. 
Such acceptance may permit disposition of the subject application under the 


*Order modified; rehearing denied on May 31, 1961, 25 FPC 1061. Reversed and 
remanded, H. L. Hunt et al. v. F.P.C., 306 F. 2d 334 (CA5, 1962); CA5 reversed, 376 
U.S. 515. 


693-489 6444 
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abridged hearing procedure provided no protests or petitions to intervene in 
opposition to the application are filed. 

This authorization and the acceptance of the above rate schedule are without } 
prejudice to such final disposition of the application for certificate as the record | 
may require. Furthermore, once service is commenced under this authorization 
it may not be discontinued without permission of the Commission issued pursuant 
to the provisions of the Natural Gas Act. 

By direction of the Commission. 

J. H. GuTrRipe, 
Secretary. 


PUBLIC SERVICE COMPANY OF OKLAHOMA, DOCKET NO. E-6816 
ORDER DETERMINING LAWFULNESS OF RATES AND TERMINATING PROCEEDING 
(Issued April 7, 1961) * 

Syllabus 


1. Although temporary Agreement also provides for sales by Authority to 
Company, only the lawfulness of Company’s rates are here in issue since 
Authority, an electric production and transmission agency of Oklahoma, 
with power to fix its own rates and charges for electric utility services, 
is not subject to rate regulatory jurisdiction of the Commission. P. 658. 

2. Evidence supports conclusion that Commission has jurisdiction over Com- 
pany’s Schedule 151. P. 658. 

3. In determining lawfulness of rates and charges in a contract involving a 
mutual exchange of services, as here, a cost-of-service or rate base type of 
analysis, or other cost analyses, and other conclusions such as whether 
there is a sharing of the fruits of coordinated operation, all play a part. 
P. 659. 

4. Since service to Authority is provided direct from facilities comprising 
Company’s power pool, additional facilites not involved in rendering service 
at its power pool level and costs associated therewith are not relevant to 
costs incurred serving Authority. P. 661. 

5. Company’s economy interchange energy rate is based upon an incremental 
cost and mutual sharing of benefits arrangement. The principle of sharing 
benefits associated with supply of economy interchange energy has been rec- 
ognized generally and is applicable upon facts of this proceeding. P. 662. 

6. Commission accepts Company’s cost classification and allocation method in 
determining costs of transmission or wheeling service to city of Pryor, 
which method assigned all Company’s cost to demand component ; Company 
reasoning that it does not provide any energy, since all energy delivered 
is returned in kind. P. 662. 

7. Rate of return upon net power pool investment used to supply electric power 
and energy to Authority of 3 to 4 percent, and an indicated rate of return 
upon net investment in transmission facilities used in service to Pryor 
of 6 percent does not exceed reasonable return and any further determi- 
nation is unnecessary for present purposes. P. 662. 

8. Commission discusses “value of service” theory, refers to its action in South 
Carolina Generating Co., and finds evidence here supports conclusion that 
rates in Schedule 151 will not produce revenues in excess of cost-of-service 
including no more than fair return on net investment in facilities used 
to provide services, and are therefore just and reasonable. P. 662. 


* Initial decision appears on p. 667. 
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9. Based on its long recognition and acceptance of practice of maintaining a 
generating reserve capability against outages of electric generating equip- 
ment, Commission finds that 121%4 percent reserve requirement, applicable 
to Authority under capacity load formula, is reasonable. P. 663. 

10. Company directed to reduce its exchange point accounting and billing pro- 
cedure to writing to be filed as part of Schedule 151. P. 663. 

11. As part of plan of coordinating operation and production resources and 
transmission facilities, Company’s services to Authority will facilitate 
realization of inherent advantages of each system resulting in savings and 
economies to both, and is entirely consistent with provisions of Federal 
Power Act. P. 664. 

12. Company’s rates and charges for services to Authority and its rates and 
charges on file with Commission for service to other interstate electric 
customer for comparable services have been shown not to result in any 
undue discrimination or preference between such customers and Authority. 
P. 664. 

13. Approval of Schedule 151 does not constitute “interim approval at least,” 
of long term Coordinating Agreement, “even though there must necessarily 
be some qualification inherent in such approval,” because said agreement, 
as such, is not part of Schedule 151 and is not before the Commission in 
capacity of a rate schedule. P. 665. 

14. Commission determines lawfulness of rates and terminates proceeding 
under Section 205 of the Federal Power Act. P. 666. 


Roy L. Sullivan, Neill P. McInnis, Randall J. LeBoeuf, Jr., Cameron F. Mac- 
Rae and Craigh Leonard for Public Service Company of Oklahoma. 

Robert Hudson, M. A. Looney, Charles E. Dierker and James C. Hamill for 
Grand River Dam Authority. 

Lambert McAllister, Francis J. Walsh and Jack L. Rorschach for Kamo 
Electric Cooperative, et al. 

Drezel D. Journey, Joseph E. Hayden, and Donald A. Sander for the Staff of 
the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


This is a proceeding under Section 205 of the Federal Power Act concerning 
the lawfulness of the rates and charges for sales and services by Public Service 
Company of Oklahoma (Company) to Grand River Dam Authority (Authority), 
as agency of the State of Oklahoma, contained in Rate Schedule FPC No. 151 
filed herein by Company. This rate schedule consists of the terms of a contract 
between Company and Authority dated August 5, 1957, known as the Temporary 
Agreement, a letter between Company and Authority dated January 23, 1958, 
and certain provisions reproduced from a long-term contract between Company 
and Authority, dated August 5, 1957, known as the Coordinating Agreement, 
incorporated by reference and made a part of the Temporary Agreement. 

Under the Temporary Agreement, Company and Authority will coordinate 
the operation of their electric production and transmission facilities by the 
interchange and sale of electric power and energy to each other. The coor- 
dinated operations are to be conducted in the manner provided by the Tempo- 
rary Agreement, as embodied in Schedule 151, until such time as the proposed 
enlarged Markham Ferry hydroelectric development of Authority is completed 
and in operation.1 At that time the parties propose to conduct their operations 


1The Commission, by order issued this date supra p. 623 in the companion proceeding 
Project No. 2183 (Grand River Dam Authority), approved the proposed enlargement of the 
Markham Ferry development by amendment of the license issued to Grand River Dam 
Authority. 
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according to the terms of the Coordinating Agreement. The Coordinating Agree- 
ment, as such is not an issue in the present proceeding.2 Although the 
Temporary Agreement provides for sales and service by Authority to Company, 
only the lawfulness of Company’s rates and charges for sales or services to 
Authority are here in issue because Authority, an instrumentality of the State 
of Oklahoma with power to fix its own rates and charges for electric utility 
service including that rendered to Company, is not subject to the rate regula- 
tory jurisdiction of this Commission under the Federal Power Act. Sections 
19, 20, and 201(f). 

Public hearing on the lawfulness of Schedule 151 commenced October 21, 
1958, and concluded on July 24, 1959. Participating at the hearing, in addition 
to the applicant Company and Commission’s staff, were Authority and a group 
of Oklahoma electric cooperatives headed by KAMO Electric Cooperative 
(KAMO) who were granted intervention by the Commission. Company and 
Authority filed joint briefs supporting the lawfulness of Schedule 151, as did 
the Commission’s staff. KAMO filed briefs in opposition. On May 11, 1960, the 
presiding examiner issued his initial decision finding Company’s rates and 
charges for the sales and services to be rendered to Authority under Schedule 
151 to be just and reasonable, and not unduly discriminatory or preferential, or 
otherwise unlawful, within the meaning of the Federal Power Act. Extensive 
exceptions to the examiner’s decision were filed by KAMO and by staff. Com- 
pany and Authority also filed joint exceptions. Upon request by Company 
and Authority, as well as KAMO, oral argument of the issues raised by the 
exceptions was held before the Commission on September 13, 1960. 

Upon consideration of the record at the hearing, the parties’ briefs, the 
examiner’s decision and the exceptions thereto, and the oral argument before 
us on these exceptions, we conclude for the reasons stated herein, that as modi- 
fied in the manner hereinafter provided, the rates, charges, classifications, prac- 
tices, regulations and services set forth in Schedule 151 are just and reasonable, 
and are not unduly discriminatory or preferential, or otherwise unlawful. Our 
decision is thus in accord with the ultimate conclusion of the presiding ex- 
aminer. Except as expressly noted, however, we do not adopt the findings or 
rationale of his decision because he proposes certain tests for determining the 
lawfulness of Schedule 151 which we regard as inappropriate. The conclu- 
sions and the findings which we make in the application of the statutory criteria 
of lawfulness to Schedule 151 are as set forth in this order. Although we state 
in this order the basis of our conclusions without accepting the examiner’s 
reasoning, we nevertheless adopt generally the introductory discussion of the 
examiner’s decision and the portions of his decision relating to the description 
of the parties, their positions, and the rate schedules. We do not adopt the 
discussion of jurisdiction, the statement of the issues or discussion of them, 
or the conclusions or further findings and conclusions. As to jurisdiction, it is 
sufficient to note that the evidence supports the conclusion that the Commis- 
sion has jurisdiction over Schedule 151. 

As the examiner has noted “this proceeding does not concern a rate . 
which applies to a class of customers or to the public at large.” The rate 
embodied in Schedule 151 is “but one corner of a bilateral agreement in which 
rights and obligations, privileges, and valuable considerations flow from vendor 


2 The acceptability for filing at this time of a rate schedule embodying the terms of 
the Coordinating Agreement which will apply to the operations of the parties upon 
completion of the enlarged Markham Ferry development is considered by the Commis- 
sion in its order issued this date in the companion proceeding in Project No. 2183 
(Grand River Dam Authority). 
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to vendee at various times and under various circumstances,” and in which 
“the parties exchange their roles of vendor and vendee from one to the other 
as the circumstances warrant.” The coordinated operation of generating and 
transmission facilities through agreements between adjoining utility systems for 
the interchange of various classes of electric services is a well-established and 
growing industry practice. By the very nature of any such coordination and 
interchange arrangement, there is a mutual exchange of services and benefits. 

Many problems and issues presented in an electric rate case involving a mu- 
tual exchange of services in a power pooling or interchange arrangement are 
different from those arising in a rate proceeding involving a one-way service 
agreement or a rate proceeding involving a natural gas producer or pipeline 
company. Accordingly, in determining the lawfulness of rates and charges 
embraced in a contract of the type before us in this proceeding, a cost-of-service 
or rate base type of analysis, other cost analyses, and other considerations, 
such as whether there is a sharing of the fruits of coordinated operations, all 
play a part. An adequate record of cost data in the circumstances of this case 
was developed in this proceeding to justify the rates and charges provided in 
Schedule 151 on the basis of various cost analyses as well as on the basis of 
sharing of the benefits of coordinated operations between Company and Au- 
thority. Company presented its case in this twofold manner, and the examiner’s 
ultimate determination of the lawfulness of Schedule 151 clearly rests on both 
bases. 

Schedule 151 provides for the following five classes of interstate wholesale 
and transmission service from Company to Authority: (1) “R” and “J” electric 
capacity and energy deficiency service, (2) “H” energy firming service, (3) 
economy interchange energy service, (4) standby or emergency service, and (5) 
transmission or wheeling service. 

“R” and “J” service is a firm capacity and energy service billed at the two- 
part rate of $1.00 per kilowatt month for the first 25,000 kw of demand, 
$1.15 per kilowatt month for all excess kw of demand, and 3.85 mills per kilo- 
watt hour for accompanying energy. This service is designed to provide Au- 
thority with additional electric generating capacity and energy necessary to 
meet the requirements of its customers. The amount of “R” capacity to be 
purchased is the excess of Authority’s peak demand, exclusive of service to 
Company, plus 12% percent for reserve, over its assigned generating capability. 
The generating capability assigned to Authority’s Pensacola hydroelectric plant 
is 84,500 kw and 50,000 kw to its Chouteau steam plant. Company and 
Authority do not anticipate that any substantial amount of “R” and “J” service 
will be rendered by Company either prior to the construction of the proposed 
enlarged Markham Ferry Project or thereafter. During 1958 and up to July 24, 
1959, (the close of the record in this proceeding), none was rendered. 

“HA” service is an unlimited firming energy service billed at a one-part rate 
of 3.85 mills per kilowatt hour, subject to offset on a kilowatt hour basis 
during each billing month by Authority’s deliveries of dump hydro energy 
service to Company. Company and Authority anticipate that this service will 
be supplied during many high load hours of week days but generally not at 
time of the maximum hourly loads of the peak period, although Authority is 
entitled to “H” firming service during that period if it needs it. In 1957 and 
1958 “H” service was furnished during the high load summer and winter 
months (August, December). Much of this service was rendered during week- 
day hours from 8:00 a.m. to 12:00 Noon, and from 1:00 p.m. to 5:00 p.m. 

In contrast to these firm services, economy interchange energy service is 
rendered wholly on a when-as-and-if available and acceptable basis. It is 
designed to permit Authority or Company to replace its own thermal electric 
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generation with more economical generation of the other when available. The 
charge for this service is calculated to effect an equitable sharing of the dif- 
ferential between the supplier’s incremental cost of furnishing the service and 
the greater incremental cost which would have been incurred had the energy 
been generated in the buyer’s plant. 

Standby or emergency service deliveries of less than 24 hours duration are 
returned in kind through a redelivery of the energy furnished during the 
emergency. For emergency service of more than 24 hours there is a demand 
charge of 5 cents per kilowatt day not to exceed $1.3 per kilowatt month, and 
an energy charge of the greater of 3 mills per kilowatt hour or cost plus .5 
mills per kilowatt hour. 

Company’s transmission or wheeling service is designed to supply the entire 
electric power and energy requirements of the City of Pryor, Oklahoma, a 
municipal resale customer of Authority, which is isolated from Authority’s 
transmission facilities. There is only a demand charge for this service of 88 
cents per kilowatt of maximum demand; electric energy supplied in any billing 
period is returned in kind. 

During the test year 1958 Company’s total revenues for all services to Au- 
thority amounted to $618,962. Of that amount “H” service produced $320,582 ; 
economy interchange energy service produced $259,350; and the transmission or 
wheeling service to Pryor produced $39,030. 

Schedule 151 contains other rate and service provisions which should receive 
brief mention. Company’s “R” and “J” service, “H” firming service, standby 
or emergency service, and transmission or wheeling service, are each subject 
to general rate escalation under Section 7.2(a) of Schedule 151 to offset on a 
total dollar basis any increases that Authority, through the exercise of its rate 
regulatory authority under the laws of Oklahoma, may make in its rates and 
charges for services to Company under the Temporary Agreement. Schedule 
151 also contemplates three additional services by Company which are not cur- 
rently available or are contingent on a future event. Section 7.2(c) relates to 
service to electric utility customers of Company which Authority may hereafter 
undertake to serve. Section 7.4 provides for Company’s supply to Authority of 
transmission or wheeling service to meet the electric requirements of Eastern 
State Hospital, Vinita, Oklahoma, in the event that the hospital becomes an 
electric utility customer of Authority. Section 4.1 requires Authority to pur- 
chase additional capacity deficiency service in the event that it does not 
operate its Pensacola hydroelectric plant in the manner contemplated in the 
Temporary Agreement. Since the rates and charges under the escalation pro- 
vision and for these three additional services are all indefinite or incomplete, 
we do not at this time, undertake to pass upon their lawfulness. If and when 
Company proposes to invoke the escalation clause or to render these services, 
it will be required to make an appropriate rate filing as a “change” in Sched- 
ule 151. 

With respect to the other five classes of service, it is our conclusion, on 
the basis of customary cost analyses and rate-making principles, that Company’s 
respective rates and charges will not provide revenues to Company in excess 
of its costs of rendering those services, and will not result in any burden upon 
Company’s other customers, or in any undue discrimination or preference be- 
tween Authority and Company’s other interstate electric customers. 

In reaching the above conclusions relative to Company’s “R” and “J” service, 
“H” firming service, economy interchange energy service, and standby or 
emergency service, we rely upon the cost evidence developed in the proceeding, 
including Company’s total power pool costs on a per unit basis, specific items 
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of cost or expense associated with Company’s power pool operation, and Com- 
pany’s unit incremental costs. 

Company’s total power pool costs include its net investment costs and annual 
costs associated with (1) its numerous power production resources and (2) its 
high voltage looped transmission lines interconnecting its power resources. 
During the 1958 test period, less than 2 percent of Company’s total utility loads 
of all types were served directly from any particular production source of 
Company. The power pool transmission facilities thus serve practically its 
entire wholesale and retail electric utility business. 

Service to Authority is provided directly from the facilities comprising Com- 
pany’s power pool. Service to some of its other wholesale electric customers 
and to its own retail electric consumers requires the use of additional facili- 
ties which include unlooped transmission feeders to its distribution level 
circuits operating at lower voltages, distribution level circuits, and special facili- 
ties such as residential consumer electric metering equipment. However, since 
those additional facilities are not involved in rendering services at its power 
pool level, costs associated with them are not relevant to costs incurred in 
serving Authority. 

The evidence relates Company’s total power pool costs to the kilowatt capa- 
bility and kilowatt hour use of those facilities, including Company’s service 
to Authority, on a per unit basis. Company’s power pool costs classifiable as 
demand costs were reduced to a unit cost per kilowatt of system capability. 
Those costs classifiable as energy costs were reduced to a unit cost per kilowatt 
hour of output from Company’s power pool. In the evidence upon which we 
rely, depreciation, taxes, and return were classified as demand or capability 
costs, and production, transmission and administration or general expense were 
classified as energy or use expense. Other testimony, which classified certain 
fixed costs equally between the demand and energy components, also supports 
our conclusion. There may, of course, be differences of opinion with respect 
to the proper classification of costs to capability and use. We have recognized 
on many occasions that problems of classification and allocation of costs fre- 
quently involve judgment factors. We are satisfied, however that the cost classi- 
fication in the evidence upon which we rely are reasonable and appropriate 
in the circumstances of this case. The unit costs, demand and energy, provide 
the basis for a comparison of Company’s power pool costs to its “R” and “J” 
eapacity and energy deficiency service rates; its “H” energy hydro firming 
service rate; and its standby or emergency service rate. 

From the testimony with respect to these costs, it appears that Company’s 
“R” and “J” rates are about equal to Company’s power pool unit cost includ- 
ing approximately 3 percent to 4 percent return upon Company’s net power pool 
investment. The same is true of the standby or emergency rates of Company 
under Schedule 151. 

The evidence also related the Company’s “H” energy hydro firming service 
rate to Company’s functionalized system operating expenses. As the examiner 
determined, the 3.85 mill ““H” energy rate will produce revenues of .04 mills 
per kilowatt hour over and above Company’s average power pool operating ex- 
penses. That .04 mills per kwh is the amount available to Company from the 
“H” energy hydro firming service for depreciation, taxes and return to Com- 
pany. On an increment cost, rather than an average operating expense basis 
the examiner further correctly determined that the 3.85 mill “H” rate will 
produce revenues of 1.01 mills per kwh over and above Company’s incremental 
production expenses and incremental income tax liabilities to cover the fixed op- 
erating expenses of depreciation, taxes other than income taxes and return. 
The “H” revenues considered on the basis of differential above Company’s 
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incremental costs amount to 50 percent of the revenue which would be pro- 
duced by the “R” and “J” rates above Company’s incremental cost. 

Company’s economy interchange energy rate is not a fixed monetary charge 
but is based upon an incremental cost and mutual sharing of benefit arrange- 
ment. The principle of sharing benefits associated with the supply of economy 
interchange energy is one that has been recognized generally and is applicable 
upon the facts of this proceeding. 

With respect to Company’s transmission or wheeling service to the City of 
Pryor, the evidence shows the cost per kilowatt month, including a 6 percent 
return to be 90 cents as compared to the proposed rate of 88 cents per kilo- 
watt per month. The cost classification and allocation method which Com- 
pany employs assigned all of Company’s costs for this service to the demand 
component on the ground that Company does not provide any energy since all 
energy delivered is returned in kind. This method of allocating Company’s 
transmission costs was challenged by the staff on the ground that it ignores the 
fact that Company supplies both the electric capacity and electric energy re- 
quirements of the City of Pryor. The staff contends that preferable classifica- 
tion of Company’s cost would assign a portion of these costs to the energy 
component. Upon the facts of this case we accept Company’s cost classification 
and allocation method in determining its costs of serving Pryor. No party 
other than Company presented evidence with respect to this matter. We 
conclude that Company’s 88 cents per kilowatt charge has been justified upon 
a cost-of-service basis. 

Company did not seek to adduce evidence relative to any particular return 
to its common stockholders allowable as a component of an over-all return 
from its wholesale utility business. Certain of Company’s cost analyses and 
related testimony assume varying overall rates of return ranging from 5 percent 
to 8 percent. Company’s rates tested in the manner set forth above show 
an indicated rate of return upon net power pool investment of Company 
used to supply electric power and energy to Authority of 3 percent to 4 percent, 
and an indicated rate of return upon its net investment in transmission facili- 
ties used in providing transmission or wheeling service to Pryor of 6 percent. 
We believe these figures do not exceed a reasonable rate of return and believe 
any further determination unnecessary for present purposes. 

In his discussion of the lawfulness of the above rates, the examiner makes 
a number of references to “value of service.” This phrase is sometimes used 
in referring to the discredited theory occasionally advanced to justify rates 
above the seller’s cost-of-service. We disapproved such a “what the traffic will 
bear” theory in South Carolina Generating Co. (Opinion No. 297), 16 FPC 52 
(1956). “Value of service” in this sense has no application to the facts in this 
ease. The evidence in this proceeding supports the conclusion that the rates 
m Schedule 151 will not produce revenues in excess of Company’s cost-of- 
service including an allowance of no more than a fair return on its net 
investment in facilities used to provide the services and are therefore just 
and reasonable. 

In our consideration of Schedule 151, we have examined the capacity load 
formula used by Company in billing Authority, including the 84,500 kw rating 
of Authority’s Pensacola hydroelectric plant, the 50,000 kw rating assigned 
to Authority’s Chouteau steam electric station, and the 12%4 percent system 
generating reserve which Authority is required to maintain under that formula. 
Under the operation of the capacity-load formula, these capability ratings, to- 
gether with Authority’s system load and 12% percent reserve requirement, 
are determinative of the quantities of “R” and “J,” and “H” services rendered 
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to Authority at any given time. These ratings and reserve requirement con- 
stitute a principal area of the disagreement between KAMO, on the one hand, 
and Company and Authority on the other. 

In our opinion no valid basis exists for a conclusion that the classifica- 
tions of service to Authority under Schedule 151, as “R” and “J,” and “H,” 
which result from these ratings and reserve requirement do not reflect a 
realistic appraisal of Authority’s additional electric capacity and energy re- 
quirements. The rating by Authority of the load carrying capability of its 
Pensacola plant upon the basis of adverse water conditions, for purposes of 
analyzing its system electric power and energy requirements, is wholly con- 
sistent with generally recognized principles of resource planning and utility 
operation. That rating, together with the rating of Authority’s Chouteau plant, 
is supported by the showing of this record as to water conditions prevailing 
on the Grand River, the composition of Authority’s electric utility loads, the 
nature and character of Authority’s electric resources, and Authority’s policies 
with respect to the manner of operation of those resources. 

Equally consistent with these principles of resource planning and utility 
operation is the Authority’s recognition of its responsibilities to provide gen- 
erating reserves against outages of the electric generating equipment which it 
owns and operates. We have long recognized and accepted the practice of 
maintaining a generating reserve capacity. Upon the facts of this case the 
121% percent reserve requirement applicable to Authority under the capacity 
load formula is reasonable. 

With respect to Company’s billing procedures, staff urges that Schedule 151 
does not set forth in specific terms the exchange point accounting which is 
followed by Company in billing Authority and requests that Company be 
directed to reduce its exchange point accounting and billing procedure to 
writing to be filed as part of Schedule 151. The Examiner denied those re- 
quests. However, we are of the opinion that this amendment to Schedule 151 
is necessary and appropriate. As presently stated Schedule 151, Sections 8.1 to 
8.7, makes general reference to Cempany’s metering and billing procedures. 
Section 8.5 provides “Accounting for deliveries and receipts of all electric 
power and energy shell be made in accordance with the most practical method 
to be agreed upon between the parties hereto.” This record shows that the 
electric systems of Company and Authority, as operated, are continuously inter- 
connected with each other and with other electric utility systems. Power and 
energy flows between the two are determined largely by the electric character- 
istics of the interconnected systems. They may be unscheduled or displacement 
flows which are balanced off between Company and Authority, or scheduled 
flows which are used for billing purposes. In completing a scheduled delivery 
of power and energy to Authority, Company may do so directly from its.own 
generating resources or through displacement from another connected electric 
production resource. In either event, all electrical flows between Company 
and Authority are accounted for through the technique of exchange point ac- 
counting which is not set forth in Schedule 151. We believe this should be done. 

The other operating terms and conditions applicable to Company’s services, 
in our opinion, have been adequately supported and justified upon this record. 
We have considered those conditions in relation to their purposes and results. 
Also we have considered the proposed services in relation to Company’s re- 


3 Company’s rate for “R” service under the formula excludes the component of cost 
for reserve generating capacity which Company maintains on its system. Therefore. 
the formula does not result in double charges by Company to Authority for the reserve 
component of the deficiency. 
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svurces and ability to serve Authority. Our examination of Company’s system 
loads, system power resources and transmission and related facilities used 
tc serve Authority shows Company’s facilities and resources to be adequate and 
sufficient. 

As part of a plan of coordinated operation of production resources and 
transmission facilities Companys’ services to Authority will facilitate a realiza- 
tion of the maximum inherent advantages of each system. As a large inte- 
grated electric utility system operating thermal generating resources, Company 
may achieve reduced unit costs through installation of more economical large 
thermal units. Authority’s Pensacola development, as well as the unconstructed 
Markham Ferry development, may be operated as low load factor hydroelectric 
facilities suited to peaking operations when supported by electric generating 
capacity from thermal sources to meet base loads. Company’s “H” hydro 
firming service will facilitate the use of Authority’s hydroelectric facilities as 
peaking facilities upon the combined Authority-Company load curve (annual 
and daily), with Company’s thermal generating resources being used at the 
base of those load curves. 

Company’s services to Authority under Schedule 151 will also obviate the 
necessity for the installation of thermal electric generating facilities Authority 
would otherwise need to firm-up its hydroelectric resources. In addition to 
reducing investment costs for thermal generating facilities, coordinated opera- 
tion will result in reduced cost of operation of generating facilities which 
would otherwise be employed during peaking operations either upon the system 
of Authority or of Company and improved operating efficiencies and reduced 
operating costs of base load thermal electric generating units of Company 
when used upon the combined Authority-Company load curve. Additional 
benefits to both systems may be expected to result from the use of economy 
interchange energy, standby service, load and frequency control operations, the 
supply of spinning reserve, synchronous condenser operation of Authority’s 
hydroelectric facilities and energy storage operations at Authority’s Pensacola 
reservoir. The coordinate use of Company’s and Authority’s respective trans- 
mission facilities will also obviate the necessity for duplicating investments in 
transmission plant and equipment. 

In our opinion this coordinated operation will thus result in savings and 
economies to both Company and Authority and is entirely consistent with the 
provisions of the Federal Power Act. 

Company’s rates and charges for its services to Authority and Company’s 
rates and charges on file with this Commission for service to other interstate 
electric customers for comparable services have been shown not to result in any 
undue discrimination or preference as between such other customers and 
Authority. 

After exploring the relationship between Company and Authority and the 
circumstances surrounding the negotiation of the agreement, the examiner 
concluded that because the agreement “has evolved over a long period and 
after careful study” and “is completely satisfactory to the contracting parties,” 
it is therefore “entitled to standing as being prima facie just, reasonable, and 
equitable.” We cannot agree with this conclusion nor with his conclusion that, 
in the circumstances here presented, “Company would be under less obliga- 
tion to show by positive and convincing evidence that the rate it proposes to 
utilize in this case is just and reasonable.” Equally unwarranted is the sug- 
gestion that in these circumstances “some amelioration of the usual strict rules 
of rate analysis and study may be justified,” and that this is a situation 
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which does not require “the same vigilance and supervision as might be needed 
in the typical public utility v. ratepayer situation.” In our opinion, Company 
has sustained its burden of proof as required by the Act, and the evidence of 
record supports the lawfulness of Schedule 151 on the basis of the criteria set 
forth in the Act. 

The examiner’s decision also states that approval of Schedule 151 constitutes 
“interim approval, at least,” of the long-term Coordinating Agreement, “even 
though there must necessarily be some qualification inherent in such approval.” 
This, clearly, is not the case. The Coordinating Agreement, as such, is not a 
part of Schedule 151, and is not before the Commission in the capacity of a 
rate schedule. It is true that many of the provisions of the Coordinating 
Agreement and the Temporary Agreement embodied in Schedule 151 are the 
same. Nevertheless, acceptance of the Coordinating Agreement must await the 
timely filing of that agreement as a rate schedule under Section 205(d) of the 
Act.* 

In receiving the various exhibits into evidence in this proceeding, Company’s 
and Authority’s respective FPC Form Nos. 1 and 12 for the year 1958 were 
inadvertently omitted. The Examiner and the parties rely upon data set forth 
in those reports. We do also. We therefore make them a formal part of this 
record upon our own motion. 

In view of the foregoing, we make our own formal findings as set forth below. 


The Commission finds: 


(1) Company, a corporation organized and existing pursuant to the laws of 
the State of Oklahoma, is a “public utility” by reason of its ownership or 
operation of facilities, among others, for the transmission and for the sale to 
Authority for resale, through displacement or otherwise, of electric energy 
which is generated at points outside of the State of Oklahoma and consumed 
at points within that State, which facilities are in addition to, and do not 
include facilities used for the generation of electric energy in local distribution 
or only for the transmission of electric energy in intrastate commerce, or 
facilities for the transmission of electric energy consumed wholly by the trans- 
mitter, all within the meaning of Part II of the Federal Power Act. 

(2) Company, in effecting each class of sales of electric energy to Authority 
for resale, and transmission service to Authority, all as provided for under 
Company’s Rate Schedule FPC No. 151, transmits or sells electric energy at 
wholesale in interstate commerce for resale with respect to each such sale or 
transmission service, all within the meaning of Sections 205 and 206 of the 
Federal Power Act. 

(3) Company’s facilities have been shown to be adequate and sufficient to 
permit it to render the sales for resale and transmission service which it seeks 
to provide to Authority under Rate Schedule FPC No. 115. 

(4) The respective rates and charges for the following classes of sales and 
transmission service under Rate Schedule No. 151 have been satisfactorily 
shown to be such as to provide revenues not in excess of Company's cost of 
rendering such sales or services based upon rate-making principles heretofore 
employed by this Commission: “H” service; “R” and “J” service; economy in- 
terchange energy service; standby or emergency service; and transmission or 
wheeling service. 


4 The Commission, by order issued this date in the companion proceeding in Project 
No. 2183 (Grand River Dam Authority), finds that the proper time for the filing of a 
rate schedule embodying the Coordinating Agreement is upon completion of the en- 
larged Markham Ferry development under the license as therein amended. 
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(5) The rates and charges as referred to in paragraph (4) have been satis- 
factorily shown to be such as will not result in a burden being placed upon 
Company’s other customers by reason of Company’s sales and services to Au- 
thority at those rates and charges. 

(6) As presently stated Rate Schedule FPC No. 151 is deficient in that it 
does not clearly and completely set forth Company’s billing procedures in 
connection with its sales or services to Authority. Accordingly, it is necessary 
and appropriate that Rate Schedule FPC No. 151 be supplemented by a further 
statement with respect to this matter. 

(7) Except for the necessity of the further statement referred to in para- 
graph (6), Rate Schedule No. 151 and the rates and charges for the sales or 
services provided therein as referred to in paragraph (4) have been shown to 
be just, reasonable and not unduly discriminatory, or preferential or otherwise 
unlawful within the meaning of the Federal Power Act. 

(8) Accordingly, it is necessary and appropriate that Company be directed 
to file, within thirty days of the date of issuance of this order, the further 
definition referred to in paragraph (6) above, this definition acceptable to the 
Commission to be made a part of Rate Schedule FPC No. 151. 

(9) Except as herein granted, the exceptions to the examiner’s decision 
should be denied. 


The Commission orders: 


(A) Within thirty (30) days of the date of issuance of this order, Company 
shall file with the Commission an amendment to Schedule 151 showing: (1) by 
geographic designation the various points of interconnection between the facili- 
ties of Company, Authority and others through which Company may complete 
its deliveries of electric power and energy to Authority as provided in Sched- 
ule 151; (2) the types of meters and related equipment employed in measuring 
physical flows of electric power and energy at each of the points of inter- 
connection referred to in (1) above; (3) the procedures employed in correlat- 
ing the physical flows of electric power and energy at each of the points of 
interconnection in (1) above for purposes of determining during any billing 
period (a) the specific amounts of the different classifications of service which 
Company may render to Authority pursuant to Schedule 151, (b) the specific 
amounts of the different classifications of service which Authority may render 
to Company, and (c) the amounts of electric power and energy flows between 
the systems of Company and Authority which do not represent classifications 
of service as referred to in (3)(a) and (b) above; (4) the procedure em- 
ployed by Company and Authority in determining for any billing period the 
amounts of losses experienced upon their respective systems by reason of the 
electric power and energy flows as referred to in (3)(c) above; (5) the 
procedures employed by Company and Authority in determining for any billing 
period the amount of adjustments due to either party by reason of electric 
power and energy flows as referred to in (3) (c) above in excess of such power 
and energy flows experienced by the other party and (6) the manner in which 
the adjustments as referred to in (5) above are applied by Company or 
Authority as the case may be. 

(B) Except as herein granted, the exceptions to the examiner’s decision 
are hereby denied. 

(C) Subject to Company compliance with the requirement of paragraph (A) 
above, and the filing of amendments to Rate Schedule FPC No. 151 in accord- 
ance therewith, satisfactory to the Commission, this proceeding is hereby 
terminated. 
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DECISION 


UNDER SECTION 205 OF THE FEDERAL POWER ACT ON THE LAWFULNESS 
OF CERTAIN RATES 


(Issued May 11, 1960) 


CosTELLo, Presiding Examiner: This is a rate proceeding which concerns 
the lawfulness of a rate schedule of Public Service Company of Okla- 
homa (“Public Service,” or, sometimes, “Company”). The rate schedule in- 
volved herein bears the designation FPC No. 151 (henceforth to be referred 
to herein as Schedule 151). No attempt will be made at the outset to limn 
Schedule 151 since much of the text which follows must be devoted to the 
description of the schedule. A more compelling reason for not undertaking 
a description in simple terms lies in the fact that the schedule is in reality an 
offshoot of a carefully drawn contract comprised of many pages of detailed 
and interrelated data. Schedule 151, as will be seen later, is the latest in a 
series of similar agreements or contracts which have been filed with the Com- 
mission over a period of years by Public Service and, as will be seen at a 
later point also, the very question of whether or not Schedule 151 represents 
an initial rate which cannot be compared validly to the prior rates or whether 
it is merely a continuation or modification of a previous effective rate has been 
made the subject of some controversy between and among the Staff, Public 
Service, and the interveners in this case. Generally speaking Schedule 151 
relates to an arrangement between Public Service Company of Oklahoma and 
Grand River Dam Authority (hereinafter referred to frequently as the Au- 
thority) whereby these two electric generating and marketing entities may 
transfer electricity between themselves with a view to mutual advantage. The 
Authority, as will be seen in somewhat greater detail, is a public agency 
which has been organized and set up for the purpose (among other things) 
of developing for the benefit of the public (of the State of Oklahoma, par- 
ticularly) the hydroelectric potential of the Grand River in Oklahoma. Public 
Service Company of Oklahoma, on the other hand, is an investor-owned public 
utility with extensive properties in the State of Oklahoma and facilities for the 
generation of electric power by means of thermal energy and, more particularly 
by means of stations containing boilers fired with natural gas. Before pro- 
ceeding to discuss any of the many problems or sub-problems in this matter, 
and the issues in controversy, it would be well to provide the general reader 
with a short description of the principal protagonists in this matter. Before 
doing this, however, it would be appropriate to outline briefly the basic Com- 
mission order which has given rise to the hearing in this matter and to this 
initial decision. 

The order of the Commission issued on April 17, 1958, 19 FPC 554, in this 
matter stated generally that Public Service had tendered on February 4, 1958, 
a proposed rate schedule for filing pursuant to Section 205 of the Federal 
Power Act. The order stated that this proposed rate schedule was in effect 
a re-tender of an earlier incomplete rate schedule which had been proposed 
to be filed on August 9, 1957. Schedule 151 which is described in this 
order would supersede another rate schedule designated as FPC No. 107, 
together with certain supplements to such rate schedule. The Commission’s 
April 17, 1958 order stated that the proposed rate schedule would effect revi- 
sions in Public Service’s currently effective rate schedule, both as to the type 
of electric service which the company rendered thereunder to the Authority 
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and to its rates and charges therefor. The order of April 17 contained the 
finding that the proposed changes in Public Service’s currently filed schedule 
rate “have not been shown to be justified and may be unjust, unreasonable, 
unduly discriminatory or preferential or otherwise unlawful within the mean- 
ing of the Federal Power Act.” The Commission found in view of the fore- 
going that “it is necessary and appropriate for the purposes of the Federal 
Power Act that the Commission, pursuant to the authority of that Act, 
enter upon a hearing concerning the lawfulness of Public Service’s proposed 
Rate Schedule No. 151.” The April 17 order provided for a public hearing to 
be held concerning the lawfulness of Schedule 151 at a time and place to 
be fixed by further order. That order fixing the time and place for the 
hearing was issued on September 2, 1958. The September 2 order scheduled 
a hearing on Schedule 151 to commence on October 21, 1958. Accordingly, the 
hearing was held as ordered commencing on October 21, 1958 and continued 
thereafter, from time to time, until its date of conclusion on July 24, 1959. 
As noted in the Staff’s brief on this matter, there were forty days of hearing 
which produced nearly 5,000 pages of testimony, not to speak of 157 hearing 
exhibits. Lengthy, very detailed and helpful briefs have been filed in this 
matter by all concerned. 
The Parties 


Public Service Company of Oklahoma 


This Company, the prime mover in this proceeding, having filed Schedule 
151, is the activator of the jurisdiction of the Commission so far as this 
matter is concerned. It is an Oklahoma corporation with its principal place 
of business at Tulsa. The Company owns and operates an integrated electric 
system which extends throughout the State of Oklahoma and which is inter- 
connected with the electric transmission facilities of others, some of which 
are located wholly within the State of Oklahoma, or in part within the 
State of Oklahoma and in part outside of that state. In some cases these 
interconnections are with utilities located wholly outside of the State of Okla- 
homa. These connections are made with West Texas Utilities Company, South- 
western Electric Power Company, Southwestern Power Administration, and 
with Grand River Dam Authority. 

As of the year’s end in 1958, the Company’s installed system generating 
capability approximated 798,500 kilowatts which was attributable to steam 
electric generating stations located throughout the state, the largest by far 
being located in the Tulsa area of northeastern Oklahoma. As of the same 
year’s end, it is recorded that the Company’s firm power purchases from the 
other interconnected systems heretofore mentioned totaled 46,360 kilowatts. 
It is further noted that from all sources the Company supplied to its cus- 
tomers some 2,433,957,000 kilowatt-hours during the calendar year 1958. The 
maximum system demand during the year was 610,400 kilowatts. The Com- 
pany has both wholesale and retail customers. The wholesale customers in- 
clude a number of public bodies, including the Authority, Southwestern 
Power Administration, eleven municipalities, and eight rural electric coop- 
eratives. Its non-public wholesale customers include Southwestern Electric 
Power Company, West Texas Utilities Company (both affiliated to Public 
Service) and three smaller organizations. The Company also, of course, 
retails electricity, and during 1958 supplied its customers with some 1,917,621,- 
000 kilowatt-hours. It is recorded that some 245,000 customers were involved 
in this usage. It is noted by the Staff in its brief in this matter (and, of 
course, this is described in considerable detail in the exhibits and testimony 
in this case) that the Company treats all of its sources of power, i.e., pro- 
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duction and purchase power sources, as a power pool. It is also noted by the 
Staff, consistent with this fusion of resources, that 2 percent or less of the 
total energy supplied by the Company in meeting its loads came directly to 
such specified loads from a particular or identifiable production source. 


Grand River Dam Authority 


The Authority is a conservation and reclamation district covering 14 coun- 
ties in eastern Oklahoma. It was created under an enabling act of the State 
dated 1935. The Authority as an agency of the State has broad powers 
to store, preserve, use, and sell water of the Grand River and its tribu- 
taries; to develop, generate, distribute, and sell water power and electric en- 
ergy; to reclaim arid and semiarid and other lands needing reclamation: 
to conserve and develop forests and to carry forward the business functions 
normal to such of the various enterprises just named or as may be authorized 
by law. We are concerned here, of course, with the Authority's activities 
in the development, generation, and sale of water power and electric energy. 
The other functions of the Authority are only mentioned in aid of understanding 
the nature of this organization. 

The Authority is directed by a Board of Directors consisting of seven 
members appointed by the Governor of the State. These directors select a 
General Manager who is the chief executive of the Authority, as well as 
other ministerial officers. The engineering work of the Authority always 
has been handled on a contract basis by a firm bearing the name of W. R. 
Holway and Associates of Tulsa. This firm has been serving in the capacity 
as the Authority’s engineer, with one minor interruption, from the beginning 
of its hydroelectric activities. The principal office of the Authority is located 
at Vinita, Oklahoma. There is a field headquarters for operation and main- 
tenance at Pryor, Oklahoma. 

The Pensacola Project (licensed as Project No. 1494) is a multi-purpose 
hydroelectric project on the Grand River. It was built pursuant to a 1937 
agreement between Authority and the Federal Government. In general, the 
Government agreed to purchase $14,000,000 of the Authority’s revenue bonds 
and to make a grant of $11,000,000. Construction was started in 1938 and 
the project was completed in 1941. W. R. Holway, the engineer heading up 
the firm mentioned above, supervised its construction. The Government took 
possession of the project in 1941 under the War Powers Act for national 
defense use. It was operated by the Secretary of the Interior from 1941 
until 1946, at which time the Authority took over the operation which it 
has continued ever since. 

The Pensacola Dam, the reservoir of which is named Grand Lake, im- 
pounds some 1,200,000 acre-feet of the waters of the Grand River and its 
tributaries for power storage. It has been said by some to be the longest 
multiple arch dam in the world. The normal power pool elevation is at 745 
feet. Flood water storage of 520,000 acre-feet, above the normal usable 
storage of 1,200,000 acre-feet is contained in the reservoir between power pool 
elevation 745, and the top of the gates on the spillway at elevation 755. 
The completed project contained six 15,000 kw generating units and it cost 
approximately $23,000,000. Much of the background data respecting the 
Authority has been derived from the narrative testimony of Walter Hoss, one- 
time General Manager of the Authority, from the so-called ‘Beck Reports,’ as 
well as from the testimony of Mr. Holway, the engineer for the Authority. 

It should be mentioned here that the Pensacola Project, while fulfilling the 
purpose for which it was created, has experienced some very unsatisfactory 
years with respect to the inflow of water to the reservoir. The record indi- 
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eates that the most critical water conditions on the Grand River in the last 
60 years were experienced during 1953, 1954, and 1955. <A shortage of water 
in these years, together with the increasing electric power loads intended 
to be supplied from this project, resulted in severe drawdown of the Pensa- 
cola reservoir. These critical water conditions were general throughout 
the geographic area during these years and even extended into the TVA area. 
It has been the experience with these critical water conditions which, in 
large part, has stimulated the arrangements Public Service and the Authority 
desire to have approved and which will be discussed at greater length at a 
later point. 

It seems to be axiomatic in the power generation business that no utility 
may dare to place its entire reliance for the continuity of service upon hydro- 
electric resources. In general, it may be said that throughout the United 
States electric utility companies which utilize water power for the generation 
of electricity also have other sources of electric power in varying amounts, 
or are interconnected with other utilities in such a way as to provide pro- 
tection in the event adequate water is not available to maintain continuity 
of electric service to their customers. fven though there may be water 
available or adequate reservoirs capable of holding sufficient water to supply 
all of the electric requirements of a utility company, it appears to be a well 
established engineering concept that it is not economic to rely upon water 
power as the sole or even predominant electric power source where load pat- 
terns are subject to change and numbers of customers may be expected to 
increase over the years. Good engineering practice, which is synonymous 
with good economic practice, indicates that utility companies with hydroelectric 
power resources supply the base or continuous part of their load with electric 
power which comes from some type of generating facility other than hydro 
and reserve the water resources for use on the peaks of the load. In most 
cases, thermal generation or generation by steam electric plants is the de- 
pendable source of electric power. Thermal generation, as is well known, 
supplies by far the greater share of the electric requirements of the entire 
nation. The source of heat for thermal electric plants may be coal, oil, or 
natural gas with some promise being held out for the utilization of nuclear 
material. While most of the thermal power in this nation is generated from 
boilers fired with coal, natural gas is used in varying degrees and more 
particularly in those areas where this source of fuel is relatively close to the 
load centers. Natural gas is used for thermal plants in Oklahoma. 

In 1948, the Authority purchased from the Federal Government a war sur- 
plus steam electric plant which had served the Oklahoma Ordnance Works 
during World War II. The Authority had added units to the plant since it 
purchased it. Natural gas is used as fuel with coal used as standby. One of 
the “Beck Reports” which figured importantly in the record notes that there 
has been a proposal to convert from coal to fuel oil for the standby require- 
ments which the Authority must fulfill pursuant to its contract with Oklahoma 
Natural Gas Company. 

In addition to other things which the Authority owns and operates (which 
include land, a water pumping plant, a water treating plant, and a process 
steam plant) the Authority owns considerable mileage of electric transmission 
lines with other appurtenant facilities including switching step-up and step- 
down substations. The Authority has also leased 339 miles of electric line 
from KAMO Electric Cooperative, an REA financed four-state transmission 
cooperative. There will be more mention of KAMO and its relationship to 
this matter at a later point 
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The first customers of the Authority in its early years were the established 
municipal systems which found it economical to shut down their own higher cost 
Diesel generating plants in exchange for central station service and to utilize 
the low cost hydroelectric power and energy from the Pensacola Project. 
During World War II while the Federal Government was operating Pensacola 
as a major contribution to the war effort, the Authority’s existing customers 
were also served. The government also constructed several transmission lines 
in order to carry power to certain war material plants. In the meantime, 
it is noted by the Beck Report, a large number of rural electric cooperatives 
were organized in eastern Oklahoma to bring electric service to the unelec- 
trified areas. When at the close of the war the Pensacola Project was re- 
turned to the Authority, plans were made to extend the transmission and 
substation facilities in order to serve the rapidly expanding power markets 
in the Authority’s service area. Surplus power and energy from the Pensacola 
plant was suld in the meantime to Public Service Company as well as to 
Oklahoma Gas and Electric Company and to Arkansas Power and Light 
Company. It was in 1948 that the Authority reached the conclusion that 
Sume steam electric generating capacity soon would be necessary to firm up 
the Pensacola hydroelectric power. It was thus that the Authority came to 
purchase the Chouteau steam plant, to which reference has been made here- 
tofore. It was during this period also, that a group of cooperatives served by 
KAMO Electric Cooperation requested service from the Authority and the 
arrangements were made for the leasing by the Authority of the 69 kv sys- 
tem owned by KAMO to which reference has already been made. The record 
in this matter is replete with information as to the growing nature of the 
Authority’s electric power loads. The area of Oklahoma served by the 
Authority has been experiencing the same type of dynamic growth as has 
been and is being experienced in most other parts of this nation and there 
is little basis for doubt that this growth will continue in the years to come. 

It was this rapidly developing market for power, together with the ques- 
tionable stability of the Grand River (sometimes called a “flashy” stream) 
which caused the Authority to make very serious studies with a view to 
expanding its thermal nower sources. While the Authority was for a num- 
ber of years in the position of having much more electricity than could be 
used by its own customers, and therefore had large quantities of electricity 
to sell to other utilities in the area, that situation does not exist today 
nor has it existed for some time. With no sources of power, other than the 
Pensacola Project and the Chouteau steam plant, the Authority began casting 
about for ways to increase both its hydro and its steam electric generation 
sources. One of these ideas bore fruit in the authorization by Congress in 
1954 for the construction by the Authority under plans to be approved by 
the U.S. Corps of Engineers of a project called the Markham Ferry Project. 
There was to be made by the government an appropriation of $6,500,000 
as a share of the costs of construction of flood control space in the Markham 
Ferry reservoir. This Commission has issued a license for this project under 
the number 2183. The Markham Ferry Project, while licensed in 1955, has 
not been built yet. There is pending before the Commission at the present 
time an application for amendment to the license for Markham Ferry to 
increase its size. The Markham Ferry Project as proposed involves con- 
struction of a dam on the Grand River which would be adjacent to the Pen- 
sacola dam, would be operated in tandem with the present Pensacola Project, 
and would complete development of the available head of the Grand River. 
The question of the size of the Markham Ferry dam is intimately related to 
the issues in this case, and to Schedule 151, as will be later shown herein. 
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The Authority has had contract relationships with Public Service for a num- 
ber of years. Its first contract apparently was entered into in December 
1949. This contract has been supplemented in 1950 and in 1952, as well as in 
1956. This contract and its supplements are filed with the Federal Power 
Commission as Rate Schedule FPC No. 107, and it is this schedule which 
Schedule 151 is intended to supplant. Generally speaking, the earlier con- 
tracts in this matter comprising Schedule 107 provide for the sale of power by 
Authority to Company with certain reciprocal elements with respect to 
emergency and standby service. One of the amendments.to the contract pro- 
vided for the service to the system of Pryor, Oklahoma and involved the use 
of the Company’s facilities already installed for Pryor service. In 1952 there 
was an unprecedented drought of 28 months’ duration which has been men- 
tioned heretofore. It was during this period that the Authority drew down 
the water levels of the Pensacola reservoir at a very rapid rate and below 
the established minimum pool level of 730. It was drawn down to an ele- 
vation 713.4 late in 1952. This not only reduced the Pensacola output to a 
point that the plant was virtually shut down, but created much dissatisfaction 
among the owners of resorts along the reservoir shoreline. It was as a result 
of this unpleasant situation that the basic contract was amended to provide 
for the sale by Company of such steam electric energy to the Authority which 
could be made available by the Company without jeopardy to the Company’s 
own customers. Thus it was possible for Authority to serve its customers 
without curtailment during the remainder of the drought. “By the fall of 
1954” testified W. R. Holway “it became apparent that the Authority was 
completely unable to deliver its commitments of prime power and energy to 
Public Service Company.” 

The drought, by affecting the usefulness of the Pensacola Project also 
caused the Authority’s financial picture to become very bleak, with exhaustion 
of its debt service reserve fund and its need to impose subcharges upon its 
customers to provide a satisfactory income status. 

While it is the Authority’s hydroelectric activities which are of greatest 
interest in this matter, it should be mentioned that Authority has substantial 
transmission facilities for service to its customers in norheastern Oklahoma. 
The Authority is interconnected with the facilities of Southwestern Power 
Administration and the Arklahoma Corporation in addition to its intercon- 
nection with Public Service. In 1958 it supplied power to ten municipal resale 
customers, five rural electric cooperative customers, eleven industrial cus- 
tomers, in addition to its service and sale of electricity to Public Service. In 
the order of quantity in 1958, the Authority’s industrial sales were predominant, 
being nearly twice the next classification (rural electric cooperatives) and 
nearly four times the sale to the municipals. Its sale to Public Service during 
1958 was relatively small. Of the Authority’s customers, Douglas Aircraft 
Company near Tulsa was responsible for the largest energy purchase during 
1958. 

While considerably more could be said with respect to Authority of a 
descriptive nature, the foregoing will give some idea of the scope of the 
operations of this public agency and of its key role in the economic well- 
being of the state and of the area in which it operates. It appears that the 
Authority has been, for the most part, ably managed and well advised during 
its relatively brief existence. Being a creature of the state, the Authority does 
not have the same kind of problems that would be encountered by a private 
utility. Being managed by political appointees and being under constant sur- 
veillance of the legislature of the state wherein various political philosophies 








FEDERAL POWER COMMISSION 673 


have ebbed and flowed during the past years has given the managers of the 
Authority problems of a different nature from those experienced by a private 
utility company, for example Public Service, which is involved in this case. 
The elements have not been particularly benign with respect to water supply 
for Authority’s hydroelectric activities. As heretofore noted, the period 1952 
to 1957 was a period of adverse water conditions on the Grand River. These 
water conditions occurring as they did during a period of great load increase 
on the Authority’s system created a situation which required re-evaluation of 
the true firm energy capability of the Authority's resources and, thus, the 
ability of Authority to meet its public utility responsibilities. 


KAMO Electric Cooperative 


KAMO Electric Cooperative, which has been referred to herein with the 
shorter title “KAMO,” is an electric transmission entity which is organized 
for the purpose of providing electric service to a number of cooperatives in 
Oklahoma, all organized under rural electrification legislation. ‘The group of 
cooperatives which are linked to KAMO consists of Northeast Oklahoma Elec- 
tric Cooperative, Oklahoma Statewide Electric Cooperative, Lake Region 
Electric Cooperative, East Central Oklahoma Electric Cooperative, Cookson 
Hills Electric Cooperative, Verdigris Valley Electric Cooperative, Indian Electric 
Cooperative, and Central Rural Electric Cooperative. All of these ccopera- 
tives are organized and exist under the laws of the State of Oklahoma, and 
all of them have been authorized by the Commission to intervene in this 
matter. Also authorized to intervene is Oklahoma Statewide Electric Coop- 
erative which is not engaged in the distribution and sale of electricity, but 
which is a coordinating organization which is engaged in the promotion and 
planning of the use of electricity in Oklahoma. All of the cooperatives, as a 
group, are being referred to in this decision as “KAMO” rather than by the 
laborious repetition of all of these names. KAMO's petition to intervene in 
this matter states that KAMO is entirely dependent upon Grand River Dam 
Authority for its total supply of electric power and energy for its Oklahoma 
system which it purchases from Authority at four points of interconnection in 
Oklahoma. The electricity purchased from Authority is transmitted by KAMO 
by means of approximately 340 miles of 69 kv transmission lines to approxi- 
mately 20 substations from whence the power and energy is sold and delivered 
by KAMO to the electric cooperatives heretofore named which are engaged 
in the distribution and sale of electricity to rural customers in 25 Oklahoma 
counties. There are approximately 40,000 members in these cooperatives. 
The petition to intervene states that the present total maximum demand and 
annual use of the cooperatives involved in this matter are 29,000 kilowatts and 
124 million kilowatt-hours per year. It is represented by KAMO in its 
petition to intervene that the electric requirements of the cooperatives will 
continuously increase. 

KAMO’'s interest in this matter appears to be related to the fear of its 
members that the rate schedule involved herein, if approved, may result in 
limitation, or deprivation, of reasonable service by Authority to KAMO, 
“disastrous financial loss to Authority resulting in ability to fulfill the ob- 
jectives for which it was created, as well as increased costs to KAMO, et al., 
by reason of increased rates or the cost of constructing new and additional 
facilities.’ KAMO and Authority entered into a contract on December 4, 
1950 for a term of forty years with the approval of the Rural Electrification 
Administration. Under the contract, KAMO is required to take and pay for 
power and energy based upon a schedule of demands totaling 28,000 kilowatts 
that runs up to 1990. The rate schedule applicable to service by Authority 
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to KAMO is subject to Authority’s surcharge provisions and may be adjusted 
to cover the Authority's costs. 

As heretofore noted, pursuant to the contract KAMO has constructed certain 
69 kv transmission lines which the Authority has leased from KAMO and 
which will be operated and maintained by Authority for the term of the 
contract. 

It is clear that KAMO’s interest in this matter is purely economic and is 
based upon a belief that an arrangement between Authority and Public Service 
such as is embodied in Schedule 151 will in the long run prove to be a 
burden to Authority and its customers. The surrender by Authority to Public 
Service of its independence with respect to management and day to day 
operation of its electric resources, is, in KAMO’s opinion, a pernicious arrange- 
ment which is superficially of benefit but which upon close examination is 
closed to be virtually the creation of a milch cow for Public Service which 
cannot help but have injurious economic effects upon the other customers 
of Authority. 

The KAMO group was the only participating group in this proceeding 
other than for the Authority and Public Service and the Commission Staff. 
KAMO's attorneys paricipated in the hearing at all times and were given an 
opportunity to cross-examine all of the witnesses of Public Service and 
of the Authority (which was in the role of an intervener in this proceeding) 
and took full advantage of the opportunities which were thus made available. 
KAMO also presented oral testimony and documentary evidence which has been 
of inestimable value in the analysis of the problems presented. 


The Rate Schedules 


As we have seen, the business relationship between Public Service and 
Authority has taken the form of contracts. Such contracts, when filed with 
the Commission are designated as “rate schedules” or “supplements to rate 
schedules.” However, terminology is not of great importance so long as it 
does not serve to mislead. The relationship between Authority and Com- 
pany apparently goes back to 1949 during which year negotiations were 
had which resulted in a contract dated December 14, 1949. This and the 
supplements to it filed subsequently bear the filing designation as FPC Rate 
Schedule No. 107. There were, however, some arrangements which involved 
the Authority, Public Service, and Oklahoma Gas and Electric Company 
prior to the 1949 agreement. As noted heretofore at the time of the negotia- 
tion of the December 1949 agreement, the Authority had an excess amount 
of dependable capacity over and above its own system needs, as well as 
adequate energy. It was the changing of the load pattern of the Authority 
and the decline of available water in the Grand River which changed the 
basis for continuing the arrangement. In general, it might be said that the 
Authority began to purchase increasing amounts of thermal generated energy 
from the Company and thus the Authority became more of a customer than a 
source of electric services so far as Public Service was concerned. The 
Authority became increasingly aware of the economic necessity of utilizing 
the water in Grand Lake “on the top of the load,” and to utilize such water 
primarily for capacity rather than for energy. In reaching this state of 
affairs, the Authority was gradually reaching the point any normal utility with 
both hydro and thermal resources would reach in a matter of time, ie., 
the point where utilization of water power primarily to supply the peaks of 
the load would be the only economically justifiable use. Under Schedule 
107 the Authority and Public Service were integrated and coordinated to 
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some extent inasmuch as under the terms of the 1949 contract Public Service 
and Authority could call upon each other for the supply of energy or capacity 
as the situation demanded. It must be emphasized that the intent of the 
arrangements between Public Service and Authority, with respect to the water 
of the Grand River, has been to make the most economic use of that water 
as can be made, taking into account all available sources of electric power. 
With Public Service’s extensive thermal generating capacity and with the 
Authority’s hydro facilities, these two utility organizations have been, and 
are, in a position to benefit themselves and the public by joining forces in 
the supply of electricity to the areas they serve. The Authority is “long” 
on capacity and “short” on firming energy and Public Service is “long” 
on energy and interested in a low cost source of peaking capacity. It was the 
intention of Schedule 107, as supplemented, to combine resources for mutual 
advantage. Schedule 151, which is the rate schedule with which we are 
immediately concerned, is intended to accomplish that objective in a more 
comprehensive way. It should be emphasized that Schedule 151 is not 
unlike Schedule 107 in many respects. There is one particular respect, how- 
ever, in which it varies materially from Schedule 107 and that is the fact 
that there is included in that rate schedule a reference to another agreement 
which is outside of the rate schedule which is called a “Coordinating Agree- 
ment.” The Coordinating Agreement contemplates an increase in the Au- 
thority’s hydro generating capacity as it was contemplated at the time 
Markham Ferry was licensed. Under the Coordinating Agreement Markham 
Ferry Project would be built to a larger size than originally contemplated 
and also Markham Ferry and Pensacola would be operated on the com- 
bined load of the two utility systems thus providing extremely valuable 
capacity benefits to Public Service. The construction of Markham Ferry to a 
larger size than contemplated at the time it was licensed is probably the 
most significant aspect of the compact between Authority and Public Service 
as far as the latter is concerned. It is quite evident from the evidence and 
testimony in this case that Schedule 151 would not be in the form in which 
it is were it not for the intention of the contracting parties that Markham 
Ferry will be built to 100,000 kw and utilized according to the expressed intent. 
If the license for Markham Ferry is not amended to provide for an increase 
of capacity from 45,000 kw to 100,000 kw, in accordance with the application 
now pending, the management of Public Service has expressed the intention 
to terminate this particular arrangement between the two utilities as it is now 
embodied in Schedule 151, although this should not be interpreted as a threat. 

The carefully prepared testimony of Richard K. Lane, Chairman of the 
Board of Public Service who has been intimately involved with these ar- 
rangements since their inception provides a description of the agreements, 
the conditions under which they were entered into, and their relationships 
with each other, as well as the Company’s views with respect to them which 
narrative could not be improved upon. The testimony of Mr. Lane on this 
subject, which has been edited only in minor respects for use herein, is as 
follows: 


Q. What is the relationship between the Coordinating Agreement, and 
the temporary agreement comprising Schedule 151. 

A. The Coordinating Agreement is the long term agreement provided 
for the coordinated operation of the facilities of the Authority and the 
facilities of the Company after the completion of the Markham Ferry 
Project. Having reached agreement as to the basis of coordinated opera- 
tion after the completion of Markham Ferry, the parties desired to make 
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effective immediately that same basis of coordinated operation for their 
facilities as they presently exist. Therefore, the parties executed an 
agreement designated as a “temporary agreement.” At one point the 
provisions relating to the operations during the interim period before 
completion of Markham Ferry were included in the same document with 
the Coordinating Agreement. But at a later stage someone suggested that 
we separate them out and put them in a separate document. This did 
not make any difference as far as I was concerned because I regard the 
provisions of the Coordinating Agreement and the provisions of the tem- 
porary agreement as part and parcel of the same contractual arrangement, 
and we would not have entered into the temporary agreement as a sep- 
arate deal. 

Q. Will you explain what you mean by your last statement, that you 
would not have entered into the temporary agreement as a separate 
deal? 

A. I mean that the Company would not have entered into an agree- 
ment such as the temporary agreement, providing for coordinated opera- 
tion of existing facilities if we had not first reached agreement with the 
Authority calling for expansion of the Authority’s hydro facilities and 
for coordinated operation over a long term as provided in the Coordinating 
Agreement and the termination notices would have taken effect. We cov- 
ered this point in Section 1.1 of the temporary agreement, which pro- 
vided that the temporary agreement would not have become effective until 
a Coordinating Agreement was signed. 

Q. Will you please describe the negotiations between the Company and 
the Authority that culminated in the execution of the Coordinating 
Agreement and the temporary agreement? 

A. Negotiations on the temporary and Coordinating Agreements were 
initiated with the Grand River Dam Authority Board at Vinita, Okla- 
homa, on March 22, 1955. The Authority had received a grant from 
the Federal Government of some $6,500,000, which included some land, 
toward the building of a dam and hydroele¢tric facilities at Markham 
Ferry, Oklahoma, stipulating that such dam is to impound 233,000 acre 
feet of flood waters of Grand River toward the prevention of flood on 
the stream and to be used in connection with navigation on the Arkansas 
River. 

We understood that in order to make the project economically sound, 
it would be necessary for the Authority to install in the order of 
100,000 kilowatts minimum at Markham Ferry and to have an outlet 
for the sale of all the power and energy that could be produced from 
the project all the time. The Company therefore suggested to the 
Authority that the Company would purchase all of the excess power and 
energy of the Authority for which it had no other customer, if and 
when such power and energy was offered to the Company by the Authority, 
the Authority having no obligation to sell any definite amount of power 
and energy to the Company, but the Company to be bound to purchase, 
take and pay for such amounts of power and energy as offered by the 
Authority, from time to time, for which the Authority would purchase 
from the Company any firm power and energy that it might need 
temporarily, pending completion of the Markham Ferry Project, and in 
the interval between construction of pump back units. The Company pro- 
posed to bind itself to supply such firm power and energy to the Authority. 
It was expected that there would be no occasion for the Authority to 
purchase electric capacity from the Company after the construction of 
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Markham Ferry; however, there might be conditions arising under which 
the Authority might find it desirable to postpone construction of the 
pump back units temporarily and buy capacity for an interim period 
from the Company. Only under these conditions would the Authority 
purchase capacity from the Company after the Markham Ferry Project is 
completed. 

The Company recognized that there could be no cancellation provision 
in the contract, because such provision would prevent the financing re- 
quired to construct the Markham Ferry Project and hydroelectric facili- 
ties, and was willing to agree that there would be no cancellation pro- 
vision provided that neither party would use the facilities of the other 
to injure the business and service of the other. 

os a - * * ~ * 

Q. What was the basic purpose of the Coordinating Agreement? 

A. The Coordinating Agreement provides for the coordination of the 
Authority’s facilities, as they will be expanded by the Markham Ferry 
Project and the pump back units, with the Company’s steam generating 
system. The purpose of this coordination is to provide for the most 
advantageous utilization of the hydro resources of the Authority; that is, 
to provide for their use for peaking purposes in the integrated system of 
the Company and the Authority. 

Q. What were the basic factors which led to the evolution of the Co- 
ordinating Agreement in its present form? 

A. To answer, it is necessary to make brief reference to the history 
of the business relations between the Authority and Company since 1947, 
since this contract evolved from experience during that period. 

The first ten years of operation of Pensacola Project was a period of 
sustained high flow, perhaps as high as will ever be experienced in such 
a period. This was followed by the period from 1952 through 1954 which 
was one of drought, and the lowest sustained flow in the records of the 
stream. 

During that period it was apparent that the load capability of the initial 
high flow period could not be relied upon by the Authority, and the 
Company came to the Authority’s assistance so the latter could continue 
to serve its then committed load. 

From these experiences certain conclusions became apparent. In my 
opinion the chief of these were: 

1. That the best utilization of the resources of the Authority and the 
Company in the interest of their respective customers and the service and 
growth of their service area lay in coordinated operations so that re- 
sultant benefits might be reasonably shared. 

2. Our experience dictated that the most advantageous utilization of our 
respective resources was to use the hydro power on the combined peak 
of Authority and Company. This also required that the Company's steam 
capacity back up the Authority’s load with a firm commitment to supply 
power and energy as required. 

3. The Authority, as a public body, should be provided with adequate 
resources to meet the load increases of its existing customers and to 
take on any new customers it might attract to the area. Neither the 
Authority nor the Company should use the facilities of the other to the 
other’s detriment. 

4. To provide for the growth of the territory and our customers’ loads, 
it was apparent that Markham Ferry and pump back units should be 
constructed. Again experience indicated that the Authority, having the 
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Legislative mandate to make these developments on the Grand River, 
was in no position to finance them without a long term contract which 
would provide an outlet for the new power and energy that will tem- 
porarily be in excess of the needs of the Authority’s own customers. 

This practical experience under the earlier contract I have testified to 
dictated the evolution of the Coordinating Agreement and the temporary 
stop gap agreement. 

Q. In what form was the Schedule 151 executed? 

A. Schedule 151, or the “temporary agreement” is a brief document 
which justifies the rates for capacity and energy interchange between the 
parties pending the completion of the Markham Ferry Project, and 
incorporates by referenve the Operating Terms and Conditions of the 
Coordinating Agreement, insofar as applicable to the interim period. There 
are some other incidental provisions of Schedule 151 which will be 
described at a later point. 

Q. Were the portions of the Coordinating Agreement that were in- 
corporated by reference specifically identified in the temporary agreement, 
as originally executed? 

A. No, they were not identified by section numbers in the temporary 
agreement, but at the time of execution of the temporary agreement the 
parties had agreed upon and marked the applicable sections. 

This was confirmed by letter of January 23, 1958, to which was an- 
nexed the applicable text. In the text annexed to the letter, the rates 
specified in the temporary agreement were inserted in place of the rates 
applicable under the Coordinating Agreement which are different in some 
respects. 

Q. What is the term of the contract filed as Schedule 151? 

A. This Agreement became effective according to its terms upon its 
execution and the concurrent execution of the Coordinating Agreement, 
on August 5, 1957. The temporary agreement is to terminate when the 
Markham Ferry Project is operating and Coordinating Agreement be- 
comes effective. If the Coordinating Agreement fails to become effective, 
the temporary agreement embodied in Schedule 151 will continue for one 
year after such failure. 

Q. Are there certain conditions which must be satisfied before the 
Coordinating Agreement can become effective? 

A. Yes, there are three conditions: 

Section 2.1 of the Coordinating Agreement requires the Authority to 
diligently prosecute the Markham Ferry Project, with a minimum of 
100,000 kilowatts and a maximum of 130,000 kilowatts of installed gen- 
erating capacity with the intent of completing the project by May 1, 1961. 

Sections 2.1 and 10.1 of the Coordinating Agreement set forth con- 
ditions, relating to the Markham Ferry Project, which must be satisfied 
before the Coordinating Agreement becomes effective. The first condi- 
tion is that if the financing of the project is not arranged by a date one 
year after the termination of all litigation delaying the taking effect 
of the Coordinating Agreement, the Coordinatin? Agreement shall ter- 
minate on that date. 

+ = = az * * . 

Q What are the other two conditions? 

A. The second condition is that the Coordinating Agreement will not 
become effective until a final order shall be entered by the Supreme 
Court of Oklahoma determining that the Agreement is valid. That order 
has been entered so this condition has been satisfied. 
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The third condition is that the Coordinating Agreement will not be 
come effective until the Agreement has become effective as a rate schedule 
under the Federal Power Act. 

Q. What is the basic method of coordination under Schedule 151? 

* * * * * € . 

A. Section 1.1 of the Coordinating Agreement as incorporated in Sched- 
ule 151 provides that the Company will purchase Authority’s excess 
eapability and energy and that Authority will purchase from the Com- 
pany any capability and energy required by Authority to meet its system 
load requirements and to maintain the water level of its reservoir. 

Section 7.1 provides that the Company will use its electric system to 
absorb all excess power and energy of Authority and will supply all 
energy required to firm up peaking capability of Authority. 

Sections 9.7(a) and (b) provide that Authority’s hydro capacity will 
be scheduled so as to best supply the combined system peaks. 

Section 9.7(g) provides that the Company will return to Authority the 
kilowatt-hours that Company receives with peaking capacity from Au- 
thority. 

In effect, these provisions of the Agreement provide that the Authority 
will sell excess peaking power to the Company but the Company will re- 
turn the accompanying energy to the Authority and will sell any addi- 
tional energy required by Authority. 

In addition to the agreement for complete coordination between Au- 
thority and the Company, this arrangement differs in a very significant 
respect from previous arrangements in that the Company is more firmly 
bound to the Authority than it has been under any previous arrange- 
ments. In the first place, the Company is obligated to take all of the 
excess capability and energy which the Authority has to sell and it is 
bound to supply all of the capability and energy which the Authority may 
require, but the Authority is not bound to sell any specified amount of 
capability or energy to the Company. 

Section 9.20 of the Coordinating Agreement makes it clear that sales 
by the Authority to other interconnected electric systems are in no way 
prohibited by the contract. In the second place, the Company is bound 
to the Authority for a term of 31 to 50 years after Markham Ferry is 
completed. The precise term depends upon the date when the bonds 
issued for construction of Markham Ferry and additional pump-back units 
up to an aggregate of 240,000 kilowatts have been paid off. 

These provisions represent a very material change from the situation 
that existed under the 1949 Agreement, but the Authority required a 
firm long-term market for its excess power and energy in order to finance 
the project. 

Q. What procedure is established for scheduling the coordinated opera- 
tion of the Authority and the Company under Rate Schedule 151? 

A. The scheduling procedure is described in Section 9.7 of the Co- 
ordinating Agreement, as incorporated in Schedule 151, in which it is 
declared to be of the essence that the parties cooperate in the operation 
of Authority’s system so as to attain the best use thereof. Scheduling 
is predicated upon coordinated operation under a Rule Curve designed 
to hold the Pensacola power pool between elevation 730 and 745, in ac- 
cordance with the policy adopted by the Authority. The Company sched- 
ules the hourly generation of Authority’s generating facilities, under the 
following principles controlling hydro generation: 
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(1) When the elevation of Pensacola reservoir is above the elevation 
shown in Exhibit “A” to Schedule 151, Authority designates the amount 
of energy to be generated by the hydro plant in addition to the amounts 
set out in the generation schedule accompanying the Rule Curve as set 
forth in Exhibit “B” to Schedule 151. 

(2) When the Pensacola reservoir elevation is at or below the elevation 
shown on Exhibit “A,” generation at Pensacola is limited to the amount 
set forth in Exhibit “B”. 

(3) When the Pensacola reservoir elevation is below the “Safe Draft 
Limit,” shown in Exhibit “C” to Schedule 151, generation at Pensacola 
must be limited so as to maintain water above elevation 730 at all times, 
except during emergencies. 

(4) It is provided that scheduling shall be such as to maximize energy 
available for sale by Authority to the Company, but the Company shall 
not be obligated to back off steam units having a fuel cost of less than 1.25 
mills per kilowatt-hour in order to take energy from Authority, or to 
take energy during system disturbances. 

(5) Schedule 151 further provides that generation at Pensacola may be 
anticipated or deferred, but this shall not be permitted to result in 
increasing schedules by more than 3,000,000 kilowatt-hours at any one 
time, and any spillage resulting from deferment shall be charged to the 
Company. 

(6) Schedule 151 also provides for storage of energy in Pensacola by 
Company at a charge of 3.3 cents per kilowatt per day for Authority’s 
generating capacity made available to return the energy to Company. The 


Company is to stand any loss due to spillage. 
* * * cS 





* * 7” 
Q. Will you please explain the basic rate structure under Schedule 151? 
A. The rate structure is spelled out in Articles 4 and 5 of the Coordinating 
Agreement, as incorporated by reference in Schedule 151. In reading 
these articles, it is important to bear in mind that in some years the 
Authority will be a buyer of capacity from Company, and in other years 
Authority will be selling capacity to the Company. 

Also, the rate provisions take the form of certain equations. These 
equations as they will be used under the Schedue 151 are less compli- 
cated than is the case under the Coordinating Agreement, which Agree- 
ment involves pump-back energy. The basic rate provisions of the 
Schedule 151 may be stated in terms which do not involve equations, as 
follows: 

One: Billing is on a monthly basis. 

Two: Authority’s status as a buyer or seller of capacity is deter- 
mined by a contractual formulation of Authoritys’ capability-load rela- 
tionship. 

If Authority’s capability exceeds its system peak load plus twelve and 
one-half percent reserve allowance, it is a seller to the extent of such 
excess, and Company must buy such excess. However, Authority is not 
bound to sell such excess to the Company. Authority may sell it to any 
others at its absolute option. 

If Authority’s capability falls short of meeting its system peak load 
plus twelve and one-half percent reserve, it is required to make up such 
deficiency by buying capacity from the Company, and Company is re- 
quired to supply such capacity. 

On the basis of load projections for the period covered by the Schedule 
151, Authority will be a seller of capacity through the first half of 1959 
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and a buyer thereafter. Then, when the Markham Ferry Project is 
completed, Authority will again be a seller of capacity, and it is antici- 
puted that Authority will continue to be a seller, because it is planned 
to schedule the installation of pump-back units so as to keep ahead of 
load growth. 

Of course, at the time of the completion of Markham Ferry and each 
pump-back unit, the Authority will have more excess capacity to sell, 
and this excess capacity will decrease as the Authority’s own load grows, 
until the time of installation of the next unit. 

Thus, the excess capacity which the Authority will have from time to 
time will be available to the Company in a saw tooth manner; the 
amount of such excess varying in accordance with the load growth of 
Authority’s existing customers and the new industries it may attract to 
the area. 

Q. What are the basic rates for capacity and energy interchanged 
under Schedule 151? 

A. When Authority is a seller of capacity, the rates are as follows: 

One: Company will pay Authority for the number of kilowatts of ex- 
cess determined under the load-capability formula at a rate of $1 per 
kilowatt per month. 

Two: Authority will pay Company for the net monthly amount of firm 
energy supplied to Authority by Company over and above the amount of 
dump energy supplied to Company by Authority at a rate of 3.85 mills 
per kilowatt-hour. This firm energy is designated as “H” energy in the 
contracts. 

Three: During any monthly period, Authority may return dump energy 
to Company kilowatt-hour for kilowatt-hour in settlement for any firm 
energy received from Company during that month. If Authority supplies 
dump energy to Company in excess of the amount of firm energy sup- 
plied by Company, then Company will pay Authority for such net 
monthly delivery of dump energy at a rate of 1.25 mills per kilowatt-hour. 

When Authority is a buyer of capacity, the rates are as follows: 

One: Authority will pay Company for the number of kilowatts of 
deficiency determined under the load-capability formula at a rate of $1 
per kilowatt per month for the first 25,000 kilowatts, and $1.15 per 
kilowatt per month for kilowatts in excess of 25,000 kilowatts. 

Two: Authority will pay Company for, one, the amount of energy 
desired by Authority to accompany purchase of capacity by Authority, 
designated as “J” energy in the contracts, plus, two, the net monthly 
amount of firm energy supplied by Company over and above the dump 
energy supplied by Authority to Company at a rate of 3.85 mills per 
kilowatt-hour. 

Three: Authority may return dump energy kilowatt-hour for kilowatt- 
hour in settlement, for firm energy supplied by Company, but it may not 
return dump energy in settlement for “J” energy. If Authority supplies 
dump energy to Company in excess of the amount of firm energy supplied 
by Company, then Company will pay Authority for such net delivery of 
dump energy at a rate of 1.25 mills per kilowatt-hour. 

Q. Have the Company and the Authority agreed on the capability of 
the Authority’s plants for the purpose of determining Authority’s status 
as a buyer or seller of capacity? 

A. Yes. It is agreed that the Authority’s system generating capability 
shall be the sum of the net capability of Pensacola at elevation 730, 
which is agreed to be 84,500 kilowatts; plus the net capability of Chou- 
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teau, which was agreed in the contract to be 40,000 kilowatts until 
tests justify uprating, but not more than 50,000 kilowatts at 90 percent 
power factor. 

Chouteau has been since uprated to 46,000 kilowatts as a result of 
added boiler capacity. The contract provides that these agreed capa- 
bilities will not be downrated for equipment outages for scheduled 
maintenance and repairs, or for outages of less than four months’ dura- 
tion resulting from other causes. 

The hydro capacity is subject to downrating in the event the Grand 
River experiences flows lower than the previous record lows. 

Q. Does Schedule 151 provide for any adjustment in capacity charge 
during the temporary period in the event the Authority does not operate 
Pensacola within the Rule Curve established? 

A. Yes. Schedule 151 provides that the Company wili make no capacity 
charge in connection with delivery of energy, so long as the Authority 
operates within the Rule Curve. 

If the Authority does not operate within the Rule Curve and, as a 
result, requires capacity in excess of its capacity requirements under the 
load-capability formula, it shall purchase such excess capacity for a 
twelve-month period at a rate of $1.30 per kilowatt per month. 

Q. Do the arrangements between the Company and the Authority pro- 
vide for emergency supply? 

A. Yes. The parties are required to use reasonable means to support 
each other during emergencies. In emergencies of less than twenty-four 
hours’ duration, there will be no demand charge and energy will be re- 
turned in kind. In emergencies of more than twenty-four hours’ dura- 
tion, the demand charge will be five cents per kilowatt per 24 hours, but 
not more than $1.30 per kilowatt per month, and the energy charge will 
be the greater of three mills per kilowatt-hour, or incremental cost plus 
one-half mill per kilowatt-hour. 

It is also provided that, in the event the Company, because of force 
majeure, does not have capacity available to support the Authority in an 
emergency, the Company may, upon authorization by Authority, obtain 
capacity from other interconnected electric systems and resell to Au- 
thority at Company’s cost. 

Q. Does Schedule 151 contain provisions for economy interchange be- 
tween parties? 

A. Yes. Section 1.3 of the Coordinating Agreement, as incorporated in 
the Temporary Agreement, provides for economy interchange of steam 
electric generation upon mutual agreement as to terms. In the letter 
of January 23, 1958, to which I have previously referred, the basis of 
the price of economy energy is stated. 

* * a * * * ~ 

Q. Does Schedule 151 contain provisions protecting the integrity of 
service area similar to provisions which were incorporated in the 1949 
Agreement? 

A. Yes. Section 7.2(c) of the Coordinating Agreement as incorporated 
in Schedule 151 provides that neither party shall make use of the service 
and facilities of the other in such a manner as to injure the business and 
service of the other. 

If either party supplies, directly or indirectly, a load which now is, 
or within a period of one year preceding such supply has been, supplied 
by the other party, then the second party will continue to use its facili- 
ties to supply such load and will continue to operate and maintain the 





FEDERAL POWER COMMISSION 683 


same for the benefit of the first party in serving such load, and will 
furnish standby for such load; and, in consideration thereof, the first 
party will purchase from the second party the power and energy required 
to serve such load at the standard rates of the second party applicable 
to the supply of such load had the second party continued to serve it. 

This shall not apply to service by either party through rural electric 
cooperatives of the requirements, one, rural customers residing outside 
the boundaries of a community in which 1500 or more people reside; two, 
customers requiring transformer capacity of less than 15 kva each; 
three, other customers mutually agreed upon. 

Section 2.3 provides that any obligations incurred under these pro- 
visions will continue for a period of 15 years from the date incurred, if 
Schedule 151, and the Coordinating Agreement, are canceled. 

Q. You have testified that Authority is required to purchase from Com- 
pany any capacity and energy needed to meet its system load require- 
ments and to maintain the waterlevel at Pensacola. 

Is there an exception to this requirement in respect of purchases to 
reinforce unlooped lines? 

A. Yes. It is recognized that takings of electricity from other parties 
may be desirable to improve service continuity and maintain voltage 
regulation at end of unlooped lines. Section 9.20 of the Coordinating 
Agreement, as incorporated in Schedule 151, makes it clear that such 
takings are not prohibited and provides that the Company will cooperate 
with Authority in balancing off interchange in such cases. 

It provides further that if Authority buys energy in excess of 175 hours’ 
use per kilowatt per month of such capacity purchased for delivery to 
customers on Authority’s unlooped lines, the excess will be considered as 
delivered by Company to Authority in addition to normal deliveries for 
the purpose of determining net billable deliveries. 

Q. What other operating provisions have been agreed to by the parties? 

A. In addition to the provisions that I have already described, Sched- 
ule 151 contains provisions for balancing off inadvertent deliveries; for 
operation of Authority’s hydro equipment on automatic load control; for 
maintenance of spinning reserve; and other provisions that are customary 
in interchange agreements. 

Facilities and delivery points to be provided by each party; operating 
standards; equipment to be provided and operation thereof; exchange of 
information; provisions as to maintenance of voltage, flow of reactive 
power, prevention of unusual voltage fluctuation; metering, meter testing 
and access to meters and records; maintenance of continuity of service; 
mutual rights of access; reservation of property rights in equipment in- 
stalled by one party in premises of the other. 


° Jurisdiction 


Schedule 151 which is under examination in this proceeding was filed with 
the Commission pursuant to Section 205 of the Federal Power Act. Section 
205 in general states that all rates and charges made, demanded or received 
by any public utility for or in connection with the transmission or sale of 
electric energy subject to the jurisdiction of the Commission shall be just and 
reasonable. This section of the Federal Power Act, among other things, pro- 
hibits undue discrimination or unreasonable rate differences or charges, etc., 
as between localities or between classes of customers. The section requires 
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the filing of rate schedules with the Commission and provides for the sched- 
ules to be open for public inspection at any time. Subsection (e) provides 
in the case of the filing of a new schedule for the entering upon a hearing 
concerning the lawfulness of the rate contained in such new schedule. The 
schedule may be suspended in its operation for a period which may not 
extend five months beyond the time when it otherwise would go into effect. 
It should be mentioned that in any hearing involving the increase of a rate 
or charge, the burden of proof to show that the increased rate or charge 
is just and reasonable is upon the public utility. Section 206 of the Federal 
Power Act provides for the Commission's fixing of a just and reasonable rate 
whenever the Commission has found a rate to be unjust, unreasonable, unduly 
discriminatory or preferential. Such action by the Commission in fixing a rate 
would appear to be employed only in such cases as may be the subject of an 
investigation by the Commission, which is not involved herein at this time. 

The Commission's regulatory jurisdiction necessarily stems from the inter- 
state character of the utility which is to be regulated. In some situations, 
the movement of electrical energy across state lines is easily established. 
In some other cases, while there may be facilities which are capable of 
carrying energy from one state to another, it is difficult to ascertain without 
complicated flow studies whether or not there is any actual movement of 
energy from one state to another except on an emergency or inadvertent 
basis. Apparently there is a basis for some question as to whether or not 
Public Service of Oklahoma would transmit any of the energy involved in 
this transaction to or from points outside of the State of Oklahoma. The 
rate schedule was filed with a legal reservation with respect to the possible 
absence of jurisdiction, and the Company entered the hearing with some 
indication that while it had filed this rate schedule in good faith and with 
a desire that it be approved by the Federal Power Commission, it would not 
concede the fact that the Federal Power Commission was invested with jurisdic- 
tion over this transaction. The Company’s position seems to be that while 
it would not assert any claim of lack of jurisdiction at or during the hearing, 
it would not undertake to guarantee that it would not ever assert such 
claim if it was found necessary or advantageous for it to do so. 

Jurisdiction is a threshold inquiry and ideally should be resolved before 
extensive time or effort is expended by a regulatory agency. Jurisdiction is 
based upon facts and cannot be conferred upon the Commission or acquired 
by agreement or by stipulation, nor can it be stipulated away nor waived. 
In the present case, there appears to be enough facts available to justify a 
working conclusion that the Commission has jurisdiction over Schedule 151. 
On the other hand, there was no real issue made of this point and the finding 
of fact which is made herein with respect to the jurisdiction of the Com- 
mission must be made in that setting. It may be that the Company may 
not confer jurisdiction upon the Commission by the filing of this rate sched- 
ule when no jurisdiction in fact exists. On the other hand, the Company 
may waive its rights to assert a lack of jurisdiction in the Commission 
before this tribunal, and it appears that it has effectively done so. There 
will be, therefore, no further discussion of this point. 


The Issues 


As we have seen heretofore in the preliminary statements and in the 
description of the parties, this proceeding went into hearing on the basis of 
an order of the Commission which reflected the Commission’s belief that 
Schedule 151 had not been shown to be justified, and may be unjust, un- 
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reasonable, ete. Generally speaking, a rate is unjust or unreasonable when 
it involves the payment by one party to another for a commodity or a 
service, which payment is in excess of the cost (including a fair return on 
capital) of that commodity or of that service. The conventional manner in 
which rates are tested for reasonableness involves determining the true cost 
of service and judging with such facts at hand whether or not the vendor or 
purveyor of the essential commodity or service is receiving or will receive 
more than a fair or just recompense for what he is selling. . Generally 
speaking, public utilities, being protected monopolies, are not expected to make 
a profit on the goods or services they purvey to the public if that word 
“profit” is taken to mean that the seller is deriving from the sales or service 
being furnished “as much as the traffic will bear.” Public utilities do make 
profits in the sense that they receive, or are expected to receive, money in 
excess of the base cost of the goods or the expenses of the services they are 
selling to the public. Such excess amount over costs or expenses is termed, 
in general, “return” and is meant to be only a fair rental for the use of the 
eapital invested in the business. 

The typical rate case, therefore, concerns itself with an examination of 
the books and records of the utility involved, an examination of its balance 
sheets and property inventories, its salaries, its expenses, its taxes, and its 
cost of money, to determine the true cost of service to which it is entitled 
as reimbursement and to which the element of return is applied. 

In this proceeding, in the case of Schedule 151, this standard approach has 
not been employed. In the first place, the rate schedule is in the form of a 
contract rather than a schedule of rates and charges. Being a contract, 
it represents an agreement between two similar parties with rights, duties, 
privileges, and obligations flowing from each of the parties to the other. 
Were not this enough to complicate the evaluation of this rate schedule along 
anything approaching orthodox lines, the rate schedule (or contract as it 
actually is) is regarded by the parties (Public Service and Grand River Dam 
Authority) as only a “temporary agreement.” It is temporary, as we have seen 
heretofore, because the parties have no intention that it should persist in its 
present form unless certain events transpire pursuant to and in accordance 
with the Coordinating Agreement which, as we have seen, is by far the more 
important of the understandings between the parties in this matter. 

The analysis and the evaluation of Schedule 151 presents a number of 
Procrustean difficulties. One of the difficulties lies in the fact that technically 
speaking, the rate schedule is not a typical or conventional rate schedule 
at all, but rather an agreement which must be studied from many angles. 
It involves, as one of the contracting parties a business entity over which 
the Commission has no rate regulatory jurisdiction, namely, Grand River 
Dam Authority. There are certain alleged benefits which flow from Company 
to Authority and from Authority to Company which are not expressed in 
dollars and which both of the parties firmly contend are of immense value. 
Perhaps this would not be an insurmountable difficulty since theoretically, 
at least, it is possible to establish a dollar value of anything that has real 
economic value. However, the fact that the rate schedule is tied to and is 
dependent upon a number of events which have not taken place and which are 
not intended to take place until some time in the future, creates a number of 
legal questions which cause this problem to be markedly different from the 
typical rate case either involving electric or natural gas companies. It may 
be said, then, that Schedule 151 does not represent by itself the whole 
arrangement between Company and Authority. The Commission is being 
asked, therefore, to give its assent to the employment of one preliminary 
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agreement which is now before it and, in effect, also to another agreement 
which has not and, conceivably, might not ever reach maturity. It should 
be apparent from the foregoing that if this Schedule 151 in its present form 
is acceptable for consideration by the Commission and for determination of 
its justness and reasonableness, it will be difficult, if not impossible, to apply 
the customary measuring sticks to it. 

Staff counsel, have taken the position that Schedule 151 is, for purposes 
of analysis, a “change” in existing Schedule 107 and sets forth three general 
eategories of issues which require Commission consideration and decision in 
the disposition of this proceeding. They are as follows: 

(1) Questions concerning the cost-revenue relation arising from the electric 
sales or services rendered by Company to Authority under Rate Schedule 
FPC No. 151; 

(2) Questions concerning the purpose and effect of certain provisions of 
Rate Schedule FPC No. 151, chiefly those relating to conditions and terms 
of Company’s sales or services to Authority thereunder and Company’s ability 
to render those sales and services; and 

(3) Questions concerning the interrelation and “discriminatory or prefer- 
ential effect” of the provisions of Rate Schedule FPC No. 151 as respects 
other currently filed rate schedules of Company. 

It is not possible to glean from the foregoing statement of issues as set 
forth in the Staff’s brief just what the issues really are. Theoretically 
speaking, every aspect of Schedule 151 is open for analysis and study to deter- 
mine whether or not it will result in the charge by Public Service to Authority 
of an unjust or unreasonable rate for a commodity furnished or services per- 
formed. In a complex and complicated arrangement such as is here presented, 
every aspect of the arrangement is subject to scrutiny. Theoretically, the 
Commission is not estopped or barred from inquiry and investigation into any 
aspect of a proffered rate schedule. Practically, however, such analysis and 
investigation must be restricted by the rules of common sense. In other 
words, the dissection of a rate schedule may be as time consuming and com- 
plicated as the parties and the Staff may choose to make it. Great attention 
and long hours may be devoted to the resolution of what actually are minuscule 
things. Thus it is possible to discover areas of controversy in hundreds of 
nooks and crannies in any complicated rate case. The mere raising of ques- 
tions and the time consumed in exploration of them, however, does not make 
those questions vital. 

It would seem to be difficult, if not impossible, to precisely set forth the 
issues in this case except to the extent that substantial disagreement may 
have arisen concerning certain points. The Staff has disembowled this rate 
schedule and all its accompanying documents with greatest care and has set 
forth in its comprehensive brief filed in this matter its views with respect 
to every aspect of the rate schedule regardless of whether or not there is 
any controversy concerning some of such aspects. This decision, however, 
must concern itself primarily with major skirmishes which have arisen be- 
tween the Staff and the interveners, or the Staff and the Company, or between 
the Company and the interveners. Subjects discussed were selected on the 
basis of what appeared to be their relative importance to the whole, rather than 
on the basis of the record coverage of them. For example, much thought 
and much testimony relates to the service to the City of Pryor by the Com- 
pany on behalf of the Authority. However, as the Witness Tonetti remarked, 
in by-passing the Pryor matter: “The rate for service to the City of Pryor 
is essentially the same as the rate agreed upon by the parties in 1950, which 
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has been in effect since that date. Since this rate of eight years has not 
been changed by Rate Schedule 151, I did not undertake an analysis of it.” 


The Positions of the Parties 


The Position of Public Service and the Authority 


As has been already mentioned, Public Service being the filing party of the 
rate schedule in question, has assumed primary responsibility for the presen- 
tation of testimony and evidence in support of Schedule 151. The Authority, 
as has been remarked, is in the role of an intervener in this case inasmuch 
as the Commission does not have any basis for inquiry into its rates or 
power marketing activities. Although nominally separate and represented by 
separate counsel in the hearing, it was acknowledged by all concerned that 
the interests of the Company and the Authority with respect to the approval 
of this rate schedule were substantially identical. This is not surprising, 
of course, because the rate schedule is in fact a contract between the Com- 
pany and Authority which has been entered into voluntarily by each of these 
parties. It would be strange indeed were the interests of the Authority and 
the Company to be different in any material respect at this stage. The Com- 
pany and Authority have filed briefs in this matter to avoid duplication and 
repetition. 

The Company believes that it has satisfactorily discharged its burden of 
establishing the justness and reasonableness of the proposed rate schedule and 
all of its essential parts. The following summary of reasons which the Com- 
pany believes have been established by this record have been taken from 
the joint brief of the Company and the Authority filed in this matter: 


(1) Continued independent operation of the Authority’s system would be 
both expensive and inefficient. 

(2) Coordination of the Authority’s system with the Company’s would 
provide the most efficient and economic use of the resources of both. 

(3) The agreement between the parties, insofar as it is embodied in 
Rate Schedule 151, is the result of strenuous bargaining at arm's length. 
The extent of the negotiations establishes prima facie the reasonableness 
of the contract terms. 

(4) From an operational standpoint, the provisions of Rate Schedule 
151 for the coordination of the two systems and the maximum use of 
the Authority’s hydroelectric resources on the combined system peaks 
permit the maximum efficiency of service for the customers of the Au- 
thority and the Company and constitute an integration of facilities that 
is clearly in the public interest. 

(5) The rate provisions of Rate Schedule 151 are so inextricably 
woven with the energy exchange and service provisions, together with the 
intangible benefits to both parties, as to be insusceptible of separate 
analysis. The evidence, nevertheless, clearly demonstrates that the rate 
provisions of Rate Schedule 151 are just and reasonable. 

(6) The rates charged by the Company to the Authority do not pro- 
vide an unreasonable rate of return. 

(7) The rate provisions are within the limits which an expert would 
expect to result from negotiations between two electric systems and 
provide the Company with sufficient incremental benefits so as not to 
burden its other customers with the requirement of making up the 
deficiency in return. 
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(8) The rates charged by the Authority under Rate Schedule 151, 
although not subject to the jurisdiction of the Commission, have been 
demonstrated to be just and reasonable. 

(9) The issue involved in this proceeding relates to the lawfulness of 
the Company’s rates to the Authority. The question oi renegotiation of 
the contract the parties have made is not before the Commission. Since 
the witnesses for KAMO merely criticize certain of the contract terms 
unrelated to the rate provisions, their evidence is immaterial. 

(10) Insofar as any of the provisions of Rate Schedule 151 have been 
challenged in these proceedings, the attack has been refuted. 

(11) Rate Schedule 151 should continue in effect in accordance with 
its terms. 


It is the belief of the Company that these proceedings have been unduly 
expensive to the parties both in time and in money. They state that the 
conclusion which the examiner and the Commission must reach was self evident 
at the outset. They observe that it is not the Commission’s usual procedure 
to order hearings involving the terms of interchange agreements between 
public utility organizations such as is represented by Schedule 151. They 
point out that where it has been demonstrated that an agreement was made 
at arm’s length and that the parties have had the benefit of expert guidance 
and assistance and whereas here the arrangement has been authorized by the 
legislature of the State and approved by the State Supreme Court, there is 
created a prima facie presumption of the validity of the arrangement. These 
parties contend that the Commission may not in the guise of studying a rate 
which had been filed as such (because it would not easily fit into any other 
type of classification) undertake to substitute its judgment with respect to 
the terms and conditions of the contract for the judgments of the two 
managements involved. 


The Position of KAMO, et al. 


It is the position of the group of interveners which is headed up by KAMO 
that the evidence of record in this proceeding will not support a finding that 
the rates embodied in the Schedule 151 are just and reasonable; nor a 
finding that the terms and conditions of service contained in that rate sched- 
ule are just and reasonable. Furthermore, alleges KAMO, there is no evi- 
dence of record upon the basis of which it can be determined just what would 
constitute just and reasonable rates for the service proposed. It is KAMO’s 
contention that in the circumstances the rate schedule should be rejected 
and the proceedings dismissed. 

It has been the KAMO position throughout the hearing on this matter and 
in the briefs which have been submitted that Schedule 151 is not merely a 
continuation of a previous rate schedule and that it is the obligation of the 
proponents of this rate schedule to show by positive evidence that it is just 
and reasonable. It is also the contention of these interveners that while 
this is a contract which involves the movement of benefits betewen two 
parties, and which at times becomes purchaser or seller as the circumstances 
require, this unusual characteristic of the arrangement hetween the two 
parties does not relieve Public Service of demonstrating to the satisfaction of 
the Commission that the charges that it is making for the energy and for the 
services performed to Authority are not excessive when measured by con- 
ventional rate analysis methods. It is the contention of KAMO that the so- 
called Coordinating Agreement not being a part of the rate schedule as filed 
and which depends upon certain future events and unknowns, cannot be 
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taken into consideration nor can it play any part in the judgment of 
whether or not this rate schedule meets the statutory tests. Under KAMO's 
theory of the case, the only resources of Authority which may be given con- 
sideration in this proceeding are the Pensacola Project and the Chouteau steam 
plant. KAMO agrees that there has been established on this record the fact 
that the stored waters of Grand Lake are most useful when used for the 
satisfaction of summer peaks when the power has its greatest value. KAMO 
agrees that in order to obtain maximum utilization of Authority’s hydro- 
electric facilities, Authority must purchase steam energy from some source. 
This source logically is Public Service. It is KAMO’s contention that the 
record demonstrates that while Authority is short of energy it is not short 
of capacity, and that during the period contemplated to be covered by 
Schedule 151 the purchases by Authority from Public Service of capacity 
will be insignificant. In these circumstances it is KAMO’s contention that 
the lawfulness of the Public Service rate of 3.85 mftlls per kilowatt-hour 
for energy sold by Public Service to Authority is the real issue before the 
Commission. 

One of the greatest criticisms made by the KAMO group of interveners in 
this matter is the claim that the significant rate level in this matter, namely, 
the 3.85 mills per kilowat-hour, was a rate which was devised by Public 
Service and was offered to the Authority without any cost data given to 
Authority to demonstrate that the rate is not excessive. It is the contention 
of KAMO that the Company first arrived at the rate it desired to obtain for 
the power it would sell to Authority and then set about to justify that rate 
by utilizing such cost factors as it chose in order to come out with a rate 
level of the same magnitude with which it had started. One of the methods 
of testing the rate, KAMO alleges, involves the allocation of 50 percent of 
Public Service’s fixed costs to the energy component of Public Service’s rate 
to Authority. KAMO contends that by this means 50 percent of the costs 
which should be assessed almost entirely to the demand component of the 
rate are loaded onto the energy component. The effect of this, KAMO claims, 
{is to purposefully minimize charges to the demand component of the rate. 
This is being done, says KAMO, because of the fact that under Schedule 151 
Public Service will always be selling energy rather than capacity to the 
Authority. 

KAMO points out that one of the principal means which has been used for 
the testing of the reasonableness of the rate to be charged by Public Service 
to Authority is the fact that the Authority could not obtain the same energy 
or the same service from any other source at the same, or at a lower cost. The 
effect of this, says KAMO, is to apply the “value of the service” to the 
Authority as the criterion of the reasonableness of the rate. This method of 
testing the reasonableness of the rate, says KAMO, is not an approved 
method and cannot be justified under conventional rate analysis methods. 
KAMO argues that even though it may be proved that under the rates con- 
tained in Schedule 151 the Authority might have achieved in a past period 
savings in excess of what it might have spent for the same kind of service 
under Rate Schedule 107, the fact that such savings could have been achieved 
does not establish the reasonableness of the rate. 

KAMO discusses the allocation studies presented by the witnesses for Public 
Service and observes that these studies are not true allocation studies and are 
based upon a preconception that the rates are just and reasonable. Thus, 
argues KAMO, it would appear that the witnesses of Public Service have 
tailored their studies to agree with rates which had already been deter- 
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mined. KAMO points out that the only proper way an allocation study 
may be made is to start out with the total cost of service for the entire 
system involved, and relate that total cost of service to total revenues. 
It is after this process has been completed, says KAMO, that an allocation 
between various groups or classes of customers must be made. It is KAMO’s 
contention that unless it is shown that all customers are being required to 
pay their fair share of the total cost of service there is no way of judging 
the fairness of a rate to a particular customer or group of customers. 

While Public Service and Authority both contend that since the Commis- 
sion has no rate regulating authority with respect to Authority, there is no 
proper basis for the consideration by the Commission as to whether the rates 
being charged to Public Service by Authority are just and reasonable, KAMO 
argues that it is not possible to fairly judge this transaction if consideration 
is being given only to the fairness and the justness of the rates being used 
by but one of the contracting parties. It is KAMO’s contention that the 
rates and charges and services being rendered by the Authority are an essen- 
tial element in the consideration of the fairness of the rates being charged 
by Public Service to Authority and therefore consideration must be given 
to such rates to be used by the Authority. The fact that Schedule 151 is a 
contract does not prohibit the Commission from inquiring into it fully in the 
same manner that it would look into a rate schedule that did not have the 
form of a contract, according to KAMO’s argument. 

It is particularly important, argues KAMO, in weighing the justness of 
this transaction to pay close attention to the way in which the Authority’s 
resources are being evaluated for the purpose of billing by the Authority to 
Public Service. The Commission, therefore, should give careful consideration 
to the way the dependable capacity of the Pensacola Project is rated in the 
contract. The evaluation of the capacity of Pensacola for purposes of this 
agreement is of considerable importance, says KAMO, and the Commission 
should make full inquiry into this aspect of the matter, because if Pensacola 
is underrated the Authority will not receive proper credit for contribution 
to the fulfillment of the combined load and, therefore, at times will be put 
in the position of actually purchasing capacity it already owns. KAMO also 
has sponsored contentions with respect to what it regards as benefits being 
donated to Authority without proper consideration being given to such benefits 
in establishing the level of the rates. For example: the requirement of a 
maintenance of 12% percent of reserve in the Authority system, for which 
no credit is given, gives to Public Service a large amount of free capacity 
which Public Service may use at will but for which Public Service does not 
pay. KAMO makes particular point of the fact that energy being supplied 
to Public Service by Authority is delivered on the peak of the Public Service 
load and is returned to Authority during off-peak periods which in effect is 
the trading of high value power for low value power. 

One other point which should be particularly mentioned that is the subject of 
KAMO’s objections is the requirement in Schedule 151 that Authority pay a 
penalty if Authority purchases power and energy from any supplier other 
than Public Service. Under the contract, no more than 175 hours per kilo- 
watt per month may be purchased from some source outside of Public Service 
without paying for it also to Public Service. 

As mentioned above, it is KAMO’s contention that since the record will not 
support a finding that the rates and charges embodied in Schedule 151 are 


just and reasonable, the Commission has no other legal alternative but to 
dismiss such filing. 
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The Staff's Position 


Whereas the other parties to this proceeding made their position known 
during the course of the hearing, the position of the Staff was not announced 
until it filed its brief in this matter some months after the hearing had 
been concluded. Because of this fact of nondisclosure of Staff position, a 
special arrangement was made to provide all of the parties who would not 
otherwise have such, an opportunity to file a brief in which arguments could 
be made with respect to the contentions advanced by the Staff. The Staff’s 
brief in this matter is intended to be a comprehensive one which covers every 
aspect of the proceeding, major or minor, significant or insignificant. While 
the principal text is modest in length, the significant aspects of the Staff’s 
brief appear to be imbedded in a voluminous appendix entitled “Substantive 
Facts.” 

While the Staff’s brief is somewhat difficult to follow (and this difficulty 
arises not by reason of the unusual pattern of presentation but rather from 
the nature of the subject matter and the apparent effort of the Staff to 
avoid any charge that it had been selective with respect to the matters it 
discussed), it would appear fair to say that the Staff supports the Com- 
pany’s Schedule 151 and the Company’s contentions in support of this rate 
schedule almost without exception. This is not to say that the Staff has 
slavishly followed in the footsteps of Public Service in this matter, for it may 
be seen from a comparison of the briefs filed by Public Service and by the 
Staff that a completely different approach was used by the filing company 
and by the Staff. Parenthetically, it might be observed that all of the briefs 
filed herein are so different from each other in format and approach that 
one might be led to suspect that they all might not relate to the same pro- 
ceeding! 

Generally speaking, it may be said that the Staff supports the view that 
Schedule 151 represents a “change” in Schedule 107, and it has under this 
view shown how these two rate schedules differ from each other. The Staff 
proceeds on the assumption that Schedule 107 contained lawful rates and 
charges for service from Company to Authority. The Staff, therefore, gives 
most of its attention to the effects that differences between the two rate 
schedules would bring about in the economic status of both of the contracting 
parties. The Staff has accepted the Company’s studies with respect to the 
cost of service under Schedule 151 when such cost of service is applied to 
past periods and also based upon application of the rate to estimates for 
future periods. 

The Staff has requested that findings be made to the effect that the rates 
and charges contained in Schedule 151 have been satisfactorily shown to be 
such as to provide revenues not in excess of Company’s costs of rendering 
such sales or services based upon cost of service and net investment rate 
making principles heretofore employed by the Commission; that the rates and 
charges have been satisfactorily shown to be such as will not result in a 
burden being placed upon Company’s other customers by reason of Company’s 
sales and services to Authority at such rates and charges; that the service and 
energy sales already embddied by Schedule 151 are generally comparable 
by class of service to other sales or services by the Company to others than 
Authority; and that except for the need for further clarification of certain 
billing procedures, the rates and charges for the sales and services contained in 
Schedule 151 have been shown to be just, reasonable, and not unduly dis- 
criminatory or preferential or otherwise unlawful within the meaning of the 
Federal Power Act. 






692 FEDERAL POWER COMMISSION 


Discussion of the Issues 


While this proceeding involves the analysis of a “rate schedule” filed pur- 
suant to the Federal Power Act, it presents problems which may be unique. 
As has been indicated heretofore in the preliminary discussion, the traditional 
and classic method of analysis of a rate with respect to its justness and 
reasonableness involves the determination of the actual cost of the commodity 
or the service being sold in relation to the price which is being sought for it. 
In such a case, the service or commodity benefits flow from the vendor to a 
vendee or to a class of vendees in exchange for dollars which flow from the 
vendee or vendees to the vendor. While a rate study based on such basic 
considerations may become enormously complicated due to relationship problems 
between different customers or classes of customers of a utility or because 
of problems respecting zoning or other matters, the basic measuring device 
which is used is whether or not the vendor, who has dedicated his property 
to the service of the public is being compensated for his goods or services by 
any group or class of customers in excess of what he must receive in order 
to achieve a fair or reasonable return on the capital he has invested in the 
business as a whole. 

As we have seen from the foregoing discussion, this proceeding does not 
concern a rate which is filed with the regulatory agency and which applies 
tc a class of customers or to the public at large. Nor is the rate which is 
embodied in Schedule 151 exclusively concerned with the movement of goods 
and services from Public Service to Authority. Schedule 151 is but one 
corner of a bilateral agreement in which rights and obligations, privileges, and 
valuable considerations flow from vendor to vendee at various times and 
under various circumstances. And within the four corners of the agreement, 
or total understanding, of which Schedule 151 is only a part, the parties 
exchange their roles of vendor and vendee from one to the other as the cir- 
cumstances warrant. For example: it is contemplated that under some cir- 
cumstances, and under some operating conditions, Public Service could be 
supplying the entire electric load of Authority and have complete respon- 
sibility for such load. Under other circumstances, and other conditions (all 
of which are carefully spelled out in great detail in the agreement) Authority 
will be supplying important benefits to Public Service in the form of hydro- 
electric capacity. It is readily apparent that the classic method of analysis 
of rates which has been employed by this Commission and by other agencies 
of the state and national government with responsibility for rate regulation 
cannot be utilized here with any hope of achieving a realistic result. 

While the issues in this proceeding are difficult to discern, and while it is 
very difficult indeed to discover any one single issue which takes precedence 
over all others and which overshadows all of the other problems, it may be 
said that the main question in this case is whether or not the public interest 
requires the analysis of the rate filed by Public Service under traditional cost 
of service methods alone or whether the unique circumstances of this par- 
ticular case the rate concept known as the “value of service” method, (which 
method is generally held in low esteem for a number of reasons [cf. South 
Carolina Generating Co., E-6585 16 FPC 52; 19 FPC 855]) 
part in the ultimate conclusion. 

The record in this case discloses clearly that Public Service has not sus- 
tained nor has it attempted to sustain the legality of Schedule 151 along tra- 
ditional rate lines. Public Service and the Authority both contend that 
Schedule 151 does not represent a conventional form of rate. Both of the 
proponents of the rate involved here contend that it is not the case of a 


may play any 
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vendor furnishing goods and services to a vendee, but rather it is an agree- 
ment in which benefits flow from the contracting parties to each other and 
in which all benefits may not be evaluated strictly in dollars and cents. 
Several examples present themselves: While it might be argued that Authority 
will pay Public Service more for the energy to be furnished to Authority 
than could be justified on a system-wide cost of service basis (and this argu- 
ment has no support in this record) both Authority and Public Service con- 
tend that the undeniable fact that Authority operating independently could 
not possibly provide itself with the same kind of service or develop the 
same amounts of energy for itself at anything approaching the dollar savings 
obtainable under the terms and conditions contained in the agreement with 
Public Service, is something which cannot be ignored in judging the just- 
ness and reasonableness of the charges to be made by Public Service to 
Authority. Another example of a valuable intangible is the rather extreme 
length of the term of the contract which provides protection for both contracting 
parties for many years to come, and which eliminates the need for Authority 
to provide capacity in excess of its current needs or to maintain a reserve of 
its own, equivalent to its largest unit (20,000 kw), which would be necessary 
if it were independent. Also, certain aspects of the agreement which provide 
for the Company to be responsible for the fulfilling of the Authority’s load 
requirements, are as difficult to evaluate prospectively in dollars and cents 
as it would be to evaluate peace of mind, but no less valuable because 
ethereal. 

Electricity is not a commodity of the same nature as eggs, butter, lumber, 
natural gas. It is a fugitive commodity which presents unique problems 
when it is necessary to record its movement or measure it qualitatively as 
well as quantitatively because it is generated, transmitted, sold, and used 
all within the time interval of much less than one second. One is impressed 
by the thought when studying a complicated agreement involving the manu- 
facture and sale of this unique commodity, that such an agreement made 
between and among parties for the purchase and sale of electricity employing 
arbitrary formulae to determine who owes whom, for what, and how much, 
must necessarily bring about results which are really only approximations. 
The use of formulae for such a purpose is not deceitful, nor has it been 
brought about by the unwillingness of the parties to utilize the facts as they 
really are, but it is due to the inherent difficulty of translating the nature 
of this fugitive commodity into what are essentially human values. It is 
suggested by the record in this case (and without reference to any particular 
testimony or single exhibit) that with these two systems of Public Service 
and Authority joined together as they are, and as it is contemplated they 
will be under Schedule 151, and particularly under the Coordinating Agree- 
ment, with all of the switches closed and with electric loads coming on the line 
of this large integrated complex of electric transmission and generating 
facilities at various times and in varying degrees, and for varying periods 
of duration, that truly accurate accounting for such complicated usage would 
be almost humanly. impossible, or, if possible, would hardly be practicable 
since such would require the utilization of innumerable expensive recording 
meters, the results of which would have to be collected and collated through 
an enormously complicated and involved audit system. The cost of such 
detailed monitoring and recording obviously would be so prohibitively ex- 
pensive that the advantages of joiner of these two systems would probably 
be lost. Thus it is that Schedule 151 and the Coordinating Agreement are 
in truth an agreement between the parties that regardless of what the actual 
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facts might be, for the purposes of accounting and settlement between them, 
certain concepts will be regarded as being facts. 

It should be added parenthetically that the parties have made what appears 
to be an honest and sincere and engineeringly sound effort to arrive at an 
agreement which approaches reality, and which does not provide undue advan- 
tage by one over the other. 

Another area of the rate schedule and the Coordinating Agreement which 
has engendered much testimony, evidence, and argument, is the fixing of the 
capacity rating of Pensacola project at 84,500 kilowatts. This rating was 
agreed to by the contracting parties on the basis of a number of assump- 
tions as to future water supply and water distribution throughout the months. 
Public Service will pay for the capacity it receives from the Authority on this 
basis of this rating regardless of what the water picture turns out to be in 
actuality. Perhaps part of the testimony of the witness Tonetti will illustrate 
his belief for the need for a conservative approach in estimating and fixing 
ratings of resources and of machinery. (Here the question and answer are 
somewhat paraphrased but have not been altered in essence). 


Q. At all times since about July, 1955, the water level at Pensacola 
has been above 730 feet. The testimony indicates that the machine 
capability at Pensacola when the reservoir elevation is above 730 feet, is 
in excess of 84.5 megawatts. Why shouldn’t the assigned capability of 
Pensacola under Schedule 151 be above 84.5 if the machines will produce 
this and at all times—assuming that at all times the reservoir is above 
730 feet? 

A. I have no particular knowledge that the historic water levels have 
been above 730 ever since 1955. I wouldn’t question this fact however. 
Under Schedule 151 and the Coordinating Agreement it is agreed that 
except in dire emergency the reservoir will in fact be kept at a minimum 
of 730 under all possible conditions. Under those conditions of an ele- 
vation of 730, the machine capability is 84,500 kilowatts. That is the 
assured machine capability at Pensacola. 

Now with regard to planning the development of firm resources to 
earry one’s anticipated load growth, such plans must be based upon 
assured supply. The Authority, if it were to embark on a program 
of resource expansion in the absence of the Coordinating Agreement, 
for some time to come or as long as it was decided to pull Pensacola 
down to 730 under minimum water conditions, could not depend on more 
than 84,500 kilowatts. Since under the Coordinating Agreement the 
Authority has not relinquished its right to pull the reservoir when it 
chooses to do so as low as elevation 730, regardless of water conditions, 
the assured peaking capability of Pensacola is still only 84,500 kilowatts. 
Consequently, any capacity formulation agreed to by Public Service cannot 
rate Penascola with an assured peaking capacity that is higher than it 
can depend on. 

Even though during some of the months the reservoir may lie be- 
tween 730 and 745, or a flood would occur which would keep the reservoir 
at 745, such elevations above 730 are impossible to predict and even 
though the reservoir levels in fact give me a peaking capability that 
exceeds 84,500, I am not going to be able to forego the installation of 
one kilowatt of capacity which I will have to provide to meet my load 
growth. It is only on an assured peaking capability and on assured firm 
energy supplies that one can decide today the resources that one must 
build to meet the anticipated load growth three years from now. Three 





FEDERAL POWER COMMISSION 695 


years from now we may in fact have water conditions which provide a 
full reservoir all the time and provide more capacity than we actually 
need. But this will not have saved one kilowatt of installed generating 
capacity needed to meet the load growth. Therefore, this extra capacity 
has no real capacity value. 

It should be kept in mind that as far as this capacity formulation in 
this agreement is concerned, the Company has contractually agreed that 
Pensacola will provide 84,500 kilowatts of dependable capacity on the load 
shape for a fifty year period. Actually, the resources of the Authority 
are guaranteed that rating under the contract irrespective of what hap- 
pens. We could have a very minor redistribution of water—a redistribu- 
tion which did not affect the annual supply—and in such case Pensacola 
might not be able to provide its rated capacity. The Company is assum- 
ing that risk, as far as this contract is concerned. It takes three years 
to build resources to meet loads, and if actual events proved that Pensacola 
had been overrated at 96,000 kilowatts, such a situation could not be 
remedied overnight. 


In sharp contrast to the foregoing—and to the testimony of Mr. Lane to 
the effect that if Pensacola is given any higher rating in the contract than 
84.5 megawatts, which would have the effect of decreasing the 1100 hours 
use per annum, his company would not be interested in purchasing the 
ecapacity—is the testimony of the witness Burnham, whose professional caliber 
and experience is unquestionable. It is Mr. Burnliam’s belief that Pensacola 
is fully dependable on the combined load when rated at 96 megawatts. He 
made careful studies of reservoir operation and his testimony is very per- 
suasive. One of the key points involved in the disagreement among the pro- 
fessional witnesses in this aspect of the controversy is whether the reservoir 
should be maintained at an elevation of 741 feet above mean sea level or 
whether the reservoir should be operated to elevations as low as 730 feet. 
By holding the reservoir to 741 or above, as Mr. Burnham proposes, the 
Pensacola plant is dependable at 96,000 kw but is so dependable for a much 
fewer number of hours than it would be if operated at elevations as low as 
730 feet. Mr. Burnham and Mr. Eardley maintain that the combined load 
has no need for the manner of operation specified in the contract (and on 
which capacity rating the accounts will be settled between Public Service and 
the Authority) and the thrust of Mr. Eardley’s testimony seems to be that 
regardless of how the accounting is done the project will either be operated 
as to be actually dependable to 96,000 or, if not, will be operated in a manner 
which will not provide the real value that is obtainable from the Pensacola 
operation. 

Such sharp conflicts, so seemingly reasonable and rational on both sides are 
not easily resolved. One must realize that no one on earth really knows 
how much water will be available for generation at Pensacola for any period 
in the future. The best that can be done is to take the past records and 
speculate on what may happen in the future. It is safest and most desirable 
for Public Service to utilize the most conservative capacity rating for Pensa- 
cola that can be logically supported, and that appears to be the case here, for 
there appears to be an admission that if the water Mr. Burnham needs to 
fulfill his requirements to meet the capacity rating he assigns to Pensacola 
is available, the plant will be able to provide greater capacity benefits than 
are assigned to it under the contract. 

Inherent, of course, in the KAMO approach to this matter is that even 
though the analysis of the capacity rating of the Authority’s Pensacola Project 
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is in effect an analysis of the rate for power being sold by Authority to 
Public Service—a rate over which the Commission has no rate jurisdiction— 
the Commission can, and should, determine whether Pensacola is properly 
rated, since the return the Authority will receive relates directly to the 
level of the rate being charged by Public Service to Authority. 

And, of course, as the Staff points out, the application of a value of service 
concept to the analysis of the Authority’s peaking capability would lead to 
many problems—particularly since the value of Pensacola’s capability is almost 
completely dependent on the Company’s thermal capacity—and thus we meet 
ourselves coming around the same corner! 

The Staff summarizes the problem thus: 


Ideally, the Authority could have made a good case for a realization of a 
total dependable capacity of 96 megawatts at Pensacola in its negotiations 
with Company. However, in so doing, it would have had to assume 
responsibility to assure its availability when needed. This may have 
meant less reservoir capacity for storage of water, penalties for non- 
performance, possibly higher costs because of more supporting energy, 
and loss of other advantages now in the Temporary Agreement such 
as use of dump energy to offset steam-energy and the availability of 
economy energy. From Authority’s perspective, only, and viewing the 
agreement as a whole in relation to what Authority would have to do 
to obtain additional power supply through other sources such as the 
1949 agreement or construction of new steam-electric plants, it cannot 
be stated that Authority made a bad arrangement. 


Perhaps the Staff’s summary of the situation is about the best that can be 
said for it. But it illustrates perfectly the point made earlier in this 
discussion—that some of the aspects of the agreement between these parties 
can only be defended on the ground that the agreement is satisfactory to 
each and will benefit each—and this is so whether or not either could have 
made a more beneficial arrangement than they did. It also points up the 
indisputable fact that the agreement is based upon assumptions which may 
never coincide with events as they will transpire in actuality. 

There are further examples possible of the necessary divergence between 
reality and the basis for the agreement. For example: When it was necessary 
for Public Service to rationalize the energy rate which it will charge to 
Authority for energy furnished to the Authority from its steam electric facili- 
ties, certain classifications were required in what Public Service calls its total 
power pool facilities. These assignments were made to arrive at a fair state- 
ment of what elements of the power pool facilities would be entirely devoted 
wholly or in part to the service of the Authority’s loads. The power pool 
facilities were segmented by Mr. Lane, (heretofore referred to, who is Chair- 
man of the Board of Directors for Public Service, and an engineer of con- 
siderable experience who has been with Public Service for many years). 
Mr. Lane segregated some of the facilities or portions thereof on the basis of 
his personal judgment. It cannot be denied that there is no person in the 
world better qualified by reason of knowledge of the system and the opera- 
tions of the Company and of its facilities to make such determination, but 
regardless of the high qualifications of Mr. Lane, some of the assignments 
were necessarily arbitrary and in many cases cannot be explained or success- 
fully defended except on the basis of expertise. 

All of the parties, including the interveners who have arged that this 
Schedule 151 be dismissed and the proceeding terminated, are in agreement 
that some sort of arrangement for the interchange of capacity and energy 
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between Public Service and the Authority is highly desirable, if not essen- 
tial. Everyone concerned with the problem realizes that due to the growing 
of the Authority’s loads and to the characteristics of those loads, and also 
due to the inherent nature of hydroelectric resources (the output of which 
is related closely to the whims and vagaries of nature) that the Authority’s 
generation picture is completely unpromising unless it does have such an 
arrangement with another utility system or unless it builds its own steam 
electric plants at prohibitive cost and which would duplicate unnecessarily the 
thermal facilities already built and available. Everyone agrees that if a fair 
arrangement could be developed between the Authority and Public Service 
or between any of the utility companies (a number of which were invited 
to submit proposals) and Authority both of the parties and the customers 
who would draw electricity from each of them would be materially benefited. 

The question, then, resolves itself to a question of whether or not there is 
anything about the agreement represented by Schedule 151 and the Coordinat- 
ing Agreement which is so tilted in favor of Public Service (whom everyone 
recognizes as having been dominant in the conception and birth of this agree- 
ment between the two systems) that the detriments to the Authority will 
markedly outweigh the benefits which it is expected to get from the arrange- 
ment. Almost anyone would agree that it is not probable that any two 
parties could enter into a very complicated arrangement such as is repre- 
sented by the agreements in this proceeding, which would be completely fair 
and just in every single respect in equal degree to both of the contracting 
parties when viewed from every angle. Perhaps it has been this character- 
istic of such agreements which has led to the insistence in rate cases that 
all values be expressed in dollars. Also, almost anyone would agree that 
there never has been a complicated agreement arrived at between parties with 
as many facets as are involved in these agreements which could not be 
improved upon. If the Federal Power Commission, or any other agency of 
government were to undertake the revision or the rewriting of a contract 
between two utility systems such as is represented here, it is quite possible 
that the resulting agreement might be expressed ir more clear language, 
utilizing more easily understood terminology, and also possibly, certain in- 
equities of the present proposed agreements might be eliminated. (For ex- 
ample, while the modest rating of Pensacola at 84.5 megawatts may be 
defended on the basis of an ultra-conservative approach, there is little to 
support the concomitant requirement in the agreements that there must be 
12% percent as reserve included in all capacity purchases by the Authority, 
at all times. This requirement of purchase of reserve is defended largely 
because it is usual utility practice, “custom in the trade,” but in a body and 
soul agreement such as is represented by the Coordinating Agreement, some 
of the usual elements of an interchange agreement might well be altered 
or eliminated). Of course, in such redrafting, new inequities which are not 
present now might find their way into the revised agreement. Furthermore, 
were the Commission to undertake the revision of this agreement, either by 
directly redrafting it (this would never be done, of course) or by hinging 
its approval upon changes or revisions being made in the agreements which 
it believes to be necessary and in the public interest, the agreements would 
no longer be the agreements of the parties who had entered them, but would 
be agreements which they had been forced, by reason of governmental control, 
to adopt. Thus, in this case, it would be that the regulatory agency would 
be displacing the judgment of not only the management of the vendor (which 
necessarily occurs from time to time in the analysis of business arrangements 








698 FEDERAL POWER COMMISSION 


by regulated companies subject to the approval of governmental agencies) 
but would be displacing the judgment of the management of the vendee, in 
this case the Authority, a State agency, which is perfectly satisfied and 
pleased with the arrangement it has made with Public Service and which 
has a responsibility to the public of its own which differs somewhat from 
that of the usual- utility distribution company. 

The foregoing discussion illustrates to some extent some of the inherent 
difficulties in arriving at a proper disposition of this case. Briefly, again, 
most of these all stem from the fact that there is involved here a mutually 
accepted compact between two competent contracting parties which contains 
some considerations flowing from each of the parties to each other which 
have not been and cannot be reduced to monetary units for purposes of 
study and analysis. Thus we are brought to the main question at issue: 
May this rate schedule be given any consideration whatever on the “value 
of service” basis or must it be rejected because it does not fit into the 
typical rate mold which has been developed through trial and error over the 
years and which represents in the view of most enlightened regulatory 
agencies the only proper and dependable manner in which the business activi- 
ties of public utilities may be evaluated in terms of the public interest? 
May the Commission look at both sides of this arrangement even though it 
has no jurisdiction to approve or disapprove the rates of the Authority to 


determine whether Public Service will be charged properly for the benefits 
it will receive from the Authority? 


CONCLUSIONS 


1. Schedule 151 represents one element of a long range compact between 
Public Service and Authority, which compact has evolved over a long period 
and after careful study, is completely satisfactory to the contracting parties 
and is, therefore, entitled to standing as being prima facie just, reasonable, 
and equitable. 

The evidence in this record discloses that Schedule 151 is but one element 
of a larger arrangement between Public Service and Authority. This larger 
arrangement centers about the Coordinating Agreement which is technically 
not a part of Schedule 151, but for the existence of which Schedule 151 would 
not exist. It is the Company’s position that Schedule 151 is only a stop-gap 
measure intended to provide a working arrangement for the period between 
Schedule 107 and the time when the Markham Ferry Project (as applied for) 
will be on the line and available for use to serve the combined system loads 
of the Authority and Public Service. The Coordinating Agreement, exclusive 
of Schedule 151, has been available for study by the public for a long time. 
The people in Oklahoma interested in such matters dre fully acquainted with 
the proposed arrangement which would bring together the two systems of 
Public Service and of the Authority. All of the various terms and conditions 
of this complex arrangement have been available for study and comment by 
whoever might desire to be heard with respect to the arrangement. The 
members of the Oklahoma legislature are fully advised with respect to the 
proposal, the courts of Oklahoma have had certain of the aspects of the 
proposal before them, and other than for the opposition herein by the group 
of electric cooperatives headed up by KAMO, it is not understood that there 
is any substantial opposition to the fruition of the arrangement. Unlike some 
other rate schedules which are analyzed from time to time by the Federal 
Power Commission, the “customer” is not only willing to have this arrange- 
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ment concluded, but the Authority (as customer) has taken every step avail- 
able to it in the promoting of the approval of this arrangement. 

In the circumstances, it would seem that the Company would be under less 
obligation to show by positive and convincing evidence that the rate it proposes 
to utilize in this case is just and reasonable than would be the case if its 
proposed “customer” was not participating in the matter with nearly the same 
vigor as is Public Service. 

The fact that this was not a hastily-conceived unilateral proposal which 
might be suspected of containing hidden inequities, entitles it to a somewhat 
different kind of consideration from that required in a typical rate proceeding. 

2. While the basic method of testing the justness and reasonableness of a 
rate would require the submission of total cost information by the utility- 
vendor and an allocation between all classes of customers, this method is 
not the exclusive method, and in circumstances such as these, consideration 
may be given to intangible benefits being exchanged by the seller and buyer. 

One of the chief contentions by KAMO in its objections to the rate sched- 
ule here involved is that it is not proper for this agency to give any 
consideration whatever to a rate which has not been shown to be just and 
reasonable on the basis of total system costs as related to all customers. As 
has been stated heretofore, the conventional method of testing a rate requires 
that all costs or expenses be given consideration whether or not such costs 
or expenses are related to the particular customer involved. In this case, 
no effort was made by Public Service to introduce its total system cost data, 
nor to allocate the costs among various classes of customers. Just exactly 
how the rate levels in Schedule 151 and the Coordinating Agreement were 
developed by Mr. Lane and his associates prior to their offer to the Authority 
has never been made completely clear on an arithmetical basis. The rates 
were devised by Public Service as being what it would have to bill the 
Authority for energy which Autherity took and did not return in the light 
of the benefits expected from Authority in the way of capacity (anticipatory, 
due to the fact that Markham Ferry was not in being.) Presumably, the 
various tests which were made by Mr. Lane and by other officials of Public 
Service before this proposal was made to the Authority were made to see 
whether or not it was an economic rate so far as Public Service was concerned 
in the light of the balancing out of energy interchanges. The officials of 
Public Service had to take many factors into consideration in arriving at the 
proposal which was made to the Authority, and while they did not limit their 
consideration to cost factors, they kept in mind their fuel costs and taxes 
which would be affected by this sale. It is probable that the element of how 
much Authority could afford to pay for what Public Service would purvey 
to it had some bearing on the proposal which was made and embodied in 
Schedule 151. Also, it would be less than realistic if one indulged in the 
assumption that Public Service was not fully aware that the desperate nature 
of the financial problem of Authority with respect to borrowing the necessary 
funds to enable it to maintain its system integrity and to finance the facilities 
needed to develop additional amounts of firming energy would tend to make 
Authority somewhat pliant. While there is no question but that Mr. Lane 
and the officials of Public Service know and understand the Authority and 
its problems as well as they know their own company and its problems and 
thus that Public Service was considerably more knowledgeable in its deal- 
ings regarding Authority than Authority was or could be with regard to 
Public Service, and these aspects might provide bases for a suspicion, at 
least, that Public Service observing the Authority, a public power agency, in 
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eztremis (if not in articulo mortis) had hatched a scheme to shackle the 
Authority by means of a long range contract which while appearing to aid 
the Authority would effectively destroy the Authority’s freedom to operate 
as would suit its own convenience and its own best interests, and the interests 
of its customers, it must be realized that Public Service has been well aware 
that its role in the negotiations was such as to arouse such a _ suspicion. 
The whole arrangement has been an open book from the very beginning, and 
this private utility would be expected to be, and must be presumed to have 
been, more than usually circumspect in its dealings with the Authority in 
such a setting. Public Service must be acutely aware of the not inconsiderable 
element of the population of Oklahoma which regards the development of 
the Grand River by any other than a public agency as unthinkable and that 
many people believe that the State’s water resources should not be controlled 
by any investor-owned corporation. Public Service, having an impressive 
stake in the maintenance of economic well-being and furtherance of the growth 
of the State of Oklahoma, is aware of all of these attitudes and predilections 
and the respect which must be given to them, and undoubtedly all of these 
considerations were kept in mind in the negotiations which led to the drafting 
and the signing of the Coordinating Agreement as well as the contract repre- 
sented by Schedule 151. 

In such circumstances it would appear that some amelioration of the usual 
strict rules of rate analysis and study may be justified. These aspects also 
provide some justification for testing of the rate by the use of detailed com- 
parative cost studies and revenue studies such as were presented in this case 
by the witnesses Lambright and Tonetti. The Lambright and Tonetti studies 
(which have as their particular vice the fact that they were undertaken after 
the fact rather than before the fact) demonstrate that the principal element 
of Schedule 151, i.e, the rate of 3.85 mills per kilowatt-hour from Public 
Service to Authority compares favorably with a rate which would be developed 
on the basis of power pool cost considerations and the Tonetti studies even 
show that Company’s average annual cost per kilowatt of capability in service 
to be substantially higher than the Schedule 151 rates for capacity to be 
furnished by Public Service, and that the 3.85 mill rate for energy is less 
than the average cost of the Company’s energy sales (4.2 mills). The Staff 
has accepted the Lambright and Tonetti studies as being sufficiently indica- 
tive of the justness and reasonableness of the rate levels in Schedule 151 
as to support a finding that the rates contained in Schedule 151 are just 
and reasonable. The Staff indicates some discomfort with this post-mortem 
method used in proving justness and reasonableness, but this discomfort is 
not sufficient in the Staff’s view for it to recommend that the Commission 
reject the rate as being unsupported. The Examiner shares the Staff’s view 
in this respect, i.e., it would have been much preferable had the rate levels 
contained in Schedule 151 evolved along conventional lines. However, the 
over-all record does not contain any basis for a conclusion that the rate levels 
in Schedule 151 are not just and reasonable. Under the Hope Case, 320 U.S. 
591, the Commission is not required to employ any particular method in its 
analysis of rates. It is not the theory but the impact of the rate order which 
counts. It is the result reached, not the method employed, which is controlling. 
The fact that the rates in Schedule 151 were conceived on a “value of 
service” basis is not important so long as proof is adduced (as has been cone 
herein) showing that these conform to accepted cost of service tenets. 

3. While it is susceptible to abuse and must be employed with greatest care, 
there is nothing inherently faulty with the testing of a rate which was orig- 
inally conceived without a system-wide cost analysis on the basis of studies 
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utilizing only such portion of the plant and expenses which may be fairly 
related to the particular service or sale to which the rate applies. 

One of the important elements of the proof in this case from both the 
standpoint of the Company and of the Staff is the contention advanced by 
both that the significant rates for capacity and energy for deficiency service 
to Authority and the Company’s rate for firm energy to Authority being 
designated in the contract as “A,” “J,” and “H” rates respectively, will not 
provide revenues in excess of the Company’s cost of serving Authority. The 
Staff maintains that the 3.85 mills per kilowatt hour (the “H” firming energy 
rate and the “J” energy deficiency rate) compares favorably with the Com- 
pany’s average operating expense of 3.81 mills per kilowatt hour delivered 
from the Company’s power pool during 1958. The 3.85 mills per kilowatt 
hour may be also related, points out the Staff, to an average production 
expense including purchased power of 3.13 mills. The Staff points out that 
the record supports as a fact that the Company’s average fuel, water, and 
thermal plant maintenance expenses during 1958 were 2.5 mills per kilowatt 
hour for all energy delivered from the Company’s power pool. Thus, contends 
the Staff, based upon the year 1958 experience, the 3.85 “H” and “J” rate 
would exceed the average Company operating expense by only .04 mill per 
kilowatt hour, and would provide revenues of 0.72 mills per kilowatt hour 
over the Company’s average total production expense. 

The “H” rate revenues considered on the basis of differential above Com- 
pany incremental costs, amount to 50% of the revenue above Company 
incremental cost which would be produced by the “R” and “J” rates. For 
example, at a 70% load factor and 510 hours use per month of the “H” 
firming service, the 1.94 mills per kilowatt-hour above Company increment 
costs (3.85 less 1.91 mills, which was the average fuel cost per kilowatt-hour 
for all energy delivered from the Company’s power pool during 1958), would 
amount to $.99. The “R” capacity deficiency rate is $1.00 per kilowatt month 
for the first 25,000 kw demand. 

Assuming an incremental income tax liability of 52.9%, and using the 1.7 
mills per kilowatt-hour incremental production expense, the 3.85 mill rate 
for “H” energy would provide revenues (after deducting income taxes of 
1.14 mills per kilowatt-hour), of 1.01 mills per kilowatt-hour for all Com- 
pany costs above ‘incremental production expense and income taxes. This 
calculation was developed in the course of cross-examination which the Staff 
contends showed the Company’s claim that the “H” energy rate is 3.41 mills 
per kilowatt-hour, to be erroneous. This contention by the Staff was not 
countered by the Company in its reply brief, although it may be expected 
that Company will continue to press the contention that the 3.85 mill rate must 
be adjusted to give effect to the return of dump energy by Authority in 
settl-ment for the 3.85 mill energy. 

Company and Authority anticipate that the “H” firming service rendered by 
Company under Schedule No. 151 will be supplied during many high load 
hours of week days but generally not exactly at time of the maximum hourly 
loads of the peak period. This is due to the expected scheduling of Au- 
thority’s Pensacola plant at that time. However, if Authority has need of 
“H” firming service during that period it is entitled to, and will receive, such 
service from Company. Witness Lane’s compendium of interchange data 
between Company and Authority for 1957 and 1958 shows Company “H” 
service to Authority during the high load summer and winter months 
(August, December) on both systems in each of the years 1957 and 1958. 
By individual hours much of this service was rendered during weekday hours 
from 8:00 a.m. to 12:00 Noon, and from 1:00 p.m. to 5:00 p.m. 
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Company and Authority do not anticipate that any substantial amount of 
“R” and “J” service will be rendered by Company either prior to the con- 
struction of the proposed enlarged Markham Ferry Project or thereafter. 
During 1958 and up to July 24, 1959 (the close of the record in this pro- 
ceeding), none was rendered. 

Looking at the 3.85 mill rate as an energy charge to be accompanied by a 
separately stated demand charge, Witness Lane’s tabulation reflecting his 
computation of the unit rate that the Company would have to charge for the 
energy output from the power pool transmission system in order to recover 
the power pool cost of service, and related testimony, shows that for Com- 
pany to recover its average energy costs during 1958, would require 5.30 
mills per kilowatt-hour if all the system capacity was sold at $12.00 per 
kilowatt per year. These calculations are based upon Company version of its 
total power pool costs of service. They employ the averages of Company 
beginning-and-end-of-year net investment costs and plant capability. Respec- 
tive amounts for rates of return of 5%-8% are assumed. The varying allow- 
ances for income taxes, depending upon the rate of return, are based upon a 
ratio of Company 1958 net electric department operating revenue to 1958 
Federal and State income tax liability, 40% of operating income for 1958. 
Included within Company’s 1958 income tax liability are amounts for deferred 
taxes—resulting from liberalized depreciation practices of Company under Sec- 
tion 167 of the Internal Revenue Code of 1954 and accelerated amortization 
pursuant to Section 168 of the 1954 Code. Since the Company’s 1958 operat- 
ing experience, and its resulting overall electric department earned rates of 
return do not necessarily accord with the specifically assumed rates of return, 
the amounts for income tax in Witness Lane’s tabulatidu are subject to upward 
or downward adjustment depending upon the difference between the assumed 
return and the actual return for 1958. However, contends the Staff, it is 
evident that if the amount of the income taxes were deducted from the 
demand cost at the 6% return level, the cost would still be in excess of the 
$12.00 per kilowatt year rate. 

In another study entitled “Power Pool Rates at Various Rates of Return” 
the 3.85 mill rate and the “R” capacity deficiency rate are considered in a 
different way. There Company year end plant investment costs in power 
pool facilities and generating capability at year end are substituted for the 
beginning and end of year average balances of both, as was employed in the 
previously described Lane study. Also, this latter study employs a different 
classification of Company power pool costs; variable and constant costs. 
The invariable costs include operating expenses and the constant costs include 
return, taxes, and depreciation. 

This particular type of study including the classification of costs between 
“variable” and “constant” costs was employed by Company representatives at 
the time of negotiating the rates and charges to Authority as provided for 
in Schedule No. 151 along with a number of other forms of analyses in- 
cluding Company’s incremental costs of serving Authority. 

The two Lane studies described briefly above demonstrate that Company’s 
rates for “R” and “J” service are substantially less than Company’s respective 
unit demand and energy costs at the power pool level. One of these studies 
shows also that Company’s 3.85 mill “H” rate exceeds Company operating 
(variable) costs at the power pool level by only .04 of a mill. That 0.4 of a 
mill excess is what remains to cover Company’s other costs—return, taxes, 
and depreciation. 

The Lane studies, in assuming as an alternative an energy charge of 3.85 
mills per kilowatt-hour, in effect, equate that amount as Company’s energy 
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cost per kilowatt-hour delivered from its power pool. Company’s 1958 operat- 
ing expenses, including purchased power costs are shown to have averaged 
3.81 mills per kilowatt-hour. 

Much of the foregoing text has been taken almost bodily from that section 
of the Staff’s brief in this matter which treats this subject. The language 
borrowed, however, is contained in the brief proper, which brief is an outline 
or summary. The “back up data” for the brief is contained in the Ap- 
pendices which are too voluminous for reproduction herein. 

The Examiner has accepted the Companys’ approach to the cost problem 
as reflected in the testimony of the Witnesses Lane and Tonetti and con- 
firmed by the Staff’s analysis. The conclusion to be drawn is simply that 
on the basis of the facts as presented, the Company will not be unjustly or 
excessively compensated as a result of the employment of the formulas and 
rates contained in Schedule 151. 












































4. The justness and reasonableness of a rate generally has no relation- 
ship to the economic status of the ratepayer. Thus, because a proposed 
rate represents a lower price than the price for which the ratepayer 
ean obtain an equivalent commodity or the equivalent service, such 
proposed rate is not thereby established as just and reasonable. However, 
when the rate in question is but one segment of a larger bilateral 
agreement, an analysis of the proposal which takes into account the cost 
to the ratepayer of alternative sources of comparable service, is helpful 
in testing the justness and reasonableness of the rate in question. 


One of the thoughts which has pervaded the contentions made by those 
who are supporting Schedule 151 is that due to the particular circumstances 
in which the Authority has found itself, and because the deal proposed by 
Public Service is the best and most economic arrangement which is available 
to the Authority, the rate should be approved as being “just and reasonable.” 
Such a contention, when given careful analysis, seems to conflict violently 
with one of the basic tenets of the philosophy of enlightened public utility 
rate regulation. That philosophy holds that the economic condition of the 
ratepayer, or of the party who is being required to pay the rate, whether it be 
one of distress or of affluence, has nothing whatever to do with the question 
of whether or not the rate is just and reasonable. Rate levels are to be 
directly related to the cost of performing the service or of supplying the com- 
modity. Any dilution of this approach could be expected to be chaotic in the 
regulatory field in general, for it would make rate regulation a form without 
substance, and a sham. 

Thus, while we may be aware of the unquestionable fact that the critical 
water conditions have created a situation with respect to the Authority’s 
ability to secure the necessary authorization and financing to construct its 
own steam electric generation facilities, and while we may be also aware 
of the fact that due to the rising costs of equipment and fuel, it may be 
more expensive for the Authority to install the thermal facilities to generate 
its own power than it would be for it to purchase it from Public Service, 
these facts may not be allowed to play a determinative role in the conclusion 
as to whether or not the charges contained in Schedule 151 are just and 
reasonable. Legally speaking, if Public Service is able to supply the electric 
power contemplated by this rate schedule at a lower rate than is contained in 
the filed schedule and still achieve a satisfactory return (and, of course, not 
adversely affect the interests of its other customers) that lower rate is the 
only just and reasonable and lawful rate which may be charged by Public 
Service. Any other approach to rate regulation would open the door to abuses 
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which would largely cancel out the benefits which have been derived from 
the employment of established and judicially tested techniques of rate 
regulation. 

The foregoing preliminary statements have been made in order to clearly 
set forth the general proposition that little or no attention should be given 
to the economic status of the ratepayer when a rate schedule is being 
analyzed. However, the general principle may not be applied without quali- 
fication in every set of circumstances. This case appears to be one which 
would justify slight modification of the usual techniques because this is 
actually a transaction between two utility systems, both of which, presumably, 
are able to look out for their own interests and have, presumably, done so. 
It is particularly important in this regard that the participation of the 
Authority in this arrangement has been approved by the Oklahoma Legisla- 
ture and approved by the State Supreme Court. This is not the case of a 
ratepayer who, because of investment in costly equipment for which a supply 
of electric power is indispensable, is in a position where he cannot get along 
without the commodity or the service which is being offered to him through 
this rate schedule except at the risk of financial ruin or economic harm. 
While it looks rather hopeless for the Authority in its present condition to 
obtain the necessary capital to construct its own steam electric facilities and 
to operate completely independently of Public Service, it is expected that before 
the Authority’s system were allowed to collapse or disintegrate, the bond- 
holders would revise their requirements or some sort of governmental inter- 
vention would be required and would be forthcoming in the form of a direct 
grant or some other special type of financial support. It is not believable that 
the people of Oklahoma would allow the Authority to collapse, nor that the 
Federal Government (which, through its agency, the Government Services 
Administration is one of the large bondholders of the Authority) would per- 
mit a large investment such as is represented by the Authority’s facilities, 
to be lost or destroyed in the face of a growing need for more electric 
power resource development to supply the needs of a rapidly expanding 
economy. 

The purpose of rate regulation is closely related to the idea that those who 
sell an essential commodity under governmental protection which virtually 
assures a monopoly should not be permitted to utilize this special privilege 
and the governmental protection to exploit and victimize ultimate consumers. 
This victimizing and exploitation of ultimate consumers may occur unless close 
supervision is given to the activities of organizations whose basic aim is the 
making of profit. It is difficult, indeed, to see how Public Service would 
victimize or exploit the Authority (or its customers) in the circumstances 
presented by this case even if it chose to do so. This does not appear to be 
the kind of situation which requires the same vigilance and supervision as 
might be needed in the typical public utility Vv: ratepayer situation. It must 
be remembered that while the KAMO group have protested at great length 
with respect to various aspects of this agreement, which appear to them to 
be unjust (and hence unlawful) there does not appear in any exhibit or in 
any brief filed by the KAMO group any persuasive example of just how the 
Authority’s customers, in general, or the KAMO group of electric cooperatives, 
in particular, will be affected adversely in an economic sense. While various 
alleged inequities of the agreement have been pointed out, they have not 
been related in any recognizable way to any dollar and cents loss which 
will be experienced by the Authority’s co-op customers. The record herein 
will support the view that it is more likely that the compact here involved 
instead of being a means to exploit or victimize the Authority (and thus the 
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Authority’s customers) actually provides a safe harbor for the Authority and 
its customers. What would appear to have been a very difficult, if not im- 
possible, situation for Authority, i.e, that of being in serious need of addi- 
tional sources of electric energy on a long-term basis and with an unfavorable 
financial record which would make the borrowing of large amounts of neces- 
sary capital at favorable interest rates almost impossible has been alleviated, 
even though Public Service will surely receive great benefits as well. 

Very impressive, also, in assaying this arrangement is the analysis which 
was given to the Coordinating Agreement and the stop-gap Schedule 151 by 
independent engineering consultants employed by the fiscal agents of the 
Authority. These analyses not only satisfied the fiscal agent as to the benefits 
which would flow from this arrangement during future years but also that 
had Schedule 151 been in effect at an earlier date the financial results would 
have been more favorable to Authority than the results actually achieved under 
Schedule 107. 

With these thoughts in mind, it is believed that modulation of the usual 
techniques of rate analysis is justifiable in these particular circumstances. 

5. The question of whether or not Schedule 151 is a completely new agree- 
ment or is a continuation, with certain modifications, of a previous rate 
schedule, seems to be a question without great significance. The Commission 
has been asked to pass upon the justness and reasonableness of Schedule 151, 
and a finding must be made on such schedule on the basis of its own merits. 

One of the mysteries of the proceeding which has not been satisfactorily 
explained is the apparently great significance attached by the Staff to the 
question of whether Schedule 151 is a completely new agreement or whether 
it is merely the continuation of a previously filed rate, i.e., Schedule 107. 
The Staff, in its brief, took great pains to show the relationship between 
Schedules 107 and 151, and undertook a comparison of the two Schedules on 
a line by line or section by section basis. There is no question but that 
many of the provisions of Schedule 151 are either the same or very similar 
to provisions which occurred in Schedule 107. It is true that the original orders 
of the Commission which discussed the filing of Schedule 151 used language 
which might be interpreted as being a conclusion that Schedule 151 is a 
“change” or modification of Schedule 107. 

It is interesting, also, that this position of the Staff is not only at variance 
with the contentions of the KAMO group of interveners, but it is also one of 
the very few points of difference between Public Service and Authority and 
the Staff. 

Serious consideration has been given to the practical need for any finding 
on this subject, and it has been determined that no such need has been 
shown. The justness and reasonableness of Schedule 107 is not in issue 
in this proceeding. The fact that Schedule 107 was permitted to become 
effective without controversy and without modification by the Commission does 
not, in the Examiner’s view, render Schedule 107 as necessarily just and 
reasonable. A rate schedule is presumed to be just and reasonable, and is 
lawful, unless it is challenged and is modified or affected in some appropriate 
manner. The fact that another rate schedule filed by the same filing company 
contains certain similarities of language and certain likenesses in other 
respects does not add any luster to the next rate schedule. As stated by one 
of the briefs of Public Service and the Authority: 


The prior arrangements between the parties were purchase and sale 
agreements not involving true coordination. The arrangements contem- 
plated by Schedule 151 and the Coordinating Agreement provide for 
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coordination and integration of operations in the true sense and, therefore, 
represent, in the opinion of the Company and the Authority, a new deal 
written upon a clean slate. 


In conclusion, with respect to this aspect of the case, it may be said that the 
similarity of the two rate schedules, or their dissimilarity, has played no 
part in the disposition of this matter reflected herein. 

The prohibition of suspension of an “initial” rate as opposed to a “change” 
in rate may have played some part in the use by the Commission in its 
original orders in this matter. However, no issue was raised by the Com- 
pany with respect to the assertion of the Commission’s authority to suspend 
Schedule 151, and now that the proceeding is reaching its conclusion, there 
is no point in dwelling on such a matter. Change or no change, the Com- 
mission’s duty and right to inquire into any aspect of Schedule 151 which 
may relate to its justness and reasonableness, seems beyond question. 


6. The fact that Schedule 151 embodies in whole or in part the essence 
of another agreement, viz. the long-range Coordinating Agreement, does 
not render Schedule 151 impossible to properly analyze or to evaluate, nor 
does the fact that the rate schedule involved herein is in the form of a 
bilateral contract, have any inhibiting effect upon the Commission’s au- 
thority to study and to pass upon the rate. 


There has been some discussion heretofore on the question of whether or 
not the fact that Schedule 151 is tied to, and is a part of another agreement, 
the so-called Coordinating Agreement, has had an effect on the Commsision’s 
power to deal properly with Schedule 151. While it would seem to be true 
that it would be much more convenient if the rate schedule did not involve 
the consideration of another separate agreement which is not legally a proper 
part of a rate schedule and not subject to the Commissions’ jurisdiction, yet 
we are confronted with the fact that these business arrangements have been 
made, and they have been made as the parties desired to make them. There 
is a suggestion by KAMO that since the rate schedule is linked to another 
agreement which is half way in it and half way out of it, the Commission 
has no alternative but to reject the rate schedule as not being presented to 
it in a way in which it can be effectively passed upon. KAMO suggests that 
this is a means by which Public Service may obtain the approval of the Com- 
mission of the Coordinating Agreement, and thus tie its hands for effective 
regulation of this transaction for many years in the future. It is suggested 
that approval of the Coordinating Agreement necessarily constitutes approval 
of the application for amendment of the license for Project No. 2183, which 
proceeding the Commission has steadfastly refused to consolidate with this rate 
case, even though there have been many efforts made to bring this about 
and general agreement by all of the participants that the whole transaction 
is before the Commission, and that any disposition on one aspect must neces- 
sarily be consistent with disposition on any other aspect. 

Also, it has been suggested that by permitting the filing of this rate schedule 
in this form and by permitting references to be made throughout the pro- 
ceeding to the Coordinating Agreement, the Commission is also putting itself 
in the position of passing upon the rates of the Authority in its dealings 
with Public Service in this matter. 

There can be no question but that since the Coordinating Agreement is the 
really significant compact between Public Service and the Authority, and 
because Rate Schedule 151 has been clearly shown to be a temporary or 
stop-gap type of arrangement which is not expected to survive by itself in 
the event of the failure in any important aspect of the Coordinating Agreement, 
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approval of the Rate Schedule does indeed constitute interim approval, at least, 
of the Coordinating Agreement even though there must necessarily be some 
qualifications inherent in such approval. One of the qualifications, for ex- 
ample, would be the matter of the installation at some future undetermined 
time of pump-back units in connection with generation of hydroelectric power 
from the Markham Ferry and Pensacola Projects. The Commission’s approval 
of Schedule 151 and its parent, the Coordinating Agreement, cannot be under- 
stood to be approval of the Coordinating Agreement in all of its aspects. It is 
expected that the Coordinating Agreement shall be filed as a separate rate 
schedule before it becomes fully effective, after the construction of the Mark- 
ham Ferry Project. Thus the Commission may give further consideration 
to the Coordinating Agreement when it is filed as a rate schedule. And, it 
goes without saying, that the Commission’s authority under Section 206 of the 
Federal Power Act to investigate this arrangement fully at any future date 
and to take corrective action, provides important insurance against the per- 
petuation of a burdensome agreement if events should disclose such to be 
the case. 

Nor can the approval of Schedule 151 be regarded as being tantamount to a 
finding by the Commission with respect to the justness and reasonableness of 
the rates to be charged by the Authority for its service and sales to Public 
Service. 

FURTHER FINDINGS AND CONCLUSIONS 


Only the Staff presented a request for the adoption of proposed findings as 
such, and while they are largely repetitive of findings heretofore made, the 
findings requested by the Staff, with some minor exceptions, will be entered 
herein and adopted by the undersigned. These findings are, therefore, ultimate 
findings and are supplemental to those made heretofore. It will be noted 
that in the interests of clarity, some of the Staff’s findings have been 
reworded. 

It will be noted also that one of the Staff’s proposed findings Which is 
reflected herein for the first time discusses the comparison of the rates in 
Schedule 151 with rates applicable to other utilities. The record supports the 
finding on this subject as proposed by the Staff. Only a heretofore well- 
disguised intention to minimize discussion has caused elimination of this and 
several other points covered herein only by ultimate findings. 

One explanation should be made for the benefit of the Staff which has con- 
tended for findings which would require certain clarifications to be made in 
billing procedures and statements of amounts of economy interchange energy 
“which Authority may be entitled to.” The Examiner does not deem it 
advisable to involve this decision with such mechanical matters. The Staff 
has made its criticism known. It is expected that Public Service will make 
such revisions as may be necessary, without command. Likewise, the ques- 
tion of the billing by Public Service under Schedule 151 before it was legally 
permissible is a matter which seems beyond the scope of this proceeding. 

It goes without saying that findings urged by the parties which have not 
been adopted must be-deemed denied. Likewise, the motion by Public Service 
and the Authority to strike the testimony of the Witnesses Burnham and 
Eardley and all of their exhibits which was made during the course of the 
hearing may be deemed denied. The motion had more significance as of the 
time it was made, inasmuch as had it been acted upon at that time, Public 
Service and Authority would have curtailed or eliminated their rebuttal pres- 
entation and would have written less comprehensive briefs. The position of 
the Examiner has been set forth in extenso on this subject. While the Com- 
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mission is not empowered to rewrite any contract for these parties nor to 
prescribe contract terms, if contracts involving rates are so written as to 
produce unlawful and unreasonable rates, a rate schedule containing such rates 
could and should be rejected. Such rejection could have the result of bringing 
about a rewriting of the contract, and result in a new deal between the parties. 
But this is not rewriting. Thus it is that while the Burnham and Eardley 
exhibits and testimony have failed in the weighing process employed by the 
Examiner, such failure is not attributable to lack of relevance or materiality. 

(1) Public Service Company of Oklahoma, a corporation organized and 
existing pursuant to the laws of the State of Oklahoma, is a “public utility” 
as defined by the Federal Power Act by reason of its ownership or operation 
of facilities for the transmission and for the sale to Grand River Dam Au- 
thority of electric energy for resale, which energy is generated at points out- 
side of the State of Oklahoma and consumed at points within that State. 

(2) The Company, in effecting the classes of sales of electric energy to 
Authority for resale, and the transmission service to Authority, as provided 
for under Company’s Rate Schedule FPC No. 151, transmits and sells electric 
energy at wholesale in interstate commerce for resale, all within the meaning 
of the Federal Power Act. 

(3) The Company’s facilities have been shown to be adequate and suffi- 
cient to permit it to make the sales for resale and transmission service 
which it seeks to provide to Authority under Rate Schedule FPC No. 151. 

(4) The respective rates and charges for “H” service; “R” and “J” service; 
economy interchange energy service; standby or emergency service; and 
transmission or wheeling service under Rate Schedule FPC No. 151 have been 
shown to be such as to provide revenues not in excess of Company’s costs of 
rendering such sales or services and generally compatible with the cost of 
service and net investment rate making principles heretofore employed by 
this Commission. 

(5) The rates and charges as referred to in paragraph (4) have been 
satisfactorily shown to be such as will not result in a burden being placed 
upon Company’s other customers by reason of Company’s sales and services 
to Authority at such rates and charges. 

(6) The “R” and “J” electric service and economy interchange energy 
service of Company to Authority are classes of service provided under Rate 
Schedule FPC No. 151 generally comparable by class of service, to other 
sales or services of Company to others than Authority. 

With respect to the “R” and “J” service (1) Company’s costs of rendering 
that service have not been shown to be substantially different from Com- 
pany’s costs of serving Southwestern Electric, service to Southwestern Electric 
being the only service comparable to Company’s “R” and “J” service to 
Authority for which Company has a complete rate schedule currently on file 
with this Commission; (2) the slightly higher rate level for Company’s service 
to Southwestern Electric over the level of the “R” and “J” rates to Authority 
has been satisfactorily shown not to result in a situation of Company’s service 
being forced to provide revenues in excess of Company’s cost of rendering such 
service; and (3) this differential in rate level has been satisfactorily shown 
not to result in a situation where the ultimate consumers connected with 
Company’s service to Southwestern Electric will be placed at a competitive 
disadvantage as compared to ultimate consumers connected with Company’s 
“R” and “J” service to Authority. Accordingly, the above difference in rate 
level between Company’s “R” and “J” service to Authority and its service 
to Southwestern Electric does not, of itself make the “R” and “J” rates to 
Authority unduly discriminatory against Southwestern Electric or preferential 
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to Authority, or ultimate consumers respectively affected. With respect to 
Company’s economy interchange energy service to Authority, Company’s rates 
therefor are based upon the same billing determinates as Company’s rates for 
similar service to West Texas, i.e., split-the-savings rate. The application of 
this type of rate will produce revenues above Company’s incremental costs 
of rendering the particular service concerned. Also, the differing incremental 
costs associated with Company’s economy interchange energy services to Au- 
thority and West Texas have been satisfactorily explained and shown not, 
of themselves, to result in any undue discrimination or preference as between 
Company’s economy interchange energy service to Authority and West Texas, 
or ultimate consumers, respectively, affected. 

(7) The rates, and charges for the sales or services as referred to in 
paragraph (4) have been shown to be just, reasonable and not unduly dis- 
criminatory, or preferential or otherwise unlawful within the meaning of the 
Federal Power Act. 

ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission, pursuant to 
its Rules of Practice and Procedure that: 
The proceeding in this docket, as contemplated by the Commission’s order 
issued April 17, 1958 (19 FPC 554) be and the same is hereby terminated. 
Wr11amM J. CosTELLo 
Presiding Examiner 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP61-178 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 10, 1961) 


On December 28, 1960, Cities Service Gas Company (Applicant), First Na- 
tional Building, Oklahoma City, Oklahoma, filed Docket No. CP61-178 an appli- 
cation pursuant to Section 7(c) of the Natural Gas Act for a certificate of 
public convenience and necessity authorizing the construction and operation of 
miscellaneous meter and regulator equipment and field facilities to enable 
Applicant to take into its certificated main pipeline system natural gas which 
will be purchased from producers thereof in the general area of its existing 
transmission system from time to time during the calendar year 1961 at a total 
cost not to exceed $3,000,000, with no single project to exceed a cost of $500,000, 
all as more fully set forth in the application. 

The purpose of this budget-type proposal is to augment Applicant’s ability to 
act with reasonable dispatch in securing by contract and connecting to its 
pipeline system new supplies of natural gas in various areas generally co- 
extensive with said system. 

Applicant proposes to finance the subject facilities from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
on March 28, 1961, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
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render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 





(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of December 28, 1943, in Docket No. G—298 
(4 FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation thereof by Applicant are sub- 
ject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission there- 
under. 

(4) The construction and operation of the facilities to take natural gas 
purchased from producers thereof during the calendar year 1961 as pro- 
posed by Applicant are required by the public convenience and necessity and a 
certificate therefor should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, 
a statement under oath showing, by projects: (a) names of fields con- 
nected, (b) estimates of gas supplies attached, (c) a description of the 
project or projects constructed pursuant to the authorization granted here- 
inafter, (d) the location of said project or projects, (e) the costs of the 
facilities so constructed, and (f) the names of the independent producers 
involved, together with the respective dates of the gas sales contracts and 
the docket numbers of the related producer certificate applications. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate hereinafter granted to Applicant and 
to the exercise of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities au- 
thorized to be constructed hereunder should be limited to $3,000,000, with 
no single project to exceed a cost of $500,000. 

(8) A request during the public hearing by staff counsel for omission 
of the intermediate decision procedure herein was unopposed by any party 
of record and, not having been denied by the Commission, is granted pur- 
suant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission orders: 



























(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Cities Service Gas Company to construct and op- 
erate the proposed facilities to take natural gas purchased from producers 
thereof during the calendar year 1961, all as more fully described in the 
application in this proceeding, upon the terms and conditions of this order. 
(B) Applicant shall submit, on or before March 1, 1962, a statement under 
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oath showing, by projects: (a) names of fields connected, (b) estimates of 
gas supplies attached, (c) a description of the project or projects constructed 
pursuant to the authorization granted in paragraph (A) above, (d) the 
location of said project or projects, (e) the costs of the facilities so con- 
structed, and (f) the names of the independent producers involved, to- 
gether with the respective dates of the gas sales contracts and the docket 
numbers of the related producer certificate applications. 

(C) The general terms and conditions set forth in paragraphs (a) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificates granted in paragraph 
(A) above and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited 
to construction during the calendar year 1961, and the total expenditures 
for facilities to be constructed hereunder are hereby limited to $3,000,000, 
with no single project to exceed a cost of $500,000. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP61-195 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 10, 1961) 


On January 23, 1961, Cities Service Gas Company (Applicant), First 
National Building, Oklahoma City, Oklahoma, filed in Docket No. CP61-—195 an 
application pursuant to Section 7(c) of the Natural Gas Act for a certificate 
of public convenience and necessity authorizing the construction and opera- 
tion of minor, budget-type natural gas transmission facilities during the 
calendar year 1961 to enable Applicant to make miscellaneous temporary and 
permanent direct sales of natural gas from its existing pipeline system, all 
as more fully set forth in the application. 

The total cost of the facilities for which authorization is sought is esti- 
mated at $82,500, with no individual project to exceed a cost of $6,000, to 
be paid out of treasury cash. 

Applicant estimates that it will have approximately 15 requests for 
temporary sales in 1961, mostly from road construction contractors, each 
request involving an estimated average of 35,000 Mcf of natural gas annually, 
and averaging a cost of $2,500 per installation. 

Also, Applicant anticipates approximately 30 requests for direct sales to 
consumers on a permanent basis during 1961, each request involving an 
average of approximately 52,000 Mcf of natural gas annually, and averaging 
a cost of approximately $1,500 per installation. 

The estimated total volume of natural gas involved under this application 
for a maximum of 45 customers is 2,085,000 Mef, all fully interruptible, with 
minor exceptions, which volume will not seriously affect Applicant’s gas re- 
serves or service to existing customers. 

Pursuant to due notice, a public hearing was held on March 28, 1961, in 
Washington, D.C., respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
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of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.30(c) (1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of December 28, 1943, in Docket No. 
G-298 (4 FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation 
and delivery of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and the construction and operation thereof, by Applicant 
are subject to the requirements of Subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(3) The construction during the calendar year 1961 and operation of the 
facilities and the delivery of natural gas as proposed by Applicant are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing to do the acts and to perform the services 
proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(5) The authorization granted hereinafter should be limited to construc- 
tion during the calendar year 1961, and the total expenditures for facilities 
authorized to be constructed should not exceed $82,500, with no single project 
to exceed a cost of $6,000. Further, this authorization should limit sales 
to not more than 15 direct industrial customers on a temporary basis, and 
not more than 30 new direct industrial customers on a permanent basis, 
with the total volume of natural gas involved under this application not to 
exceed 2,085,000 Mcf per year. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant and to the exercise 
of the rights granted thereunder. 

(7) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit on or before March 1, 1962, 
a statement under oath showing pertinent details of the construction of 
facilities authorized hereinafter, including names and locations of customers, 
facilities installed for each customer, actual final cost of each project, annual 
volumes of gas expected to be delivered to each customer, expected dates of 
termination of service to temporary customers and expected annual revenues 
from each customer. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Cities Service Gas Company to construct and 
operate natural gas facilities for the purposes stated, as hereinbefore de- 
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scribed and as more fully described in the application in this proceeding, upon 
the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act shall attach to the certificate issued in paragraph (A) above and to 
the exercise of the rights granted thereunder. 

(C) The authorization granted in paragraph (A) above is hereby limited 
to construction during the calendar year 1961, and the total expenditures for 
facilities authorized to be constructed shall not exceed $82,500, with no 
single project to exceed a cost of $6,000. Further, sales of natural gas under 
this authorization shall be limited to not more than 15 direct industrial cus- 
tomers on a temporary basis, and not more than 30 new direct industrial 
customers on a permanent basis, with the total volume of natural gas involved 
under this application not to exceed 2,085,000 Mcf per year. 

(D) Applicant herein shall submit on or before March 1, 1962, a statement 
under oath showing pertinent details of the construction of facilities author- 
ized in paragraph (A) above, including names and locations of customers, 
facilities installed for each customer, actual final cost of each project, annual 
volumes of gas expected to be delivered to each customer, expected dates of 
termination of service to temporary customers and expected annual revenues 
from each customer. 

(E) The authorization granted herein shall not be interpreted to imply 
any change in the limitations imposed in the Commission’s order issued 
December 27, 1960, in Docket No. CP60-32. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HOUSTON TEXAS GAS AND OIL CORPORATION, DOCKET NO. CP61-94 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 10, 1961) 


On September 28, 1960, Houston Texas Gas and Oil Corporation (Houston 
Texas) filed in Docket No. CP61-94 an application pursuant to Section 7 (c) 
of the Natural Gas Act for a certificate of public convenience and necessity 
authorizing the construction and operation of a positive displacement meter 
in its existing metering station near Auburndale, Florida, all as more fully 
set forth in the application. 

The proposed facilities will be used to make sales of natural gas for resale 
to Central Florida Gas Corporation (Central Florida), an existing customer. 
The sales to be made through the facilities amount to an average of 250 
therms (25 Mcf) per day and 90,000 therms (9,000 Mcf) per year. Houston 
Texas’ estimated cost of construction will be $2,200 which will be financed 
from current funds. ~ 

Pursuant to due notice, public hearing was held in Washington, D.C., on 
March 21, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the 





714 FEDERAL POWER COMMISSION 


Commission render a decision herein pursuant to Section 1.30 (c) (1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Houston Texas Gas and Oil Corporation, a Delaware corpora- 
tion having its principal place of business in St. Petersburg, Florida, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as 
heretofore found by the Commission in its order of December 28, 1956, in 
Docket No. G-9262 (16 FPC 118). 

(2) The facilities proposed to be constructed and operated by Applicant, 
as hereinbefore described and as more fully described in the application 
herein, are to be used in the transportation and sale for resale of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission and 
the construction and operation thereof by Applicant are subject to the re- 
quirements of Subsection (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities as proposed by Appli- 
cant are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (8) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in para- 
graph (3) above and to the exercise of the rights granted thereunder, and 
that the time within which the construction of the facilities authorized by 
the order should be completed and placed in actual operation should be fixed 
at six months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Houston Texas Gas and Oil Corporation to con- 
struct and operate the facilities hereinbefore described, as more fully described 
in the application and exhibits in this proceeding, for the transportation and 
sale of natural gas for resale as therein set forth, subject to the jurisdiction 
of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3) (4), and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
is hereby fixed at six months from the date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-125 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 10, 1961) 


On October 24, 1960, Southern Natural Gas Company (Applicant) filed an 
application, as supplemented December 19, 1960, and January 23, 1961, in 
Docket No. CP61-125, pursuant to Section 7 (c) of the Natural Gas Act, for 
a certificate of public convenience and necessity seeking authorization to 
acquire and operate 5.832 miles of the 10-inch Gadsen, Alabama, branch line 
now owned and operated by Alabama Gas Corporation (Alabama), which 
purchases gas from Applicant for distribution in Gadsden. 

The purchase and sale of the pipeline is to be made under an agreement 
dated May 31, 1960, as amended on July 5, and July 29, 1960. Said agreement 
as amended, also provides for the sale by Applicant to Alabama of Applicant’s 
old Gadsden meter station site upon which there are no facilities. 

The 5.832 mile portion of the 10-inch Gadsden branch line, now owned by 
Alabama, lies upstream from Applicant’s present Gadsden town border station 
and parallels an existing 12-inch lateral owned and operated by Applicant, 
which lateral also extends to the town border station serving Gadsden. The 
purchase of this branch line from Alabama will enable Applicant to have sole 
and complete control of the gas up to the point of metering, and will give 
Applicant sole responsibility for the maintenance and operation of the facilities 
up to that point. 

Applicant proposes to pay Alabama the depreciated original cost of the 10- 
inch line as of the date of closing, estimated at $18,054 as of May 31, 1960. 
In addition, Applicant proposes to pay Alabama $7,504 for the actual costs 
incurred for installing certain new piping at road crossings incident to altera- 
tion of the line in connection with a highway project being built in that 
vicinity. These costs will be defrayed from cash on hand. Southern will 
receive $700 from Alabama for the old Gadsden meter station site. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 3, 1961, respecting the matters involved in and the issues presented by 
the application, as supplemented, herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a decision herein pursuant to Section 1.30 (c) (1) 
of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Southern Natural Gas Company, a Delaware corporation, 
having its principal place of business in Birmingham, Alabama, is a “natural- 
gas company” within- the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of October 6, 1942, in Docket No. G—296 
(3 FPC 822). 
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(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are proposed to be used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and the acquisition and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed acquisition and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant and to the 
exercise of the rights granted thereunder, and that the time within which 
the facilities authorized by this order shall be acquired and in actual opera- 
tion should be fixed at six months from the date on which this order issues. 

(6) The certificate hereinafter ordered should be conditioned to require 
Applicant to account for the $18,054.34, estimated acquisition cost of the lateral 
pipeline, by clearing the transaction through Account 102 (old 391) by 
charge of $80,241.52 to Account 101 (old 100.1) and credit $62,187.18 to new 
Account 108 (old 250.11). Southern has stated it is agreeable to this 
condition. 

(7) A request during the public hearing by staff counsel for omission of 


the intermediate decision procedure herein was unopposed by any party of 
record, and not having been denied by the Commission is granted pursuant to 
Section 1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Southern Natural Gas Company, Applicant to acquire 
and operate the facilities hereinbefore described, all as more fully described 
in the application, as supplemented upon the terms and condition of this 
order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ad) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be ac- 
quired and in actual operation, as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at six months from the time on which this order issues. 

(D) The certificate hereinbefore granted shall be condition so as to require 
Applicant to account for the $18,054.34 estimated acquisition cost of the lateral 
pipeline, by clearing the transaction through Account 102 (old 391) by 
charge $80,241.52 to Account 101 (old 100.1) and credit of $62,187.18 to new 
Account 108 (old 250.11). 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TENNESSEE NATURAL GAS LINES, INC., DOCKET NO. CP61-197 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 10, 1961) 


On January 23, 1961, Tennessee Natural Gas Lines, Inc. (Applicant) filed 
an application, as supplemented on February 6, 1961, in Docket No. CP61-197, 
pursuant to Section 7 (c) of the Natural Gas Act, for a certificate of public 
convenience and necessity seeking authorization to increase previously au- 
thorized direct interruptible natural gas service to the Nashville Glass Plant 
of the Ford Motor Company (Ford) from 10,500 Mcf per day to 20,800 Mcf 
per day. 

Applicant states that Ford is presently constructing an addition to its glass 
plant located near Nashville, Tennessee, and that such addition will in- 
crease Ford’s natural gas requirements which presently are a maximum daily 
quantity of 3,000 Mcf of firm gas service? and a maximum daily quantity of 
10,500 Mcf of interruptible gas service.* The additional gas involved in the 
subject application will be for process use in plate glass furnaces, for heating 
and for process steam generation. 

It appears that Applicant has sufficient gas available under its contract 
with its sole supplier, Tennessee Gas Transmission Company, to enable it to 
deliver the additional interruptible gas to Ford. 

No additional investment is required since delivery will be made by means 
of an existing delivery point located near Nashville, Tennessee. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
March 30, 1961, respecting the matters involved in and the issued presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 130 (c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Tennessee Natural Gas Lines, Inc., a Tennessee corporation, having 
its principal place of business at Nashville, Tennessee, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of January 2, 1946, in Docket No. G-—575 
(4 FPC 1127). 

(2) The increased transportation and delivery of natural gas hereinbefore 
described, as more fully described in the application in this proceeding, are 
subject to the requirements of Subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The increased transportation and delivery of natural gas by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 


2 Authorized in Docket No. 19302. 
2 Authorized in Docket No. G-9696. 
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(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b) (c)3 and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant and to the 
exercise of the rights granted thereunder, and that the time within which 
the increased delivery and transportation shall commence shall be 3 months 
from the date on which this order issues. 

(6) The volumes of interruptible natural gas to be transported and delivered 
by Applicant to Ford should be limited to a total maximum of 20,800 Mcf 
per day. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record, and not having been denied by the Commission is granted pursuant 
to Section 1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Tennessee Natural Gas Lines, Inc., to 
deliver and transport interruptible natural gas as hereinbefore described, all 
as more fully described in the application herein, upon the terms and condi- 
tions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c)(3) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The maximum volume of interruptible natural gas which may be de- 
livered and transported by Applicant to Ford shall be not more than 20,800 
Mcf per day. 

(D) The increased delivery and transportation hereby authorized shall com- 
mence as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 3 months from the date on which 
this order issues. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HOME GAS COMPANY, DOCKET NO. G—20511 


ORDER CONDITIONALLY APPROVING RATE SETTLEMENT AGREEMENT, 
PRESCRIBING REFUNDS, AND TERMINATING PROCEEDING 


(Issued April 11, 1961) 


On February 17, 1961, Home Gas Company (Home), an affiliate in the 
Columbia Gas System, Inc., filed a motion requesting that the Commission 
issue an order approving a proposed settlement agreement, prescribing re- 
funds, and terminating the above-captioned proceeding. The proposed settle- 
ment agreement (attached hereto as Exhibit I) was executed by Home and 
all six of Home’s jurisdictional customers following a field investigation by 
the Commission staff of Home’s books and records and following conferences 
between Home, its wholesale customers, other interveners, and members of the 
Commission staff. No intervener has objected to the agreement. 

The settlement agreement provides for (1) reduced rates effective as of 
April 5, 1960, the date the increased rates originally proposed herein became 
effective subject to refund; (2) refunds reflecting the reduction in rates; (3) 
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further rate reductions and refunds on a commodity basis to the extent that 
The Manufacturers Light and Heat Company (Manufacturers) reduces its 
rates and makes refunds to Home in the proceeding in Docket No. G—20510; 
and (4) still further rate reductions and associated refunds; if any, to the 
extent and in the same manner as Home’s suppliers reduce rates and make 
refunds to Home for the period commencing April 5, 1960. 

Upon review of the proposed agreement and the studies in support thereof, 
we approve the settlement with one exception. Home would take the recent 
reduction in Manufacturers’ demand and commodity rates and the associated 
refunds, but would apply it entirely to a reduction in Home’s commodity 
rate with a commodity refund. This treatment appears inequitable especially 
because Home’s demand charge under the settlement is already higher than 
warranted by Atlantic Seaboard methods of rate tilt. We are therefore con- 
ditioning our approval of the proposed settlement to require Home to make all 


its rate reductions and refunds in the same manner as its suppliers reduce 
rates and make refunds to Home. 


The Commission finds: 


(1) The settlement of the proceedings in Docket No. G—20511 on the basis 
of the rate settlement agreement submitted by Home, as hereinafter modified, 
is reasonable, proper and in the public interest in carrying out the provisions 
of the Natural Gas Act, and should be approved and made effective subject 
to the terms and conditions hereinafter provided and ordered. 

(2) The rates and charges contained in Home’s revised tariff sheets tendered 
for filing on December 2, 1959, in this proceeding are not just, reasonable or 
lawful under the terms and provisions of the Natural Gas Act, and should 
be disallowed and denied as hereinafter provided and ordered. 

(3) Good cause exists for terminating this proceeding, subject to the con- 
ditions hereinatfer specified. 


The Commission orders: 


(A) The increased rates and charges tendered for filing by Home on 
December 2, 1959, hereby are disallowed and denied. 

(B) The settlement of these proceedings as proposed in the rate settlement 
agreement discussed above, subject to the terms and conditions hereinafter 
specified, is approved and made effective. 

(C) In the event that Home receives a refund from its suppliers of monies 
paid or payable for gas delivered on and after April 5, 1960, Home shall 
refund to its wholesale customers the appropriately allocable share of such 
refunds, together with interest received, in the same manner as such sup- 
pliers’ refunds are made. 

(D) If as a result of final determination in any of the rate proceedings of 
Home’s suppliers, those suppliers file rates and charges reducing those now 
reflected in the cost-of-service attached hereto as Appendix “A” to Exhibit 
I,* then Home shall adjust those costs-of-service and compute appropriate 
reductions in its rates in the same manner as such suppliers’ rate reductions 
are made. 

(E) Within 15 days after the making of any refund as provided herein, 
Home shall report to the Commission, in writing and under oath, the amount 
of refund made to each of its customers, showing separately the amount of 
principal and interest so paid, the billing determinants or other bases used 
for such determination, and shall serve a copy of such report upon each of the 
customers receiving a refund. Concurrently therewith, Home shall file with 


* Pxhibit I, omitted in printing. 
693—489—_64——_48 
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respect to such refunds releases from its jurisdictional customers showing 
receipt of the principal and interest in conformity to the rate settlement 
agreement as hereby modified and approved. 

(F) Home shall, over the signature of a responsible officer, file with the 
Commission, within 30 days from the date of issuance of this order, in 
writing and under oath, an original and one copy of its acceptance of the 
terms and conditions of this order. 

(G) Upon full compliance by Home with all the terms and provisions of 
this order and of the rate setlement agreeemnt hereby modified and approved, 
this proceeding shall be deemed terminated. 

(H) This order is without prejudice to any findings or orders which 
have been or may be made hereafter by the Commission, and is without 
prejudice to any claims or contentions which may be made by the Commission, 
Home, the Commission staff or any affected party herein, in any proceedings 
now pending or hereafter instituted by or against Home or any other 
companies, persons or parties affected by this order. 

Commissioner Kline dissenting for the reasons set forth in his statement 
accompanying the order issued March 30, 1961, in Docket No. G—20510, The 
Manufacturers Light and Heat Company, 25 FPC 595 at 600. 


CoMPARISON OF Cost oF SrervicE BAseD on 6% PeRcENT Rate or RETURN 
Wits RevENvES FoR TWELVE Montus Enpina Marcu 31, 1960 


Particulars Total as 

Cost of service: adjusted 
Production and other gas supply $9, 218, 036 
Underground storage 1, 681, 825 
Transmission 2, 159, 266 


Subtotal 13, 059, 127 
Regulatory commission expense 5, 000 


Total staff cost of service 13, 064, 127 
Revenue at filed G-20511 rates 13, 375, 700 


Annual excess 311, 573 


Staff’s net rate base 17, 510, 009 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ATLANTIC SEABOARD CORPORATION AND TRANSCONTINENTAL GAS 
PIPE LINE CORPORATION, DOCKET NO. CP61-105 


ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued April 12, 1961) 


This proceeding arose out of a joint application filed by Atlantic Seaboard 
Corporation (Seaboard) and Transcontinental Gas Pipe Line Corporation 
(Transco) for a certificate of public convenience and necessity pursuant to 
Section 7 of the Natural Gas Act authorizing the joint applicants to construct 
and operate the facilities necessary to effectuate an emergency interconnection 
of facilities between their pipeline systems. 
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Seaboard and Transco propose, through the construction and operation of 
approximately %oths of a mile of 10%-inch pipeline with necessary measuring 
and regulating equipment by Seaboard and a 12-inch tap by Transco, to 
provide an additional interconnection between their respective pipeline systems 
for the emergency exchange of natural gas1 The estimated cost of con- 
struction tu Seaboard would be $34,100, and Transco $8,600.2 

A public hearing in the proceeding was commenced on January 10, 1961, 
but was recessed by the presiding examiner on that date until January 24, 
1961, pending action by the Commission on a petition for leave to intervene 
which had been filed by Lynchburg Gas Company (Lynchburg) on January 3, 
1961. 

Lynchburg was permitted to intervene by order of the Commission issued 
January 23, 1961 and it fully participated in the hearing held on January 24 
and 25, 1961. 

By our order issued on February 7, 1961, we granted the motion made on 
the record during the course of the hearing by counsel for Seaboard for 
omission of the intermediate decision procedure. The motion had been con- 
curred in by all parties other than Lynchburg. 

Proposed findings and conclusions or briefs have been filed by all parties 
and the proceeding is now before us for decision. 

No party to the proceeding objects to the issuance of the certificate of public 
convenience and necessity sought by the joint applicants, Seaboard and 
Transcontinental. In its proposed findings and conclusions, however, Lynch- 
burg proposes that the Commission find, among other things, as follows: 


(4) The proposed exchange of natural gas is required by a limited 
public convenience and necessity’ and a certificate therefor should be 
issued as hereinafter conditioned. (Page 2) 

* * . ™ . = © 

(6) The over-all public convenience and necessity require that the cost 
of construction of the facilities necessary to establish physical connection 
between Atlantic Seaboard Corporation and Transcontinental Gas Pipe 
Line be borne either by Baltimore Gas and Electric Company, the bene- 
ficiary of the service to be rendered, or be absorbed by Atlantic Seaboard 
Corporation, but in no case shall said costs be included in the cost of 
service of Atlantic Seaboard Corporation. (Page 3) 


Lynchburg’s request for a condition with respect to the “cost of construction 
of the facilities” is premised on the assumption that Baltimore Gas and Electric 
Company would be the sole beneficiary of the proposed emergency intercon- 
nection and therefore should bear the cost thereof. While it is true that the 
record indicates that the suggestion for the establishment of the emergency 
interconnection may have come from Baltimore Gas and Dlectric Company, 
the record also clearly shows that the emergency interconnection would also 
be of potential benefit to other customers of Seaboard as well as to Transco. 
The record clearly indicates that gas could flow in a northeasterly or south- 
westerly direction to meet the requirements of Seaboard’s customers. This 
statement is unrefuted by any other testimony in the record. The record 
also reveals that dependent on the location and magnitude of the interruption 
the exchange gas could also be transported to Manufacturers Light and Heat 
Company and Washington Gas Light Company either directly or by displace- 
ment depending on the conditions. Further the record shows that the pro- 


1This would be the fifth such interconnection between the systems of the two 
companies. 
2 Seaboard would reimburse Transco for its costs. 
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posed interconnection will be the most easterly of the exchange points with 
Seaboard and closest to Transco’s major New York-New Jersey-Philadelphia 
market area. Lynchburg tries to minimize the benefit of the interconnection 
to Transco by stating, as the record shows, that Seaboard’s pipeline system 
at the point of interconnection is operated at only 400 pounds average pres- 
sure compared to Transco’s pipeline system average pressure of 700 pounds at 
this same point. From this Lynchburg deduces that Seaboard would never 
be able to get gas into Transco’s system. This is a non sequitur for in the 
event of an outage below the point of interconnection Transco could and 
undoubtedly would operate its system so as to enable it to get maximum 
volumes of gas at the pressure available on the Seaboard system. While the 
volumes of deliveries which would be received may be less than ordinarily 
available, it has been the practice of the industry to maintain to the fullest 
extent feasible service to markets. 

This fact is recognized partially by Lynchburg in its proposed findings and 
conclusions when it states: 


Lynchburg is aware of the efficacy of interconnections between major 
pipelines where appropriate to insure continuity of service on the re- 
spective systems. (Page 3) 


In order to make emergency interconnections efficacious it would be neces- 
sary that pipeline systems be operated at uniform average pressures which is 
not the practice of the industry. Further, the record is replete with reference 
to the utilization of emergency interconnections and exchanges of gas between 
Seaboard and Transco, which testimony was adduced at the insistence of 
counsel for Lynchburg. Yet no question was raised by Lynchburg’s counsel 
with respect to pressure differences or variances. 

We are of the opinion that the question of the allocation of the costs of 
the construction of the proposed emergency interconnection need not be decided 
in this certificate proceeding. It may be more properly considered in any 
future rate proceeding involving Seaboard. In this connection see Examiner’s 
Decision in Atlantic Seaboard Corporation, Docket No. G—20091, issued 
August 25, 1960; adopted by Commission by order issued September 16, 1960, 
24 FPC 474. 

In our opinion the record clearly supports a finding that the present or 
future public convenience and necessity requires the construction and opera- 
tion of the emergency interconnection and the exchange of natural gas by 
the joint applicants, Seaboard and Transco. 


The Commission further finds: 


(1) Transcontinental Gas Pipe Line Corporation, a Delaware corporation, 
having its principal place of business in Houston, Texas, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission, 20 FPC 264, 284. 

(2) Atlantic Seaboard Corporation, a Delaware corporation, having its 
principal place of business at Charleston, West Virginia, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission, 14 FPC 692-693. 

(3) The proposed facilities as above described, are to be used for the 
transportation of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, during emergencies and at other times to enable 
maintenance of adequate service. 

(4) The construction and operation of the proposed facilities and exchange 
and delivery of natural gas between Applicants as hereinbefore described 
and as more fully described in the joint application in this proceeding are 
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subject to the requirements of Subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(5) The aforesaid proposed construction, exchange and delivery of natural 
gas between Applicants herein are required by the public convenience and 
necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(6) Applicants, Transco and Seaboard are able and willing properly to 
do the acts and to perform the services proposed and to conform to the 
provisions of the Natural Gas Act and the requirements, rules and regulations 
of the Commission thereunder. 

(7) Lynchburg’s request that any certificate issued to Seaboard and Transco 
be conditioned so as to require Baltimore Gas and Electric Company to bear 
the cost of construction of the facilities or to require Seaboard to absorb 
such cost should be denied. 

(8) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (1), (e) (38), (e 
(4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act (18 CFR 157.20) should apply to the certificate issued 
hereinafter and to the exercise of the rights granted thereunder. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued to the Applicants authorizing the construction and operation of 
the natural gas facilities hereinbefore described, all as more fully described 
in the joint application and exhibits in this proceeding, for the exchange of 
natural gas in interstate commerce during emergencies and at such other 
times as hereinbefore described upon the terms and conditions of this order. 

(B) Lynchburg’s request that any certificate issued in this proceeding be 
conditioned as it requests be and it is hereby denied. 

(C) The general terms and conditions set forth in paragraphs (a), (c) (1), 
(c) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s General 
Rules and Regulations are attached to the issuance of the certificate granted 
herein and to the exercise of the rights thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at six (6) months from the date on which this order issues. 

(E) The delivery and exchange of natural gas shall be made only at such 
times when such delivery and exchange will not impair the ability of the 
Applicants to maintain adequate service to their respective customers. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


DUKE POWER COMPANY, DOCKET NO. E-6982 


ORDER AUTHORIZING ISSUANCE OF COMMON STOCK 
(Issued April 12, 1961) 


Duke Power Company (Applicant), incorporated under the laws of the State 
of New Jersey and qualified to do business as a foreign corporation in the 
States of North Carolina and South Carolina, with its principal place of 
business at Charlotte, North Carolina, filed an application on February 24, 
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1961, as supplemented and amended on March 22 and March 381, 1961, for 
an order, pursuant to Section 204 of the Federal Power Act, authorizing the 
issuance of a maximum of 368,000 shares of Common Stock without par value. 

Applicant proposes to offer the 368,000 new shares of Common Stock to its 
Common Stockholders for subscription by them in accordance with the fol- 
lowing Right to Subscribe and Additional Subscription Privilege: Each 
Common Stockholder will have the Right to Subscribe for the new shares of 
Common Stock on the basis of one new share for each thirty shares of out- 
standing Common Stock held of record as of the close of business on April 24, 
1961, at the subscription price of $45 per share. Each Common Stockholder 
will be entitled to an Additional Subscription Privilege pursuant to which 
he may subscribe, at the above-mentioned subscription price, for any number 
of such of the new shares of Common Stock offered to Stockholders as are 
not subscribed for through exercise of the Right to Subscribe, subject to allot- 
ment as hereinafter set forth. The Additional Subscription Privilege may not 
be exercised unless the Right to Subscribe is also exercised. If the shares 
available after acceptance of all subscriptions under the Right to Subscribe are 
not sufficient to satisfy all subscriptions pursuant to the Additional Subscrip- 
tion Privilege, the available shares will be allotted to the extent practicable 
among those who exercised the Additional Subscription Privilege propor- 
tionately to the Rights to Subscribe which they have exercised (not propor- 
tionately to the number of shares subscribed for under the Additional Sub- 
scription Privilege). In the event that, after allotment on such basis, there 
shall remain unallotted shares, successive allotments on the same basis will 
be made until none of the new shares remains unallotted or until all sub- 
scriptions have been filled, whichever first occurs. 

The Right to Subscribe and the Additional Subscription Privilege will be 
evidenced by a transferable subscription warrant to be issued to each Common 
Stockholder entitled thereto and may be exercised only for full shares of 
Common Stock. Any Common Stockholder may assign or sell some or all of 
the rights representing his Right to Subscribe and he may also buy rights 
needed to subscribe for one or more full shares. It is anticipated that the 
warrants will be mailed by Applicant to its Common Stockholders on April 25, 
1961. The warrants will expire on May 15, 1961. 

The new Common Stock, on receipt by Applicant of the consideration for 
the sale thereof, will be credited to Applicant’s Common Capital Stock Ac- 
count at $45 per share. 

The application states that the proposed issuance of Common Stock will not 
be underwritten. 

The proceeds to be obtained from the proposed issuance of Common Stock, 
expected to be in the net amount of $16,482,170, will be applied to the payment 
of short-term Promissory Notes heretofore or hereafter issued by Applicant 
to finance part of its 1960-1961 construction program.* Expenditures made 
under that program between August 31, 1960 and January 31, 1961, totaled 
$29,935,000 and estimated expenditures to be made under that program from 
February 1, 1961 to June 30, 1961, inclusive, total $25,600,000. Items for 
the February-June 1961 period include $3,575,000 and $5,244,000, respectively, 
for new production units at the Allen Steam Plant and the Cowans Ford 
Hydroelectric Development, respectively ; $1.585.000 for transmission and sub- 
station facilities related to these new production units; and $15,196,000 for 
other transmission and distribution facilities. 


*As of March 31, 1961, there were outstanding $16,700,000 principal amount of 
short-term Promissory Notes issued by Applicant under Section 204 (e) of the Federal 
Power Act. 
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Written notice of the application has been given to the North Carolina 
Utilities Commission and to The Public Service Commission of South Carolina 
and to the Governor of each of those States. Notice of the application was 
also published in the Federal Register on March 9, 1961 (26 F.R. 2064), stating 
that any person desiring to be heard or to make any protest with reference to 
the application should on or before March 24, 1961 file with the Federal Power 
Commission, Washington 25, D.C. petitions or protests. No petition or pro- 
test or request to be heard in opposition to the granting of the application 
has been received. 

The North Carolina Utilities Commission, by order issued March 24, 1961, 
and The Public Service Commission of South Carolina, by order dated 
March 22, 1961, authorized Applicant to issue a maximum of 368,000 shares 
of Common Stock without par value in the manner and for the purposes as 
described above. 


The Commission finds: 

(1) Applicant, a corporation, is a public utility within the meaning of 
Section 204 of the Federal Power Act, subject to the jurisdiction of the Com- 
mission as heretofore described and set forth in the Commission’s order issued 
December 29, 1955, Duke Power Company, 14 FPC 1163. 

(2) The proposed issuance of Common Stock, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws 
of which the security issue here involved is regulated by a State commission 
within the meaning of Section 204 (f) of the Act, and the proposed issuance 
of Common Stock, as described above, is, therefore, not exempt by virtue of 
that Section from the requirements of Section 204 of the Act. 

(4) The proposed issuance of Common Stock, as described above, is exempt 
from the competitive bidding requirements of Section 34.1a of the Commission’s 
Regulations under the Federal Power Act by reason of Paragraph 34.la (a) 
(1) thereof. 

(5) The proposed issuance of Common Stock, as hereinafter authorized will 
be for a lawful object, within the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance by Applicant of service as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The proposed issuance of Common Stock, as described above, upon the 
terms and conditions and for the purposes specified in the application, is hereby 
authorized, subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction hereby authorized 
is consummated within 90 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuations, estimates or determinations of costs, or any other matter 
whatsoever which is now pending or which hereafter may come before this 
Commission or any other regulatory body. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to 
which this order relates. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


COLORADO INTERSTATE GAS COMPANY, DOCKET NO. CP61-118 


PINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 13, 1961) 


On October 17, 1960, Colorado Interstate Gas Company (Applicant) filed 
an application in Docket No. CP61-118, pursuant to Section 7 (c) of the 
Natural Gas Act, for a certificate of public convenience and necessity seek- 
ing authorization to sell and deliver for a period of time ending April 30, 
1961, a maximum volume of 3,000 Mcf of interruptible natural gas per day to 
Kansas-Colorado Utilities, Inc. (Kansas-Colorado). 

The subject sale will provide a market for available volumes of excess 
gas which Applicant has obligated itself to take or pay for in anticipation 
of its expansion program, application for which is presently before the 
Commission in Docket No. G—16904. 

Pursuant to the agreement, dated September 30, 1960, between Applicant 
and Kansas-Colorado the subject short term sale will be made at a price of 
14.5 cents per Mcf of natural gas. 

No new facilities are proposed since the subject sale and delivery will be 
made by means of existing facilities. 

Applicant was granted temporary authorization by letter dated November 21, 
1960. The letter granting temporary authorization also accepted for filing 
Applicant’s FPC Rate Schedule X-11. 

On March 30, 1961, Applicant filed a petition to withdraw the subject 
application. However, on April 5, 1961, Applicant filed a notice of with- 
drawal of said petition. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
on April 6, 1961, respecting the matters involved in and the issues presented 
by the Application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30 (c) (1) of 
the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Colorado Interstate Gas Company, a Delaware corporation 
having its principal place of business in Colorado Springs, Colorado, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as here- 
tofore found by the Commission in its order of June 5, 1945, in Docket No. 
G-294 (4 FPC 936). 

(2) The sale and delivery of natural gas by Applicant, as hereinbefore 
described and as more fully described in the application in this proceeding, 
will be made in interstate commerce, subject to the jurisdiction of the Com- 
mission, and such sale and delivery are subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(4) The sale and delivery of natural gas by Applicant are required by 
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the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
certificate hereinafter issued to Applicant and to the exercise of the rights 
grants thereunder. 

(6) The volumes of interruptible natural gas to be sold and delivered by 
Applicant to Kansas-Colorado should be limited to a total maximum of 3,000 
Mcf per day for the period ending April 30, 1961. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record, and not having been denied by the Commission is granted pursuant 
to Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Colorado Interstate Gas Company, to 
sell and deliver interruptible natural gas for the period ending April 30, 
1961, as hereinbefore described, all as more fully described in the application 
herein, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraph (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) hereof 
and to the exercise of the rights granted thereunder. 

(C) The maximum volume of interruptible natural gas which may be sold 
and delivered by Applicant to Kansas-Colorado for the period ending April 30, 
1961, shall be 3,000 Mcf per day. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-187 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 13, 1961) 


On January 9, 1961, Southern Natural Gas Company (Applicant) filed an 
application in Docket No. CP61-187, pursuant to Section 7 (c) of the Natural 
Gas Act, for a certificate of public convenience and necessity seeking authori- 
zation to construct and operate the following facilities required to deliver 
natural gas on an interruptible basis to the Birmingham Hide & Tallow Com- 
pany (Birmingham Hide) for use as fuel in its rendering plant near Johns, 
Alabama: 

(1) A tap on Applicant’s Calera, Alabama, branch line. 

(2) 0.417 miles of 2-inch lateral pipeline extending from the tap to Appli- 
cant’s proposed metering and regulating station. 

The application recites that Birmingham Hide now uses fuel oil, and that 
Birmingham estimates a saving of $10,666 per year by the proposed use of 
natural gas. Oil will be used as a standby fuel. 
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Birmingham Hide’s maximum day requirement is estimated at 600 Mcf. 
Annual sales are estimated to be 118,300 Mcf of natural gas. There is no 
question of gas supply involved herein. 

The estimated total cost of the proposed project is $20,862, which cost 
is to be financed from cash on hand. 

Pursuant to a gas sales contract, dated November 23, 1960, natural gas 
service to Birmingham Hide will be rendered at an initial price of 37 cents 
per Mcf subject to adjustments for cost of gas, heating value and taxes. The 
gas sales contract contains certain escape clauses under which, depending upon 
the relationship between the price of gas and the price of competing fuels, 
Birmingham Hide may discontinue the purchase of gas. The Commission 
in the subject proceeding is not raising any question with respect to these 
escape clauses because of the small amount of investment involved as com- 
pared with Applicant’s over-all plant account. However, the Commissions’ posi- 
tion on such escape clauses remains the same as set forth in its opinion and 
order issued July 31, 1959, In the Matters of Northern Natural Gas Company, 
et al., Docket No. G-17485, et al., 22 FPPC 164. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 4, 1961, respecting the matters involved in and the issues presented by 
the application, herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commis- 
sion render a decision herein pursuant to Section 1.30 (c)(1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Southern Natural Gas Company, a Delaware corporation, 
having its principal place of business in Birmingham, Alabama, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of October 6, 1942, in Docket No. G—296 
(3 FPC 822). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are to be used in the transportation and 
delivery of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission and the construction and operation thereof by Applicant 
are subject to the requirements of Subsection (c) and (e) of Section 7 of 
the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities and the pro- 
posed transportation and delivery of natural gas by Applicant, are required 
by the public convenience and necessity and a certfiicate therefor should be 
issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(1), (¢)(3), (¢e)(4) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act (18 CFR 157.20) should attach to the certificate hereinafter issued to 
Applicant and to the exercise of the rights granted thereunder, and that the 
construction of the facilities authorized by this order shall be completed 
and placed in actual operation within 4 months from the date on which this 
order issues. 

(6) The volumes of natural gas to be transported and delivered on an 
interruptible basis by Applicant to Birmingham Hide should be limited to a 
total maximum of 600 Mcf per day. 
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(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any part of 
record, and not having been denied by the Commission is granted pursuant 
to Section 1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same 
is hereby issued authorizing Applicant, Southern Natural Gas Company, to 
construct and operate the proposed facilities and to transport and deliver 
natural gas to Birmingham Hide & Tallow Company, as hereinbefore de- 
scribed, all as more fully described in the application, herein, upon the terms 
and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (e) (3), (¢) (4) and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the cer- 
tificate granted in paragraph (A) hereof and to the exercise of the rights 
granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act within 4 months from the 
date on which this order issues. 

(D) The maximum volume of natural gas which may be delivered and 


transported by Applicant to Birmingham Hide shall be not more than 600 
Mcf per day. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NOS. G- 
18968 AND G-18969; ALGONQUIN GAS TRANSMISSION COMPANY, 
DOCKET NO. G—18970; TRANSCONTINENTAL GAS PIPE LINE CORPO- 
RATION, DOCKET NO. G—19181; NEW YORK STATE NATURAL GAS 
CORPORATION, TEXAS EASTERN TRANSMISSION CORPORATION, 
AND TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET 
NO. G—18961 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued April 13, 1961) 


On February 15, 1961, Algonquin Gas Transmission Company (Algonquin), 
filed a motion requesting modification of the order of the Commission issued 
September 1, 1960, 24 FPC 364, as amended on December 19, 1960, 24 FPC 
1096, adopting and accepting as therein modified the Examiner’s decision 
issuing a certificate of public convenience and necessity to Algonquin in 
Docket No. G—18970. - 

The aforesaid order authorized, among other things, the construction and 
operation by Algonquin, of a new 4,000 horsepower compressor station at 
Stony Point, New York, for the purpose of enabling Algonquin to render a 
long-term winter service to certain of its existing customers. The proposed 
station was to consist of two 2,000 horsepower compressor units. Algonquin 
now requests modification of the subject order so as to permit the installation 
of one 2,700 horsepower compressor unit, in lieu of the two 2,000 horsepower 
units presently authorized. 
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On October 28, 1960, Algonquin received temporary authorization in Docket 
No. CP60-124 to install three additional 2,000 horsepower compressor units 
at the Stony Point Station. This authorization was later amended, upon a 
motion filed by Algonquin, so as to permit a turbo-charging of the three com- 
pressor units resulting in an additional 700 horsepower per compressor unit 
or a total of 2,100 additional horsepower. In conjunction with the aforesaid 
authorization Algonquin can now attain the required horsepower certificated 
in Docket No. G—18970 by the installation of a 2,700 horsepower unit (2,000 
horsepower turbo-charged to 2,700 horsepower) in lieu of the two 2,000 com- 
pressor units originally authorized in said docket. 


The Commission finds: 


It is necessary and appropriate to carry out the provisions of the Natural 
Gas Act, and the public convenience and necessity require, that the order of 
the Commission issued in these proceedings on September 1, 1960, as amended 
on December 19, 1960, be further amended as hereinbefore described. 


The Commission orders: 


(A) The order of the Commission issued on September 1, 1960, in Docket Nos. 
G—18968, et al., as amended on December 19, 1960, is hereby amended to 
authorize Algonquin to construct one 2,700 horsepower compressor unit in 
lieu of the previously authorized two 2,000 horsepower compressor units. 

(B) In all other respects, said order shall remain in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


VIRGINIA ELECTRIC AND POWER COMPANY AND APPALACHIAN 
POWER COMPANY, DOCKET NO. E-6980 


ORDER AUTHORIZING SALE AND MERGER OR CONSOLIDATION OF FACILITIES 
(Issued April 18, 1961) 


Virginia Electric and Power Company (VEPCO) and Appalachian Power 
Company (Appalachian) filed a joint application on February 23, 1961 for an 
order, pursuant to Section 203 of the Federal Power Act, authorizing VEPCO 
to sell and Appalachian to merge with its facilities approximately 13 miles of 
132 kv Transmission line, including the related rights of way, extending 
northward from VEPCO’s Altavista, Virginia substation to a point of inter- 
connection with a similar transmission line of Appalachian leading to the 
Lynchburg, Virginia area. VEPCO is a corporation organized under the laws 
of the State of Virginia, having its principal business office at Richmond, 
Virginia, and doing business in the States of Virginia, North Carolina, and 
West Virginia. Appalachian is a corporation organized under the laws of the 
State of Virginia, having its principal business office at Roanoke, Virginia, and 
doing business in the States of Virginia, Tennessee, and West Virginia. 

VEPCO is engaged principally in the generation, purchase, transmission and 
distribution of electric energy to approximately 750,000 wholesale and retail 
customers in an area comprising the greater part of the State of Virginia, 19 
counties in northeastern North Carolina and 5 counties in east central West 
Virginia. VEPCO is engaged, also, in the distribution of natural gas in and 
around Norfolk, South Norfolk, Newport News and Hampton, Virginia. 
Appalachian is a wholly-owned subsidiary of American Electric Power Com- 
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pany, and is engaged in the generation, purchase, transmission, and distribution 
of electric energy and its sale to the public in Virginia and in West Virginia, 
and in supplying electric energy at wholesale to other electric utility com- 
panies and to municipalities in Virginia, West Virginia, and Tennessee. 

Appalachian is presently constructing the Smith Mountain Combination Hy- 
droelectric Project (Project No. 2210) on the Roanoke River in south central 
Virginia. Completion of the present program, aggregating 479,750 kw name- 
plate, is scheduled for September, 1963. To integrate this new source of energy 
into its system and to obtain maximum flexibility of operation, Appalachian 
is constructing four 132 kv transmission lines from Smith Mountain to Clover- 
dale (Roanoke), East Lynchburg, Altavista and Danville, all in south central 
Virginia. The acquisition of the transmission line which is the subject of 
this application will give Appalachian ownership and control of all of the 
Smith Mountain—Altavista—Lynchburg line, providing a second double cir- 
cuit line to the major load center around Lynchburg, Virginia, to which 
Appalachian provides electric service. 

According to the application, no addition to the facilities of VEPCO will 
be necessary to complete the proposed transaction or to enable VEPCO to 
perform all of the functions and services heretofore performed by VEPCO; 
however, as a result of the proposed transaction, the Altavista interconnection 
point will be moved from its present location, approximately 13 miles north 
of Altavista, to VEPCO’s Altavista Substation, and the existing facilities 
within VEPCO’s Altavista Substation will be rearranged. 

The consideration to be paid to VEPCO by Appalachian will be $212,210. 
Applicants state that this amount is based upon the recorded original cost 
of $234,698 for the transmission facilities, reduced by $22,488 for accumulated 
provision for depreciation applicable thereto. 

Written notice of the application has been given to the Virginia State Corpora- 
tions Commission, the North Carolina Utilities Commission, the Tennessee 
Public Service Commission, the West Virginia Public Service Commission and 
to the Governor of each of those States. Notice of the application was also 
published in the Federal Register on March 8, 1961 (26 F.R. 2010), stating 
that any person desiring to be heard or to make any protest with reference 
to the application should on or before March 20, 1961, file with the Federal 
Power Commission, Washington 25, D.C., petitions or protests. No petition 
or protest or request to be heard in opposition to the granting of the appli- 
eation has been received. 


The Commission finds: 


(1) VEPCO, a corporation, is a public utility within the meaning of Section 
203 of the Federal Power Act, subject to the jurisdiction of the Commission 
as heretofore described and set forth in the Commission’s order issued June 27, 
1957, Virginia Electric and Power Company, Docket No. B-6735 (17 FPC 896). 

(2) Appalachian, a Virginia corporation, owns and operates facilities for the 
transmission and sale at wholesale of electric energy which is transmitted 
among the States of Virginia, West Virginia, Ohio, Kentucky, Tennessee, and 
North Carolina and-is consumed outside the States in which generated, all 
of which facilities are in addition to and do not include facilities used for 
the generation of electric energy or facilities used in local distribution or 
only for the transmission of electric energy in intrastate commerce, or facili- 
ties for the transmission of electric energy consumed wholly by the trans- 
mitter, and Appalachian is, therefore, a public utility within the meaning of 
that term as used in Section 203 of the Federal Power Act. 
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(3) By its proposed sale to Appalachian of the transmission line VEPCO 
would dispose of a part of its facilities subject to the jurisdiction of the 
Commission, having a value in excess of $50,000; and Appalachian would 
merge or consolidate its facilities subject to the jurisdiction of the Commission 
with a portion of those of VEPCO, another person within the meaning and 
subject to the requirements of Section 203 of the Act. 

(4) The proposed disposition of facilities by VEPCO and the proposed acquisi- 
tion of those facilities by Appalachian, as described above, upon the terms 
and conditions specified in the application and subject to the provisions of 
this order, will be consistent with the public interest, as expressed in Section 
203 of the Act, for the reasons set forth in the recital above. 


The Commission orders: 


(A) The proposed disposition and sale by VEPCO of the above-described 
transmission line subject to the jurisdiction of the Commission and the pro- 
posed acquisition and merger or consolidation thereof by Appalachian, all as 
described above, are hereby authorized and approved upon the terms and 
conditions set forth in the application, subject to the provisions of this order. 

(B) VEPCO and Appalachian shall record the transaction herein authorized 
and the facilities and properties described above as provided in the Com- 
mission’s Uniform System of Accounts Prescribed for Public Utilities and 
Licensees. 

(C) This authorization shall expire unless the transaction herein authorized 
is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any matter what- 


soever now pending or which may come before this Commission or any other 
regulatory body. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


COTTON VALLEY OPERATORS COMMITTEE (OPERATOR), ET AL., 
DOCKET NOS. RI60-195 AND RI61-254 


ORDER ACCEPTING OFFER OF SETTLEMENTS ACCEPTING SUPPLEMENTS FOR FILING 
AND TERMINATING PROCEEDINGS* 


(Issued April 14, 1961) 


In compliance with the order accompanying Opinion No. 314 issued July 23, 
1958, 20 FPC 70, as amended by order issued December 10, 1959, 22 FPC 1028, 
Cotton Valley Operators Committee (Operator), et al. (CVOC), on February 18, 
1960, tendered for filing its FPC Gas Rate Schedule No. 1 with supplements 
thereto for jurisdictional sales of gas to Louisiana Nevada Transit Company 
(Louisiana Nevada) from the Cotton Valley Field, Webster Parish, Louisiana. 
Included in its filings of February 18, 1960, CVOC tendered a supplement to 
its contract proposing to increase its rate for the said sale from 9.6208¢ to 
11.2742¢ per Mcf, which supplement was designated as Supplement No. 4 to 
CVOC’s FPC Gas Rate Schedule No. 1. By order issued March 18, 1960, in 
Docket No. RI60-195, among other things, said Supplement No. 4 was suspended 
until March 21, 1960, and until such further time as it is made effective in 


* Amended by order issued May 1, 1961, 25 FPC 883. 
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the manner prescribed by the Natural Gas Act. Upon the filing of an appro- 
priate agreement and undertaking, the aforesaid suspended rate was made 
effective subject to refund as of March 21, 1960. 

On November 2, 1960, CVOC tendered for filing a proposed increased rate 
from 11.2742¢ to 13.1753¢ per Mcf for the aforementioned sale of natural 
gas to Louisiana Nevada. By order issued December 2, 1960, in Docket No. 
RI61-254, the aforesaid filing was designated as Supplement No. 5 to CVOC’s 
FPC Gas Rate Schedule No. 1 and was suspended until December 4, 1960, 
and until such further time as it is made effective in the manner prescribed 
by the Natural Gas Act. Upon the filing of an appropriate agreement and 
undertaking, the aforesaid suspended rate was made effective subject to 
refund as of December 4, 1960. 

On March 23, 1961, CVOC and Louisiana Nevada submitted an Offer of 
Settlement pursuant to Section 1.18 (e) of the Commission’s Rules of Practice 
and Procedure with respect to the above-entitled proceedings and its FPC 
Gas Rate Schedule No. 1 as supplemented. 

Concurrent with the Offer of Settlement, CVOC submitted a supplementary 
agreement dated March 21, 1961, which is designated as Supplement No. 6 
to CVOC’s FPC Gas Rate Schedule No. 1, and a notice of change dated 
March 23, 1961, which is designated as Supplement No. 7 to CVOC’s FPC 
Gas Rate Schedule No. 1. Supplement No. 7 provides for a decrease in rate 
to 13.0¢ per Mcf at 15.025 psia. CVOC requests waiver of the statutory 
notice requirements so as to permit the 13.0¢ per Mcf rate to be effective as 
of January 1, 1961. 

In the Offer of Settlement, CVOC states that, upon termination of these 
proceedings and acceptance of Supplement No. 7 without suspension, the 
supplementary agreement is to become effective. This supplementary agree- 
ment provides for the 13.0¢ per Mcf rate to be effective until January 1, 1966, 
at which time it will escalate to 14.5¢ per Mcf. This escalated rate is to 
remain in effect until August 1, 1971, at which time the price will be rede- 
termined for three year intervals, as more fully set forth in Appendix A 
hereto. In addition, CVOC agreees to refund the sum of $100,000 to Louisiana 
Nevada, in settlement of the monies it has collected subject to refund. Further, 
upon acceptance by the Commission of the Offer of Settlement, CVOC has 
agreed to file appropriate motions for dismissal of cases pending before the 
United States Court of Appeals for the Fifth Circuit, entitled W. H. Hunt, 
et al. v. F.P.C., No. 18203, and Louisiana Nevada Transit Company v. F.P.C., 
Nos. 18274, 18295 and 18420. 

Louisiana Nevada has executed the aforesaid supplementary agreement. 
None of Louisiana Nevada’s customers has intervened in these proceedings or 
expressed opposition to the Offer of Settlement. In addition, the owners of 
90% of the subject leasehold interests have ratified the supplementary agree- 
ment. 

In support of the Offer of Settlement, CVOC states that acceptance of the 
Offer is in the public interest because it will stabilize the price involved for 
a considerable period of time in the future. In addition, the agreed upon 
rate is below the applicable ceiling rate as set forth in the Statement of 
General Policy No. 61-1. 

In the judgment of the Commission, settlement in accordance with the Offer 
of Settlement is desirable in the public interest and appropriate to carry out 
the provisions of the Natural Gas Act. The proposed Offer of Settlement would 
be beneficial to the public and advantageous to all concerned by relieving the 
Commission, the producers, and Louisiana Nevada, as weil as customer com- 
panies, of the time and expense which might be necessary to the conduct of 
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formal hearings in such rate cases as might otherwise arise under the original 
eontract. The resulting stability in gas costs would be welcome to all seg- 
ments of the natural-gas industry. Furthermore, freeing the Commission from 
the need of considering such proposed increases would enable it to concentrate 
its efforts on other rate cases and other maters having possibly more serious 
consequences for the public and the consumer. Additionally, the acceptance 
of the Offer is in conformity with the Statement of General Policy No. 
61-1 and the policy enunciated therein. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates pro- 
posed by CVOC under the supplementary agreement or otherwise. 


The Commission finds: 


(1) The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by CVOC and 
Louisiana Nevada on March 23, 1961, and in the Appendix* to this order, is 
in the public interest and appropriate to carry out the provisions of the 
Natural Gas Act and should be accepted by the Commission and made effective 
as hereinafter ordered. 

(2) Good cause exists for waiving the 30 days’ notice requirement with 
respect to the aforementioned Supplement Nos. 6 and 7 so as to permit them 
to become effective as of January 1, 1961. 

The Commission orders: 

(A) The Offer of Settlement filed with the Commission by CVOC and 
Louisiana Nevada on March 23, 1961, is hereby accepted in accordance with 
the provisions of this order. 

(B) Supplement Nos. 6 and 7 to CVOC’s FPC Gas Rate Schedule No. 1 are 
hereby accepted for filing and allowed to become effective as of January 1, 
1961, with waiver of the 30 days’ notice requirements hereby granted. 

(C) Within 10 days from the date of issuance of this order, CVOC shall 
refund the amount of $100,000 to Louisiana Nevada, and Louisiana Nevada, 
within 15 days of receipt of refund, shall fie with the Commission its release 
of this refunding obligation of CVOC. 

(D) The proceedings in Docket Nos. RI60-195 and RI61-254 are hereby 
terminated and CVOC is hereby relieved from its refunding obligations in 
the agreements and undertakings filed in those proceedings. 

(E) The acceptance of this Offer of Settlement is without prejudice to 
any findings or orders which have been or may hereafter be made by the 
Commission in any proceeding now pending or hereinafter instituted by or 
against CVOC. 


* Omitted in printing. 


DEEP SOUTH OIL COMPANY OF TEXAS, DOCKET NO. CI60-263 
ORDER ADOPTING PRESIDING EXAMINER’S DECISION 
(Issued April 14, 1961)* 
Syllabus 


1. Exhaustion or depletion of Deep South’s dedicated reserves has neither 
been shown nor alleged; and Deep South has not presented facts sufficient 
to support finding that public interest will permit abandonment. P. 736. 


* Initial decision appears on p. 738. 
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. Deep South’s request for the issuance of new or supplemental certificate 
appears to involve certification of a sale of dedicated gas to intrastate pur- 
chaser, which action Commission is not authorized to take under the 
Natural Gas Act. P. 736. 

3. There is no basis in fact or law for requiring Texas Gas to take greater 
volumes of gas from Deep South’s Big Hill properties. P. 737. 

. Commission has no authority under the Natural Gas Act to require Texas 
Gas to enlarge its capacity to take additional volumes of gas; also it is 
bound by determination of Texas court with respect to issue of additional 
deliveries of gas. P. 737. 

5. Commission denies Deep South’s application for abandonment under Section 


7(b) of the Natural Gas and for other relief under Section 7 of the Act. 
P. 738. 


Philip Handelman, and John I. Coster for Deep South Company of Texas. 

W. D. Deakins, Jr., Keith M. Pyburn and Jack D. Head for Texas Eastern 
Transmission Corporation. 

A. A. White and Earl D. Elliott for Texas Gas Pipe Line Corporation, and 
Texas Gas Corporation. 

J. David Mann, Jr., and William W. Ross for Philadelphia Gas Works Di- 
vision of The United Gas Improvement Company. 

James B. Henderson, William N. Bonner, Jr., Richard J. Connor, John T. 
Miller and George Meiburger for Transcontinental Gas Pipe Line Corporation. 

Vincent P. McDevitt, Samuel G. Miller and Henry P. Sullivan for Philadel- 
phia Electric Company. 

J. Harry Mulhern and John McDonald for Public Service Electric and Gas 
Company. 

John J. Keating for the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


In this proceeding Deep South Oil Company of Texas (Deep South), an 
independent producer of natural gas, has applied to the Commission for 
“relief” under the three following alternate proposals: (1) permission under 
Section 7(b) of the Natural Gas Act (Act) to abandon service to Texas Gas 
Corporation (Texas Gas) with respect to that acreage located in the North 
Big Hill area, Jefferson County, Texas;* (2) issuance of a new or supple- 
mental certificate of public convenience and necessity pursuant to Sections 
7(c) and (e) of the Act, authorizing it to render service to a new or addi- 
tional buyer; or (3) issuance of an order requiring Texas Gas to take 
greater volumes of gas from Deep South’s North Big Hill properties. 

In his decision issued October 27, 1960, the presiding examiner held that 
the only legitimate issue raised by Deep South concerns the requested 
abandonment, and that the public interest will not permit the proposed 
abandonment. He also held that the Commission has no authority to issue 
a new or supplemental certificate authorizing Deep South to render service 
to the proposed new buyer since such a sale would be in intrastate com- 
merce. He further held that the Commission cannot order Texas Gas to take 
greater volumes from Deep South. 


1Texas Gas is the sole purchaser of gas from Deep South’s Big Hill properties. 
Texas Gas in turn sells to its subsidiary, Texas Gas Pipe Line Company, and to Texas 
Eastern Transmission Corporation. 


6934896449 
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Only Deep South filed exceptions to the examiner’s decision.” It also 
requested oral argument. For reasons hereafter stated, we find no merit to 
the exceptions or justification for oral argument. Accordingly, we shall adopt 
the examiner’s opinion. 

Considering Deep South’s first request for abandonment, the examiner held 
that in the absence of depletion or exhaustion of the gas supply, authority 
to abandon the sale of any considerable quantity of natural gas dedicated to 
interstate movement will be granted only upon the strongest showing that it 
will serve the public convenience and necessity. He found that there is an 
ample supply of gas; that Texas Gas is willing, able and “has constantly 
taken it pursuant to the contract it believes it has with Deep South which 
constitutes the filed rate schedule of Deep South,” and that the granting of 
the abandonment would interfere with and upset the supply patterns of the 
various pipeline companies and distributing utilities who rely in part on the 
dedicated reserves of Deep South to meet their obligations to the ultimate 
consumer with the probable detrimental results of increasing the rates to 
the ultimate consumer. In his opinion the public interest requires us to follow 
a course which will not unnecessarily interfere with the ultimate consumer’s 
source of supply or the costs he must pay for gas service, and that in this 
ease, the public interest demands the denial of Deep South’s application. 

In its exceptions Deep South maintains that it is confronted with financial 
crisis brought about by the wrongful actions of Texas Gas and others. It 
contends that it is confronted with a financial emergency due to its present 
inability to market sufficient volumes of gas to secure sufficient revenues to 
allow the realization of a satisfactory return on its investment. It argues 
that the grant of its abandonment or other requests would enable it to increase 
the volumes of sales from its Big Hill acreage from the present 7,000 Mcf 
daily to 25,000 Mcf daily, which it contends is necessary for its economic 
survival. According to Deep South, the public interest requires its continued 
existence and economic survival since without regard for the welfare of the 
independent producer adequate supplies of reasonably priced gas cannot be 
assured the ultimate consumer. 

We conclude that the evidence of record supports the examiner’s findings 
and his denial of the abandonment of any service by Deep South. Section 7(b) 
of the Act permits the discontinuance of service only if the available supply 
of natural gas is depleted or the present or future public convenience and 
necessity permit. Exhaustion or depletion of Deep South’s gas dedicated 
reserves has neither been shown nor alleged; and Deep South has not pre- 
sented facts sufficient to support a finding that the public interest will permit 
abandonment. The record before us does not establish that Deep South itself 
or its Big Hill operations are experiencing economic difficulties to the point 
where its economic existence is threatened, regardless of the supposed motives 
or alleged wrongful acts of Texas Gas and others. In our view, Deep South 
has not shown its entitlement to the requested abandonment, whether it be the 
sales to Texas Gas or any portion of the reserves dedicated to that sale. Thus 
it is evident that the interest of the public in issue here, namely, the public 
represented by Texas Gas and the consumers it serves, would be better served 
by the continuance of service by Deep South. 

Considering Deep South’s request for the issuance of a new or supplemental 
certificate, it appears that as initially proposed this involved the certification 


2 Parties and interveners to the proceedings included Texas Gas and its subsidiary, 
Texas Gas Pipe Line Company, Texas Eastern Transmission Corporation, Transcontinen- 
tal Gas Pipe Line Corporation, The United Gas Improvement Company, Philadelphia 
Electric Company, and Public Service Electric and Gas Company. 
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of a sale of dedicated gas to an intrastate purchaser. Obviously we are not 
authorized to take such action under the Act. Although Deep South in its 
exceptions contends that it contemplated merely “exempting” a portion of its 
dedicated gas reserves from service to Texas Gas, this would constitute the 
partial abandonment of service to Texas Gas which has not been justified on 
the record, as the examiner found and as we, for reasons indicated above, 
likewise find. 

There is also no basis in fact or law for requiring Texas Gas to take 
greater volumes of gas from Deep South’s North Big Hill properties. The 
examiner held that Texas Gas could not safely transport the additional 
volumes of gas contemplated by Deep South without extension or enlargement 
of its facilities which the Commission has no authority to require. Also the 
examiner held that Texas Gas was taking gas from Deep South rateably 
on a reserve basis, and that increased takes would accelerate depletion of the 
reserves, contrary to the public interest. Deep South in its exceptions contends 
that the examiners’ findings are unsupported by the evidence. 

As indicated above, Deep South would increase its deliveries from 7,000 
Mcf per day to 25,000 Mcf per day. Texas Gas states that in light of its 
rateable take obligations to all producers as a common purchaser under Texas 
law, its existing facilities cannot handle any greater volumes of gas from 
Deep South. There is no basis in this record for any contrary conclusions; 
certainly Deep South has not shown that Texas Gas had adequate facilities 
to handle additional volumes of gas. Texas Gas, in support of its position, 
relies on a decision of a Texas court in an action involving the same parties 
and properties. The court issued a permanent injunction prohibiting Deep 
South from delivering more than 7,000 Mcf daily until requested by Texas 
Gas to do so, upon finding that Texas Gas’ present system capacity cannot 
safely accommodate greater volumes of gas from Deep South* We believe 
we are bound by the court’s determination of that issue and consequently can- 
not order Texas Gas to take more gas. And of course, as the examiner held, 
we have no authority under the Act to require Texas Gas to enlarge its 
capacity to take additional volume of gas.° 

Although the Texas court found proper Texas Gas’ rateable take formula, 
based on takes from each Big Hill producer in relation to his recoverable 
reserves, the court remanded the case for determination of the amount of 
original recoverable reserves attributable to Deep South’s leases so that the 
rateable take formula could be properly applied. In light of the court’s action, 
Deep South questions the examiner’s finding that Texas Gas has been taking 
gas rateably from Deep South on the basis of reserves. However, we do 
not consider this objection of such import as to materially affect the ex- 
aminer’s conclusion. 

In light of the foregoing, the examiner’s statements excepted to by Deep 
South respecting accelerated depletion of reserves are immaterial and need 
not be discussed. 


3 Deep South Oil Co. of Texas v. Teras Gas Corp., 328 S.W. 2d 897 (1959). 

As the court’s decisi6n discloses, all gas producers in the Big Hill field, including 
Deep South, sell their gas solely to Texas Gas, and under Texas law Texas Gas is a 
commun purchaser at Big Hill. Accordingly, pursuant to that state’s control over 
conservation and production matters. ‘Texas Gas is required to take gas from the 
various producers on a rateable basis. 

5 Lentin v. Commissioner of Internal Revenue, 226 F. 2d 695 (1955) cert. denied 350 
U.S. 934. Cf. Buford, et al. v. Sun Oil Co., et al. 319 U.S. 315. 

6 Panhandle Eastern Pipe Line Co. v. F.P.C., 204 F. 2d 675. 
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The Commission orders: 


(A) The initial decision of the presiding examiner, issued October 27, 1960, 
except to the extent it is inconsistent with the foregoing, be and it hereby 
is affirmed and adopted as part of our decision. 

(B) The application of Deep South for an order permitting and approving 
abandonment of all or part of its service to Texas Gas Company from its 
acreages located in the North Big Hill area, Jefferson County, Texas, and for 
other requested relief is hereby denied. 

(C) The request for oral argument is hereby denied. 


DECISION 


ON AN APPLICATION FOR PERMISSION TO ABANDON SALES OR FOR OTHER 
APPROPRIATE RELIEF 


(Issued October 27, 1960) 


CosTEL.Lo, Presiding Examiner: This proceeding concerns an application filed 
on February 29, 1960, by Deep South Oil Company of Texas (Deep South). 
The application requests the Commission to grant any one of several alternate 
proposals. The first proposal is that permission be given to Deep South under 
Section 7(b) of the Natural Gas Act to abandon service to its sole customer, 
Texas Gas Corporation (Texas Gas). If this permission is not forthcoming, 
Deep South proposes that a certificate of public convenience and necessity 
or a supplement to its existing certificate be issued which would authorize the 
sale of gas to a new or additional buyer. The third alternative proposal is 
that the Commission issue an order requiring Texas Gas to take delivery of 
greater volumes of gas from the applicant than it is now taking. 

Deep South is an independent producer of natural gas and is subject to 
the jurisdiction of the Commission inasmuch as the sales of the gas from its 
properties in the Big Hill area Jefferson County, Texas are sales in inter- 
state commerce of natural gas for resale. Deep South was found to be a 
natural gas company within the meaning of the Natural Gas Act by the Com- 
mission in Opinion 284 and the order which accompanied that opinion which 
was issued September 9, 1955, 14 FPC 83, 911 This order was affirmed by a 
Court of Appeals and this is reported in 247 F. 2d 882. Texas Gas Corporation, 
the purchaser in this transaction, is also a natural gas company within the 
meaning of the Natural Gas Act. Texas Gas, in turn, purveys gas to Texas 
Gas Pipeline Company (a subsidiary) and Texas Eastern Transmission Corpo- 
ration, which latter companies ars also natural gas companies within the 
meaning of the Natural Gas Act, and subject to the jurisdiction of the Com- 
mission. 

The controversy in this matter which will be discussed somewhat more fully 
and at greater length arises from an alleged wrongful failure of Texas 
Gas to take such quantities of gas from the Deep South Big Hill wells 
(some 30 in number) as will permit the owners of the wells to achieve a satis- 
factory return on the investment. The failure of Texas Gas, it is alleged, 
has made the Big Hill operation a losing proposition for Deep South, or at 
the very least, a marginal matter from an economic standpoint. It is the 
essence of the approach by Deep South that Texas Gas by limiting its takes 
from a field which is capable of furnishing much larger daily and annual quan- 


1For a thorough description of Deep South’s operations as related to Texas Gas, 
see the Presiding Examiner’s decision of April 5, 1955 reported at 14 FPC 308, 310. 
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tities has purposefully and wilfully engaged in a kind of squeeze play which 
is calculated to bankrupt Deep South eventually or to cause it to liquidate 
its holdings at a tremendous sacrifice. 

It is enough to say at this point that Texas Gas vigorously denies all of 
the allegations made by Deep South in this matter, and particularly those 
which purport to place it or its officers in the role of malefactor. 

The record shows that the instant proceeding is but one of the legal 
skirmishes which have taken place between Deep South and Texas Gas over 
the past year or so, several suits having been entered from time to time in 
other tribunals in Texas and in New York. The hearing in this matter 
began on May 23, 1960, on which date Deep South began its presentation-in- 
chief. After this presentation and before cross-examination and before any 
testimony or evidence was presented by the interveners, notably Texas Gas, 
the Staff of the Commission filed a motion to dismiss the application. The 
motion was submitted to the Commission pursuant to the rules of the Com- 
mission but it was referred to the Examiner for consideration at the time of 
the issuance of the initial decision in the matter.” 

As has been indicated previously, there were a number of interveners in 
this matter. In addition to Texas Gas Corporation, which would be most 
directly affected by favorable action on any of the proposals made by Deep 
South, other pipeline companies and distributors affected by any change in the 
rates of take and quantities of gas taken from the Big Hill field, namely 
Texas Eastern Transmission Corporation, Transcontinental Gas Pipeline Cor- 
poration, Philadelphia Gas Works, Philadelphia: Electric Company, and Public 
Service Electric and Gas Company sought to intervene in this matter and each 
was given the status of intervener. All of the parties and the interveners 
filed briefs. 

Texas Gas Corporation is the successor in interest to a contract for the 
sale of gas from the Big Hill oil field in Jefferson County, Texas, which was 
originally entered into. between Deep South and the McCarthy Chemical 
Company. The original contract was entered into on February 15, 1952, and 
it was intended to last for a 20-year period. While there seems to be some 
reason to believe that Deep South in its sale to McCarthy Chemical Company 
may have intended to sell its gas to a purchaser which would not sell and 
transport such gas in interstate commerce, this intention was not expressed in 
the contract and Texas Gas, the successor, did sell Deep South gas in inter- 
state commerce. The contract was originally made at a time when no one, 
least of all any producer, knew or realized that when an independent producer 
sold gas to a pipeline company engaged in interstate transmission and sale, 
the gas purchase transaction would be brought thereby within the regulatory 
control of this Commission. The “Phillips Decision,” 347 U.S. 674, was issued 
in 1954, some two years after this contract was entered into. Deep South 
has litigated unsuccessfully the matter of its right to rescind the contract 
involved herein on the basis that its gas is being transported and sold in 
interstate commerce by Texas Gas. It was held by the court which gave 
consideration to this initial effort by Deep South that Deep South had been 
guilty of laches in asserting its right to rescission, inasmuch as Deep South 


2 The motion was based primarily upon the failure of Deep South to make a presen- 
tation of a prima facie case in that it had not presented probative evidence relating 
to a vital issue, #.e. the extent of the recoverable reserves underlying its properties. 
Subsequently, however, the applicant presented a witness who was fully qualified to 
and did present testimony and evidence on the quantum of reserves and the geology 
of the subsurface of the Deep South leases. The motion, therefore, appears to be moot 
and was not re-urged by the Staff in its brief in this matter. 
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took no action to rescind within a reasonable time after it had knowledge that 
its gas was being transported and sold in interstate commerce. Having 
failed in the initial effort to shake itself loose from this contract (which 
contains a sales price for the gas which soon became appreciably lower than 
the prices being paid for gas in the adjoining or contiguous areas) Deep 
South has attempted to bring about termination of the contract on the 
grounds that Texas Gas has breached the contract by its failure to reim- 
burse Deep South for taxes which were being paid to the State of Texas 
and, which it was understood, were to be shared by the buyer and seller 
on the basis of a formula contained in the contract. Texas Gas, however, 
asserts that it is ready, willing and able to reimburse Deep South for such 
share of the taxes as is provided for under the contract but for the fact 
that Deep South has failed to make a filing of a rate change required under 
the rules and regulations of the Federal Power Commission. Deep South 
apparently does not regard the matter of the sharing of the taxes as being 
a rate change which requires it to file, and apparently refuses to do so. 
It thus asserts that since Texas Gas has breached the contract it is entitled 
to be released from the contract. It considers itself as a so-called “statu- 
tory seller” rather than a “contract seller” inasmuch as it regards the con- 
tract as having been rendered null and void by the actions of Texas Gas. 

One of the greatest sources of disagreement and dissension between these 
parties has been their failure to arrive at a mutually satisfactory agreement 
with respect to the amount of the recoverable reserves underlying the por- 
tions of the Big Hill field which are exclusively attributable to Deep South’s 
wells. Another source of difficulty has been an alleged undertaking by Texas 
Gas and/or its officials and representatives to take additional quantities of gas 
from Deep South if additional wells were drilled on the properties. On this 
alleged representation, which, unfortunately, was not reflected in writing, Deep 
South drilled a large number of new and additional wells in the property 
from which it has yet to realize a return commensurate with the cost of such 
additional development. Texas Gas, on the other hand, has maintained 
steadfastly that none of its officials or representatives ever made any com- 
mitments of the kind alleged by Deep South, and further, Texas Gas has 
not been furnished information establishing that the additional wells which 
have been drilled have in fact made available any greater quantities of gas 
than were known to exist and available for recovery from the original wells, 
which formed the basis of the original contract. It is the essence of the 
contention by Texas Gas that most, if not all, of the wells in the Big Hill 
area which have been drilled by Deep South either initially or on the basis 
of this “gentlemen’s agreement” to take additional quantities of gas and also 
wells which have been drilled by adjoining lease holders other than Deep 
South are in communication in varying degree with each other, and that the 
entire well complex of the field is, as a practical matter, recovering gas from 
the same reservoir. Thus, argues Texas Gas, were it to increase its takes 
of gas from the Deep South wells it would be placed in the position of de- 
pleting the reserves underlying the entire field at a much greater rate than 
it or its customers intended to utilize or deplete this reserve, and that because 
of this communication between wells owned by lease holders and producers 
other than Deep South, and the Deep South wells, Texas Gas would be re- 
quired by contract and by law to equalize its takes from all of the pro- 
ducers, thus increasing its takes commensurably or ratably from the wells in 
the areas adjoining the Deep South properties. This, argues Texas Gas, 
would create a number of difficult problems with respect to its business inas- 
much as its present facilities are not adequate to take and move such 








FEDERAL POWER COMMISSION 741 


large daiJv quantities and to enlarge and augment the facilities would involve 
additiona investments and expenditures on the part of Texas Gas. This 
additional expenditure and investment in gathering facilities might not be so 
serious a matter were it not for the fact that the total gas reserves would 
be depleted and exhausted at a much earlier date than was contemplated by 
Texas Gas in the original agreements that it had with its customers, and 
upon which certificates were issued by this Commission.* 

As may be seen by the foregoing, a somewhat bitter and unrelenting battle 
has been joined by these parties, and it would not appear that either intends 
to compromise or to take any steps which would dilute the strength of its 
legal position. 

The Issues 


The primary and perhaps the only issue in this matter is whether the public 
convenience and necessity will permit the abandonment by Deep South of the 
sale of gas to Texas Gas of natural gas produced in the Big Hill field. In 
general, it may be said that if abandonment may be undertaken without 
harmful results to the public, it may be permitted. 

In the usual abandonment situations which come before the Commission 
the sale or the service may have become impossible to perform because of 
the exhaustion of the reserve or diminution of supply of natural gas to a 
point where continuation of the sale is no longer economically feasible. In 
some situations where it is established that the purchaser has no need for 
the gas and does not desire continuation of the service, abandonment may 
be permitted. In another typical situation where the purchaser has de- 
clined to take any appreciable amount of gas for a period of time from a 
seller who is ready, willing, and able to furnish gas, the public interest would 
not be affected adversely by the granting of authority to the seller to sell his 
gas to some other purchaser. 

It is clear from the decisions by the Commission and by the courts that 
absent the physical exhaustion of gas (which makes issuance of permission 
to abandon more of the formality than anything else) only the strongest kind 
of showing could be the basis of the granting of authority to abandon a sale 
of any considerable quantity of natural gas. It is obvious without belabor- 
ing the subject that the major pipelines of the United States are planned, 
projected, and financed and built on the supposition and assurance that the 
gas which will be carried to market via such pipelines will not be cut off 
or diminished in amount for any but the most serious and important reason. 
Certificates are granted by this Commission on the basis of assured reserves 
of gas. Such certificates are, in turn, frequently the basis for investment of 
considerable sums of money by large numbers of people. Obviously, such 
investment is made on the premise of stability in the industry. (See Kansas 
Pipeline and Gas Company v. North Dakota Consumers Gas Company, 2 
FPC 29) 

In addition to the issue of whether or not the public interest will permit 
the abandonment sought herein, the issue has been sought to be raised by 
the application of whether or not the Commission should issue a new certificate 
or a supplemental certificate which will permit the sale of gas by Deep South 
to a purchaser other than Texas Gas which sale would be, it is alleged, in 
intrastate commerce. 


3 And, as heretofore noted, Transcontinental Pipe Line Company, a purchaser from 
adjoining producers, Houston Natural Gas Production Company, Mound Company, Pan 
American Petroleum Company and Kilroy and Callery, is also concerned about this 
aspect of the matter. 
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The parties and the Staff of the Commission point out that since the Com- 
mission has no jurisdiction over sale of gas in intrastate commerce and does 
not issue certificates of public convenience and necessity covering such sales 
or transportation, this part of the application does not raise a valid issue and 
this aspect of the application should be dismissed forthwith and without 
further discussion. 

The third issue sought to be raised by the application is whether or not the 
Commission could, and should, undertake by order to require Texas Gas to 
increase the amount of its gas takes from the Deep South properties in the 
Big Hill field, if it will not allow abandonment or a sale to an additional 
purchaser. This, too, is in the category of an issue of doubtful validity, 
inasmuch as there is serious question as to whether the Commission could 
as a matter of law, take any valid action with respect to the production of 
natural gas other than to regulate the sale and transportation of gas already 
produced. 


Discussion of the Evidence and Conclusions 


Deep South has placed great emphasis upon the alleged fraud and mis- 
representation involved in its relationships with Texas Gas. While this 
agency may be interested in some aspects of the contract between these parties, 
the matters of breach of contract, fraud, and misrepresentation seem to be 
matters for consideration by courts of law. As pointed out by the parties in 
their briefs, Deep South has sought, and is still seeking, relief in other forms. 
The testimony of J. Edward Jones, president of Deep South, on the subject of 
the duplicity of some of the actors in this play, was colorful, interesting, 
and even dramatic at times when the witness’ narrative of meetings, corre- 
spondence, and telephone calls would be laced with polite invective. 

The Deep South picture sought to be painted by Mr. Jones (who is “Mr. 
Deep South”) is that of a highly intelligent independent producer, who uti- 
lized logic, daring, intuition and considerable skill in discovering and devel- 
oping a fruitful source of hydrocarbons in Big Hill which had been all but 
by-passed by major companies in the southwest, and probably would not 
have been producing yet were it not for the activities of Mr. Jones. And as 
the Jones’ narrative continues, one is presented the picture of a successful 
and satisfatcory contract for the sale of produced gas from the Big Hill fielad— 
a sale, indeed, calling for greater than the going price in the area at the 
time of the initial contract. 

As time went on, however, this fine transaction became less appetizing 
because the gas was being transported and sold in interstate commerce, and 
thus became subject to the regulatory authority of this Commission. Further, 
field prices for gas were increasing in and around Big Hill, but Deep South 
was locked into a contract which provided for its own increases and no 
other. (cf United Gas Pipe Line Co. v. Mobile Gas Service Corp. 350 U.S. 332) 

It came to pass that Mr. Jones concluded that if greater volumes could 
be sold to Texas Gas, even at the less than satisfactory unit price fixed in 
the contract, total revenues would be increased and thus be tolerable and, 
it also came to pass that the additional wells were drilled, at considerable 
cost, and, as Mr. Jones alleges, on a firm understanding that if more wells 
were drilled and more reserves developed, more daily quantities of gas 
would be taken by Texas Gas. However, not only did Texas Gas not take 
gas from the new wells but actually cut back on the takes from existing 
wells, although it must be emphasized, these total takes have always ex- 
ceeded contract minimums and Mr. Jones was never able to establish any 
relationship between the cut-back and the refusal to take more gas. 
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The Jones’ picture of Deep South is one of a thriving business enterprise 
of modest size which has been subjected to great pressures from giants by 
the use of secret and devious methods. Here, says Jones, is a gas production 
business of vast potential, with great reserves in a unique geological forma- 
tion characterized by sealed pockets and it has been the intention of the 
giants, including Texas Gas, to underrate the true potential of the Big Hill 
field, to keep Deep South chained to an unprofitable contract, to take less 
quantities than will enable Deep South to survive economically, thus to 
throttle Deep South to death. Deep South says, “We do not seek a rate 
increase, we seek only the opportunity to sell the full capacity of our wells 
to Texas Gas, or, if they cannot use the gas, to sell it to some other pur- 
chaser. Or we will sell to Texas Gas and another purchaser, because the 
reserve is adequate.” 

The Texas Gas version of the situation is in sharp contrast. Texas Gas 
points out that it did not encourage all of the drilling done by Deep South 
and that the Big Hill field is probably over-drilled since merely boring holes 
does not increase a gas reserve. Texas Gas presents a picture of Deep South 
as a one-man corporation, the one man being a dynamic, capable, and 
knowledgable person but one who has engaged in wildcat operations on the 
basis of extremely marginal financial support. The record shows that Deep 
South is a business carried on by Jones on behalf of a number of friends— 
persons who have furnished capital (in some cases, at least, apparently, “tax 
money”) to Jones from time to time and whose interests have been trans- 
ferred from well to well and perhaps from field to field as the situation re- 
quired. In a financial operation of this kind, and because of tax laws and 
other considerations there must be constant initiation of new wells, whether 
or not such wells actually produce. It is alleged by Texas Gas that Deep 
South paid more royalty for the Security State Bank lease than it should 
have, and having thus paid higher than the normal royalty to begin with, 
could be expected to encounter financial difficulty, if producing wells were 
used as a means to finance non-productive wells. 

It is the contention of Texas Gas that Deep South has “painted itself into 
a financial corner” by this unique method of financing wildcat wells by the 
pledging of interests in productive wells and that this practice which tends 
to load the productive wells with too great a financial burden, and reduce 
the working interest base, was bound, sooner or later, to result in financial 
chaos. Thus, under the Texas Gas version of the problem—Deep South has 
overdrilled on the basis of questionable financing practices and that Texas 
Gas is now taking natural gas from Deep South in compliance with its con- 
tract and pursuant to a filed rate schedule. Further, and importantly, Texas 
Gas is taking gas ratably from the Big Hill field from Deep South and 
other producers in the field on a reserve basis, and has always taken more 
gas than is required under the contract. 

While Texas Gas admits that there have been some reductions in takes 
from Deep South in recent years, it maintains that the takes from Deep 
South by Texas Gas have remained ratable on a reserve basis with the takes 
from other producers connected to the Texas Gas gathering system. 

As may be seen from the foregoing, the argument by Deep South for 
abandonment of this sale and service may be self defeating. There appears 
to be more than enough gas available for purchase by Texas Gas from the 


4There would seem to be some 300 of such interest holders, who may claim 50 per- 
cent of the 72 percent Deep South started with, although this is difficult to ascertain 
from this record. 
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Deep South wells in the Big Hill field so that abandonment for reason of 
decreased or diminished supply is just out of the question. 

Is there any legal basis for the granting of any relief here, even con- 
ceding for argument’s sake that Deep South has established the facts it has 
alleged? Is there any way this Commission may interject itself into this 
controversy and take such action that will relieve Deep South and still pro- 
tect the public interest? 

If there were a solution, it would necessarily be based upon the true reserve 
picture in the Big Hill field. And, in any event, if Deep South proposes to 
sell any of this natural gas in intrastate commerce as is the case, apparently, 
the Commission has no authority by law to entertain a request for per- 
mission to make such a sale. 

Let us assume, however, that Deep South wishes to sell more gas in inter- 
state commerce—that is, the production from its Big Hill leases which Texas 
Gas cannot or will not take. Has it been established on this record that 
Deep South does, in fact, have gas available for sale over and above the 
amounts which formed the basis of the original contract and upon which 
certificates have been issued by the Commission to Texas Gas and Texas 
Eastern? 

The record does not establish as a reliable proposition that the Deep South 
takes from the field could be increased to 25,000 Mcf per day (as it proposes 
to do) without creating an imbalance of takes in the field which would un- 
questionably have an important effect on the public interest. If the increases 
sought to be employed by Deep South were permitted, it is argued that other 
operators in the field would likewise seek the same permission.5 Thus all 
of the operators instead of producing 4,430,000 Mcf per quarter would pro- 
duce 12,696,000 Mcf per quarter, and were this to occur, the Big Hill field 
would cease to be productive in less than five years. 

Such rapid depletion of the Big Hill reserves would seriously disturb the 
gas supply patterns of Transcontinental and Texas Eastern, and, possibly 
would alter the bases on which certificate authority has been granted to these 
companies by this Commission. 

The extent of the recoverable reserves in the Big Hill field and the fault 
pattern of the field are the subjects around which there was developed the 
greatest amount of testimony and evidence on these subjects is in direct con- 
flict, with two careful, experienced geologists taking positions diametrically 
opposed to each other.6 The Brinkerhoff testimony would clearly support the 
view that Deep South’s wells are not in communication with the wells of 
other operators, thus no drainage could or would occur were additional quan- 
tities of gas—quantities not in proportion to the takes from wells owned by 
other opérators in adjoining leases—were to be withdrawn from the Deep 


5 And apparently Texas Gas would, under Texas law, be required to take increased 
quantities from other producers in the same field. Vernon’s Texas Civil Statute An- 
notated 1925. See Article 6049a Sec. 8 and 8a. 

6 However, as the Staff points out, there is not much of a gap between them on 
total reserve estimates. Deep South’s witness estimated original recoverable reserves 
of 66,069,020 Mcf and approximately 32,000,000 Mcf behind pipe. The latter was set 
forth as an estimate which had not been derived on the basis of tests where the wells 
were in separate segments and were based solely on electrical log and core analysis. 
Texas Gas’ witness estimated 61,458,000 Mcf over-all reserves including behind pipe. 
Of the larger figure, only 7,000,000 Mcf was believed to be behind pipe. The Staff 
alleges that for the purposes of this hearing Deep South was willing to accept the 
Texas Gas reserve estimate, but Deep South claims it was willing to accept the esti- 
mate only because it does not feel that the reserve question is a material issue in the 
case. 
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South wells. Cross-examination of Mr. Brinkerhoff failed to disclose any flaw 
in the analysis of reasoning upon which his conclusions were based. 

On the other hand, the geology witness for Texas Gas, a member of the 
Davis organization, and of at least equal professional status with the Brinker- 
hoff organization, presented facts, figures and conclusions which are in com- 
plete conflict with the Brinkerhoff findings. The essence of the Falconer 
testimony and evidence is that many of the wells in the Big Hill area are in 
communication with each other and thus can, and do, drain each other. 

Each of the wells of Deep South was studied in detail by the witnesses, 
with attention given to borings, logs, pressure information, and production 
history.7 Falconer gave similar attention to adjoining wells of other opera- 
tors and utilized electric logs to a marked degree in arriving at his findings. 
His data are the most recent and up to date. Each witness was carefully 
cross-examined by skilled counsel who are familiar with this problem and 
the controversy herein because of long association with the matter, so fa- 
miliar, possibly that little attention is given by them to the indoctrination 
of newcomers to the arena. 

It is obvious that in dealing with natural gas lying concealed in sands 
or porous rock in zones or belts thousands of feet from the surface of the 
earth, experience, training, and scientific equipment can carry any human 
only so far, and the conclusion any expert can reach is only the sum of pos- 
sibilities that he elects to treat as probabilities. Thus no one is able to say 
with any certainty at this time that Jones and Brinkerhoff are completely 
right and Falconer and the Davis group are completely wrong, or vice versa. 
This, then, puts the weigher of evidence on dead center and it is the public 
interest which dictates which course must be followed. 


The Public Interest 


It is manifestly in the public interest in a case wherein there is a sharp 
conflict of experts and which presents alternatives, one of which involves 
great risk, to pursue the course which will provide the greater protection 
for that portion of the public, the ultimate consumers of the natural gas now 
connected to this source of supply, who depend upon the distributors, the 
pipeline companies, and this regulatory agency to take no action which 
would unnecessarily interfere with their source of supply or with the costs 
they must pay as rates for gas service’ 

That if Falconer is right in his analysis there would be grave consequences 
if Deep South were to produce and sell at the accelerated rate it believes 
necessary, there can be no doubt. Such an imbalance of takes from Deep 
South would quickly bring about increased takes from other producers from 
this common reservoir and thus this reserve of natural gas would sooner be 
exhausted. The known reserves of Big Hill field may be nearly all that will 
ever be discovered, so there can be no assumption that such reserves will be 


™It would be possible, though diffeult, to present herein an abstract of the testimony 
of these geology witnesses but it is doubtful that an abstract would be useful to the 
reader unless such readef had a fairly comprehensive knowledge of the terminology of 
the profession, at least an elementary knowledge of petroleum geology and a map of 
the field showing the location of each well. 

8 The public interest which Deep South would have the Commission advance and pro- 
tect by granting it one of its requests is to provide Deep South with sufficient revenues 
to enable it to continue its course of exploration and drilling, thus to enhance the 
supply of hydrocarbons available for public use. However, what real assurance is there 
that Deep South will continue to explore for, and develop, petroleum reserves in the 
event its requests are granted? 
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enhanced in future years. Such acceleration of the depletion of this reserve 
would create a problem for Texas Gas and its customers and the customers 
of the other purchasers of gas in the Big Hill field of replacement of these 
reserves which could not help but have a harmful inflationary effect. 

It is not necessary, in the disposition of this matter in the public interest 
to pass upon the question of whether or not Deep South is a “statutory” 
or a “contract” seller or whether as a matter of law Texas Gas has breached 
its contract with Deep South. The Deep South—Texas Gas transaction is 
governed by a rate schedule on file with the Commission pursuant to law. 
It is apparent that the schedule is being followed by Texas Gas. There are 
a number of instances in the files of the Commission where service has been 
required long after the original contract between the parties had expired by its 
own terms. A number of court cases have involved the requirement of inde- 
pendent producers to continue sales after a gas purchase contract had ex- 
pired by its own terms. 

That the Commission cannot, in the public interest, permit abandonment here- 
in is clear. There is an ample supply of gas here, and Texas Gas is willing 
and able to take it and has consistently taken it pursuant to the contract it 
believes that it has with Deep South which constitutes the filed rate schedule 
of Deep South. (cf Michigan Consolidated Gas Co. v. F.P.C. 283 F 2d 204, 
CCH Utilities Law Reporter 14,180, J. M. Huber Corp. v. Federal Power Com- 
mission 236 F. 2d 550, and United Gas Pipe Line Company, 3 FPC 3, 10.) 

That the Natural Gas Act covers only interstate transportation and sales 
of natural gas is likewise beyond argument. Thus, the Commission could 
not, if it chose, issue a valid certificate authorizing a sale in intrastate com- 
merce, as is sought herein by Deep South, so there is no legitimate issue 
raised by this proposal of Deep South. 

That the Commission cannot order Texas Gas to increase its takes of gas 
if such increase will involve the extension and enlargement of its facilities 
seems to be well established. (See Panhandle Eastern Pipe Line Company v. 
Federal Power Commission, 204 F 2d 675, 681). It is even doubtful that 
such increase of takes could be required even if no additional investment were 
required and the reserves were shown to be in accord with Deep South’s 
contentions as this seemingly would amount to direct regulation of production, 
a power not bestowed upon the Commission in the Natural Gas Act. (ef 
Phillips Petroleum Company v. State of Wisconsin 347 U.S. 672, Colorado 
Interstate Gas Co. v. Federal Power Commission, 324 U.S. 581 and Federal 
Power Commission vy. Panhandle Eastern Pipe Line Company, 337 U.S. 498, 
1257, 1258.) However, it is not necessary to pass upon this point® and no 


9It is not necessary, either, to pass upon the question of whether or not Deep South 
is in a grave financial dilemma and is not able to make both ends meet on the income 
it is deriving from the sales of gas to Texas Gas. Due to the diffuse characteristics 
of the ownership of the wells (which have been adverted to previously herein) and the 
seemingly informal maner in which interests move from well to well, any definitive 
finding on this subject would be difficult to derive. Also, while arguing that the finan- 
cial condition of Deep South is not a proper issue herein, the parties and the Staff 
have raised many questions about the manner in which the accounting is being han- 
dled by Deep South (and this accounting is done, apparently, as though Deep South 
was sole owner of all of the wells except for the royalty owners) and these questions 
involve the classification of expense items, the treatment of costs, etc. The staff’s 
careful analysis indicates that were the accounting of Deep South done in the con- 
ventional manner, the books of Deep South would show for the year ending April 1960 
a net profit of $119,801. However, to get into this matter and to discuss the financial 
condition of Deep South is to give it the dignity of an issue in the case, and this it has 
been determined not to be. 
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conclusion is stated herein on this point as advanced by Texas Gas. It 
should be noted, in passing, that Deep South presented no evidence to the 
effect that the additional volumes of gas it seeks to produce could be taken by 
Texas Gas without additional investment, and the record indicates that the 
existing facilities could not take additional volumes of gas as contemplated by 
Deep South. 

For the foregoing reasons, and because the Commission cannot on this 
record and on the basis of existing and applicable law grant the relief in 
any of the alternatives as set forth by Deep South in its application, the 
application must be dismissed. 

ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission under its 
rules, that the application of Deep South Oil Company, filed on February 29, 
1960, be and the same is hereby dismissed. 

Wiru1am J. COosTELLo 
Presiding Examiner 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


H. L. HAWKINS AND H. L. HAWKINS, JR., ET AL., DOCKET NO. G—12306, 
ET AL. 


ORDER GRANTING APPLICATION FOR BRECONSIDERATION ; ACCEPTING OFFER OF 
SETTLEMENT AND TERMINATING PROCEEDING 


(Issued April 14, 1961) 


On December 28, 1960, a document designated as an “Application for Rehear- 
ing and Reconsideration” of the Commission’s order issued November 28, 1960, 
24 FPC 1016, as it relates to Docket Nos. G—12306, G-14184, G—17367, G-17821, 
G-19825, and G-20450, was filed in the above entitled proceedings by H. L. 
Hawkins and H. L. Hawkins, Jr., et al., (Hawkins).1. By that order we 
denied Hawkins’ motion to terminate the instant proceedings and to discharge 
Hawkins from the obligation to refund excess revenues. 

In the aforementioned November 28, 1960 order we stated that the price levels 
proposed in Hawkins’ Offer of Settlement, in each instance, are above those 
set out in the Commission’s Statement of General Policy No. 61-1 and that 
the proposed modifications to the sales contracts did not constitute sufficient 
justification for permitting the proposed rate levels to become effective without 
refund obligation. 


10 Texas Gas points out that any order affecting the volumes of gas to be purchased 
from Deep South would directly confiict with the final judgment of a court of com- 
petent jurisdiction entered in an action involving gas takes from the identical proper- 
ties here involved and between the identical parties. See Texas Gas Corp. v. Deep 
South Oil Co. of Texvas, District Court of Jefferson County, Texas, Case No. 70,688, 
Affirmed (in pertinent pdrt) Texas Court of Civil Appeals, Beaumont, 328 S.W. 2d 
897 (1959) Application for Writ of Error denied by Supreme Court of Texas. 

Also, on the question of whether this Commission should take action which would be 
inconsistent with the law of the States or in conflict with the judgment of state tri- 
bunals, see Buford v. Sun Oil Co., 319 U.S. 315, 331, 332. 

1 The tender has been accepted for filing as a motion for reconsideration. A petition 
seeking rehearing of an interlocutory order, such as is here involved, may not be prop- 
erly filed. (Section 130 (e) of the Commission’s Rules of Practice and Procedures.) 
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Hawkins’ application for reconsideration of December 28, 1960 restates 
certain of the data set out in its motion and contends that they are entitled 
to receive a higher price than the maximum area price announced for 
Southern Louisiana because the area price would not return their cost-of- 
service. 

The General Policy Statement No. 61-1, issued September 28, 1960, 24 
FPC 818, made clear that where “a proposed price exceeds the indicated rate 
level and is therefore conditioned or suspended we will, in determining 
whether the higher price is justified, not necessarily consider only the financial 
requirements of the individual producer proposing the price, but will consider 
all * * * elements relevant to the industry generally in the area concerned.” 
Accordingly, in cases in which our area rate policy is applied, rate base 
cost-of-service evidence of an individual producer will not be determinative 
in fixing its rates. 

In our Opinion No. 338, Phillips Petroleum Company, issued September 28, 
1960, in which we announced our area price policy, we nevertheless made a 
determination of just and reasonable rates for Phillips on a cost-of-service 
basis because the evidence had been presented almost entirely on that basis. 
We have also employed the cost-of-service test in other proceedings in which 
cost-rate base data were prepared and submitted prior to the announcement 
of our area price policy. 

In the present case, Hawkins made an offer of settlement based upon the 
staff’s conclusions with respect to cost-of-service before announcement of the 
Phillips’ decision and the area rate policy. Thus the matter was ready for 
disposition on a cost-of-service basis prior to the promulgation of the area 
price policy. Accordingly, upon reconsideration, we consider it appropriate 
to make our decision in this case also on a cost-of-service basis and, on that 
basis, to accept Hawkins’ offer of settlement. 


The Commission finds: 


(1) The application for reconsideration, filed December 28, 1960, should be 
granted. 

(2) Hawkins’ proposed increased rates and charges involved in Docket Nos. 
G-12306, G—14184, G-—17367, G—17821, G-—19825 and G-20450 have not been 
shown to be just and reasonable, or otherwise lawful under the terms and 
provisions of the Natural Gas Act, and they should be disallowed and denied 
as hereinafter provided and ordered. 

(3) The proposed settlement of these rate proceedings by which Hawkins 
proposes (1) to reduce its rates under its Rate Schedule No. 1, from 18.9¢ 
to 16.55¢ per Mcf; under Rate Schedule No. 11, from 22.0¢ to 16.0¢ per Mcf; 
and under Rate Schedule No. 13, from 15.8¢ to 15.0¢ per Mcf, all exclusive 
of taxes, (2) to renegotiate the applicable contracts so as to eliminate the 
favored-nation clauses contained therein and to modify the periodic increased 
provisions from one and two-year intervals to five-year intervals, and (3) as 
modified by its application for reconsideration, filed December 28, 1960, to 
refund the difference, plus interest, between the settlement rates in Docket 
Nos. G—12306, G14184, G—17367, G-17821, G-—19825 and G-—20450, and the con- 
tract rates now on file, exclusive of taxes, should be approved and made 
effective as hereinafter provided and ordered. 


The Commission orders: 


(A) The application for reconsideration filed December 28, 1960, is hereby 
granted. 


(B) The increased rates and charges contained in the filings referred to 
in paragraph (2) above are disallowed and denied. 








FEDERAL POWER COMMISSION 749 


(C) The Offer of Settlement filed with the Commission, as described 
above and as modified in the petition for reconsideration, is hereby approved, 
subject to the provisions of this order. 

(D) Hawkins shall refund to its customers, within 45 days from the date 
of issuance of this order, amounts computed in accordance with the provi- 
sions set forth in paragraph (3) above, together with interest at the rate of 
six percent per annum to the date upon which refunds as provided for in 
this order shall have been made. 

(E) Within 30 days after refunds have been made as provided for by para- 
graph (D) hereof, Hawkins shall report to the Commission, in writing and 
under oath, the amount of the refund made to each of its customers, showing 
separately the amount of principal and interest so paid, and the basis upon 
which said interest was determined, and shall serve a copy of such report 
upon each of the customers receiving a refund. Concurrently therewith, 
Hawkins shall file with the Commission releases from its customers showing 
receipt of principal and interest so paid. 

(F) Hawkins shall execute and shall file within 45 days from the date of 
the issuance of this order, amendments to their contracts on file with the Com- 
mission as Hawkins & Hawkins FPC Gas Rate Schedules 1, 11 and 13, which 
filing shall conform to Hawkins’ Offer of Settlement, as modified, in all 
respects. 

(G) Upon compliance by Hawkins with the terms and conditions of this 
order, the amendments filed in accordance with Paragraph (F) above, provid- 
ing for the rates specified in the proposed settlement and other contract 
modifications, shall become effective as of the date of issuance of this order, 
and the proceedings in Docket No. G—12306, G14184, G—17367, G—17821, G—19825 
and G—20450 shall be terminated. 

(H) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted by or against Hawkins. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MIDWEST OIL CORPORATION, DOCKET NO. G—19876; SINCLAIR OIL & 
GAS COMPANY, DOCKET NO. G-—19889; MIDWEST OIL CORPORATION, 
DOCKET NO. RI60-381 


ORDER TERMINATING PROCEEDING LIMITING REFUND OBLIGATIONS IN OTHER 
PROCEEDINGS AND ACCEPTING OFFER OF SETTLEMENT 


(Issued April 14, 1961) 


On February 23, 1961, D. W. Pickett (Operator), et al. (Pickett, et al.) 
submitted an offer of settlement in the suspension proceedings in Docket Nos. 
G-19876 and G-—19889, proposing an increased rate of 14.6¢ per Mcf for the 
sale of gas to Tennessee Gas Transmission Company (Tennessee) from the 
Youngblood Gas Unit in San Salvador Field, Hidalgo County, Texas. Picket, 
et al. is submitting this offer of settlement in the above-mentioned suspension 
proceedings for the period beginning November 16, 1960, the date Picket, e¢ al., 
succeeded to the interest of Midwest Oil Corporation (Midwest) and Sinclair 
Oil & Gas Company (Sinclair) in the Youngblood Gas Unit. 
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Previously, increased rates of 15.0952¢ and 17.24347¢ per Mcf, respectively, 
had become effective subject to refund on April 1, 1960, in Docket Nos. G—19876 
and G-19889 under Midwest’s FPC Gas Rate Schedule No. 16 and Sinclair's 
FPC Gas Rate Schedule No. 91 for the jurisdictional sale of natural gas to 
Tennessee from the Youngblood Gas Unit. Midwest filed a further proposed 
increased rate, under its FPC Gas Rate Schedule No. 16. This proposed in- 
creased rate of Midwest was suspended until November 9, 1960, but has not 
been placed in effect subject to refund. 

Pickett, et al., in its offer of settlement proposes: a rate of 14.6¢ per Mcf 
as of November 16, 1960;1 to insert a schedule of three 1.0¢ per Mcf periodic 
escalations at five-year intervals, beginning February 5, 1963; the elimination 
of indefinite pricing provisions from the contracts involved ; and the termination 
of the proceedings in Docket Nos. G—19876 and G—19889 for the period after 
November 15, 1960.2 

Tennessee has concurred in the offer, and no one has protested the pro- 
posals. The settiement rate of 14.6¢ per Mcf accords with the Second Amend- 
ment to the Commission’s Statement of General Policy No. 61-1. 


The Commission finds: 


(1) The offer of settlement submitted by Pickett, e¢ al. on February 23, 
1961, in these proceedings is reasonable, proper, and in the public interest in 
earrying out the provisions of the Natural Gas Act, and said offer should 
be approved as hereinafter provided. 

(2) Midwest and Sinclair will continue to be the respondents, respectively, 
in the proceedings in Docket Nos. G-19876 and G—19889 with their obligation 
to refund excess charges in these proceedings limited to the locked-in period 
of April 1 to November 16, 1960. 


The Commission orders: 


(A) The offer of settlement filed by Pickett, e¢ al., on February 23, 1961, 
is hereby accepted upon the terms and conditions of this order. 

(B) Pickett, et al., shall execute with Tennessee and shall file within 30 
days from the date of issuance of this order contract amendments which 
shall conform to Pickett’s, et al., offer of settlement. Pickett, et al. shall file 
these amendments as supplements to Pickett, et al.’s, rate schedules and shall 
also file notices of changes in rates. 

(C) Upon Pickett, et al.’s compliance with paragraph B hereof, the rates of 
14.6¢ per Mcf* specified in the offer of settlement shall become effective as 
of November 16, 1960, and the proceedings in Docket Nos. G-—19876 and 
G-19889 shall be terminated for the period after November 15, 1960. 

(D) The proceeding in Docket No. RI60-381, which concerns a proposed 
increased rate of Midwest that was never placed into effect, having become 
moot, is hereby terminated; the obligations of Midwest and Sinclair to refund 
excess charges in the proceedings in Docket Nos. G-19876 and G—19889, 
respectively, are hereby limited to the period of April 1 to November 16, 1960. 

(E) The acceptance of this settlement is without prejudice to any findings or 
determinations that may be made in any other proceeding now pending or 
hereinafter instituted by or against Pickett, et al. 


1 Pickett had not been charging the proposed increased rates that its predecessors’ 
in interest, Midwest and Sinclair, had collected until November 16, 1960, subject to 
refund. 

2 On December 5, 1960, Sinclair also moved that the proceeding in Docket No. G-19889 
be terminated for the period after November 15, 1960. 
8 Including 0.21931¢ per Mcf for dehydration by buyer. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline, and Paul A. Sweeney. 


TEXACO INC., ET AL.,* DOCKET NO. G-—15546, ET AL. 


ORDER GRANTING APPLICATIONS FOR REHEARING 
(Issued April 14, 1961) 


Respondents, Union Texas Natural Gas Corporation, The California Company, 
The California Company (Operator), et al., Forest Oil Corporation, Forest Oil 
Corporation (Operator), et al., Sun Oil Company, Sun Oil Company (Operator), 
et al., Sohio Petroleum Company (Operator), et al., Sohio Petroleum Company, 
Phillips Petroleum Company (Operator), et al., Phillips Petroleum Company, 
The Atlantic Refining Company, The Atlantic Refining Company (Operator), 
et al., Pan American Petroleum Corporation (Operator), et al., Pan American 
Petroleum Corporation, Arkansas Fuel Oil Corporation,’ Arkansas Fuel Oil 
Corporation (Operator), et al... Cities Service Petroleum Company,’ Cities 
Service Production Company, Cities Service Production Company (Operator), 
et al., Tidewater Oil Company, Tidewater Oil Company (Operator), et al., The 
British-American Oil Producing Company, Skelly Oil Company (Operator), et al., 
The Grande Corporation (Operator), et al., Humble Oil & Refining Company 
(Opertaor), et al., and Humble Oil & Refining Company have filed applications 
for rehearing of the Commission’s order issued February 21, 1961** in the 
above-designated proceedings. 

Respondents Texaco Inc., Continental Oil Company, Continental Oil Company 
(Operator), et al., W. C. Feazel (Operator), et al., Gulf Oil Corporation (Oper- 
ator), et al., Gulf Oil Corporation, and Texaco Seaboard, Inc. have filed Petitions 
for Clarification of said order of February 21, 1961. 

Respondents’ above-mentioned applications for rehearing and petitions for 
clarification are in substance similar and are herein treated as applications for 
rehearing for purposes of this order. Respondents state that they did not 
protest their payment of the gas gathering tax of 1¢ per Mcf imposed upon said 
Respondents by the State of Louisiana, pursuant to Act No. 8 of 1958, as approved 
on June 16, 1958, amending Title 47 of the Louisiana Revised Statutes. As set 
forth in our order issued on February 21, 1961, said Statute has been held 
unconstitutional. Respondents further state that the State of Louisiana will not 
refund the amounts of their tax payments, or interest thereon. Respondents 
request clarification as to their obligation to make refunds pursuant to our 
order of February 21, 1961, herein if they did not protest the payment of said 
tax and, thus, received no refunds from the State of Louisiana. Some Respond- 
ents further request clarification of whether they must, should they be instructed 
to make such refunds of amounts not refunded to them, make such refunds with 


two percent interest although they have received no interest from the State 
of Louisiana. 


The Commission finds: 


It is appropriate and proper in the administration of the Natural Gas Act 
that there be a rehearing of the Commission’s order issued February 21, 1961, 
insofar as such order is applicable to the above-designated proceedings. 


1 Arkansas Fuel Oil Corporation continues to be responsible, pursuant to undertakings 
previously filed, for refunds relating to increased rates collected prior to December 3, 1960, 
in Docket Nos. G—15556, G-15646, and G—15647. These dockets are listed under the name 
of Cities Service Reserves, Inc. in the Commission's order of February 21, 1961. 

2 Formerly Cities Service Oil Company. 

*Additional Respondents and Docket Numbers omitted in printing. 

**February 21 order printed at page 752. 
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The Commission orders: 


Rehearing of the Commission’s order issued February 21, 1961, is hereby 
granted insofar as such order is applicable to the above designated proceedings. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


TEXACO INC., ET AL.,* DOCKET NO. G—15546, ET AL.* 
ORDER REQUIRING REFUNDS AND TERMINATING PROCEEDINGS 
(Issued February 21, 1961) 


The hereinafter designated Respondents have heretofore filed proposed in- 
creased rates reflecting only the gas gathering tax of 1 cent per Mcf imposed 
upon said Respondents by the State of Louisiana pursuant to Act No. 8 of 1958, 
as approved on June 16, 1958, amending Title 47 of the Louisiana Revised 
Statutes. 

Relevant information pertaining to said Respondents is hereinafter set 
forth: [Omitted in printing.] 

In the orders suspending these increased rates it was stated that the Com- 
mission had been advised litigation was being instituted to challenge the 
constitutionality of said Act No. 8 of 1958, and so in order to assure appropriate 
refund in the event said Act should be declared unconstitutional, it was deemed 
advisable to suspend the prposed increased rates and charges. In the provisions 
making Responents’ rates effective subject to refund, the Commission required 
refund of the difference between Respondents’ then presently effective rates and 
charges and the proposed increased rates and charges allowed to become effective 
by reason of the levy of the gas-gathering tax referred to above, in the event 
said taxing statute was held invalid. The Commission also required refund 
of a proportionate part of the interest received by Respondents. 

The Supreme Court of the State of Louisiana has held said statute to be in 
violation of Article 10, Section 21 of the Louisiana Constitution. Bel Oil Corpo- 
ration, et al. v. Rufus W. Fontenot, Collector, 238 La. 1002; 117 S. 2d 571; 
Southern Natural Gas Company v. Robert Q. Roland, Collector of Revenue, 240 
La. 471, 123 S. 2d 891. Pursuant thereto, we are advised that the State of 
Louisiana is refunding such monies collected, with 2 percent interest thereon. 
It appears that these decisions are dispositive of the validity of said statute, 
that the said increased rates should be disallowed, refunds should be ordered, 
and the above-designated proceeings shoul be terminated. 


The Commission finds: 


(1) It is in the public interest and necessary in the effective administration 
of the Natural Gas Act that the supplements filed herein be disallowed, that 
refunds be made in these proceedings and that said proceedings be terminated. 

(2) The proceedings in Docket Nos. G—15549, G—15550, G-15661, G-—15745, 
G—16336, G-16327, G—16334, and G—16898 should be severed from these proceedings 
in Docket Nos. G—13811, et al., G-9065, et al., and G—9520, et al. 

The Commission orders: 

(A) The above-designated increased rates are disallowed and Respondents 

shall refund their respective purchasers the amounts collected under the respec- 


*Additional Respondents and Docket Numbers omitted in printing. 
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tive agreements and undertakings filed in compliance with the Commission’s 
orders herein together with a proportionate part of any interest received from 
the State of Louisiana. 

(B) The proceedings in Docket Nos. G—15549, G—15550, G-15661, G—15745, 
G-16336, G—16327, G-16334, and G—16898 are hereby severed from the proceedings 
in Docket Nos. G-13811, et al., G—9065, et al., and G—9520, et al. 

(C) Within 90 days from the date of issuance of this order, each Respondent 
shall report to the Commission, in writing and under oath, the details of its 
ealculations resulting in the refunds to be made pursuant to paragraph (A) 
hereof, together with copies of releases from its customers with respect to 
such refund. 


(D) The above-designated proceedings are hereby terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


DURBIN BOND & COMPANY, INC. (OPERATOR), ET AL., DOCKET NO. 
G-19925 


ORDER DENYING PETITION TO RESCIND ORDER 


(Issued April 20, 1961) 


On November 10, 1960, Durbin Bond & Company (Operator), et al. (Durbin) 
tendered a petition requesting that the Commission rescind its order issued 
September 16, 1960, and that the Commission recognize the effectiveness, 


as of March 30, 1960, of Supplement Nos. 4 and 5 to Durbin’s FPC Gas Rate 
Schedule No. 4, without the filing of the assurance required by said order 
issued September 16, 1960. 

This proceeding involves a proposed increased rate to 20.0¢ per Mcf at 15.025 
psia as contained in Durbin’s aforementioned supplements. By order issued 
October 23, 1959, in this proceeding, said supplements were suspended until 
March 30, 1960, and thereafter until made effective in the manner prescribed 
by the Natural Gas Act. As a result of motion filed on March 17, 1960, the 
Commission issued a notice making effective the proposed rate change upon 
filing of a bond to assure refund of excess charges and stated therein (1) 
that “no increased rates or charges shall be collected” until proper surety 
bond is filed and (2) that upon execution of surety bond and acceptance 
thereof by letter from the Secretary “the rates ... shall be effective” as of 
March 30, 1960. 

On May 12, 1960, Durbin tendered a motion requesting authorization to 
substitute an escrow agreement in lieu of the aforementioned bond. By order 
issued September 16, 1960, the Commission vacated, in part, the aforemen- 
tioned notice and permitted the substitution of a trust fund in lieu of surety 
bond. It is this order which Durbin now would have the Commission set aside. 

Durbin states that it “mtends to rely upon the statutory right, recognized 
in the Associated case* ... to defer collection of the increased rate, that it 


1Ordering Clause A thereof provided that: “Upon execution by Durbin of the trust 
described . . . below, the acceptance thereof, evidenced by letter addressed to Durbin 
by the Secretary of the Commission, the rates . . . set forth in Supplement Nos. 4 and 
5 to Durin’s FFC Gas Rate Schedule No. 4 shall be effective as of March 30, 1960, 
subject to further orders of the Commission.” 


2 Associated Oil € Gas Company Vv. F.P.C., 280 F. 2d 31 (C.A. 5, 1960). (Footnote 
added.) 
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will await outcome of the proceeding in Docket No. G—19925 before collecting 
any portion of such increased rates, and that it will then collect, as of March 
30, 1960, only the finally approved rate.” Durbin states that the reason for the 
foregoing is that the 7% interest requirement is “onerous.” 

We believe that a proper interpretation of the holding in the Associated 
ease is that the natural gas company’s motion filed pursuant to Section 4 
of the Natural Gas Act makes the suspended rate effective and that the 
filing of a surety bond is not a condition precedent thereto. We do not 
believe that decision has any effect on the separate and distinct authority of 
the Commission to require Respondent to charge and collect an increased 
rate so made effective. Therefore, our action in this matter is not inconsistent 
with the holding of the Associated case and Durbin’s reliance thereon is 
without foundation. 
in Docket No. R-193, 24 FPC 1058, amending Section 154.102 of the Commission’s 

Furthermore, on December 5, 1960, the Commission issued Order No. 230 
Regulations under the Natural Gas Act. That order requires that increased 
rates made effective pursuant to a motion filed under Section 4 (e) of the 
Natural Gas Act shall be charged and collected. 

The policy there enunciated and which requires the collection of increased 
rates, is clearly in accord with the filed rate doctrine as announced by the 
Supreme Court in the Montana-Dakota case. The Court there held that the 
company “can claim no rate as a legal right which is other than the filed rate, 
whether fixed or merely accepted by the Commission, and not even a court 
can authorize commerce in the commodity on other terms.” And as the 
Fourth Circuit in an earlier opinion in Hope Natural Gas Company v. F.P.C. 
clearly stated (134 F. 2d 287, 311): 


When rates were filed with the Commission pursuant to Section 4 (c) 
of the Act they become the only lawful rates which the utility could 
charge or accept (citing cases). 


Durbin’s petition appears to be requesting that the Commission take an 
action the result of which would be contrary to the aforementioned court 
decisions as well as contrary to the Commission’s Regulations. Furthermore, 
if independent producers were not required to collect increased rates made 
effective by motion, serious problems would confront not only pipeline pur- 
chasers of natural gas and, in turn, distribution company purchasers, but 
also the Commission itself in the administration of the Natural Gas Act. 

In view of the foregoing, it is concluded that Durbin’s petition should 
be denied. 


The Commission finds: 


Durbin’s petition sets forth no new matters or principles of law which were 
not fully considered by the Commission herein when it issued its order on 
March 17, 1960, and order on September 16, 1960, or which, now being con- 
sidered, warrant any change in or modification of such order. 


The Commission orders: 
Durbin’s petition tendered on November 10, 1960, in this proceeding, is 
hereby denied. 


3 Montana-Dakota Utilities Company v. Northwestern Public Service Company, 341 
U.S. 246, 251. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE MANUFACTURERS LIGHT & HEAT COMPANY, DOCKET NO. 
CP60-93 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY AND PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 


(Issued April 20, 1961) 


On April 29, 1960, The Manufacturers Light and Heat Company (Applicant) 
filed an application, as supplemented on May 24, 1960, in Docket No. CP60-93, 
pursuant to Sections 7 (c) and (b) of the Natural Gas Act, for a certificate of 
public convenience and necessity seeking authorization to construct and operate 
approximately 2.3 miles of 24-inch pipeline replacing a corresponding section 
of Applicant’s 16-inch pipeline No. 65 in Findlay Township, Allegheny County, 
Pennsylvania; and for permission to abandon the section that is to be re- 
placed by the proposed construction. 

Line No. 65 is one of the main lines serving the Beaver Valley area near 
Aliquippa, northwest of Pittsburgh, Pennsylvania. 

The section to be replaced has had over 100 leak repairs in the past four 
years and Applicant anticipates numerous repairs in the near future. It 
appears that the corrosive action of the soil has affected this section more 
than any other section of line No. 65. 

The replacement of the 16-inch line with 24-inch line will give Applicant 
some additional delivery capacity into the area; however, Applicant states 
that its main purpose at this time is to replace a badly deteriorated line and 
that the increased capacity will be needed in the next few years in view of 
the rate of growth in the area served. 

Most of the pipeline to be replaced will be abandoned in place because of 
its poor condition; a few valves and fittings will be salvaged. 

The total estimated cost of the proposed construction is $288,000 with a 
credit to fixed capital of $33,000. The estimated cost of retiring the pipeline 
is $200 with a salvage value of $4,200. 

The cost of the proposed construction will be financed by the issuance and 
sale of promissory notes to Applicant’s parent company, The Columbia Gas 
System, Inc. 

Temporary authorization was granted to Applicant for the construction and 
operation of the proposed facilities by letter, dated June 17, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 13, 1961, respecting the matters involved in and the issues presented by 
the application, as supplemented, herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a decision herein pursuant to Section 1.30 (c) (1) 
of the Commission’s Rules of Practice and Procedure. 

The Commission finds: 

(1) Applicant, The Manufacturers Light and Heat Company, having its 
principal place of business in Pittsburgh, Pennsylvania, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of December 29, 1944, in Docket Nos. G—593, 
et al., (4 FPC 821). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
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portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(3) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) The facilities to be abandoned, as heretofore described, are subject to the 
jurisdiction of the Commission, and abandonment of such facilities is subject 
to the requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(5) Such abandonment by Applicant, as heretofore described, is permitted 
by the public convenience and necessity, and an order authorizing and approv- 
ing same should be issued as hereinafter ordered. 

(6) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (c) (4) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant and to the exercise 
of the right granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, The Manufacturers Light and Heat 
Company, to construct and operate the proposed facilities as hereinbefore de- 
scribed, all as more fully described in the application, as supplemented, herein, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (c) (4) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph 
(A) hereof and to the exercise of the rights granted thereunder. 

(C) Permission for and approval of the abandonment by Applicant of the 
facilities hereinbefore described, all as more fully described in the application, 
as supplemented, in this proceeding, be and the same is hereby granted. 

(D) Applicant shall advise the Commission of the date of the abandonment 
within 10 days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE MONTANA POWER COMPANY, PROJECT NO. 5 
ORDER GRANTING STAY 
(Issued April 20, 1961) 


On September 18, 1959, we issued an order, 22 FPC 502, in this matter 
adopting the initial decision of the Presiding Examiner. Following our 
rejection of the Company’s application for rehearing of our afore-mentioned 
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order on the ground that it was not a final order, the Company on December 
22, 1959 filed in the United States Court of Appeals for the District of 
Columbia Circuit its petition for review of our order. The petition is still 
pending before that Court. 

On January 30, 1961, we issued an order, 25 FPC 221, modifying and 
adopting initial decision of the Presiding Examiner and Examiner’s further 
decision upon reopened hearing. The last-mentioned order provides in para- 
graph (E) thereof that it shall become final 30 days from the date of its 
issuance unless application for rehearing shall be filed as provided for in Section 
313 (a) of the Federal Power Act. By our further order issued March 24, 
1961, we denied the Company’s application for rehearing of our January 30, 
1961 order. 

On April 3, 1961, the Company filed a motion for a 60-day stay from 
March 24, 1961 of our January 30, 1961 order pending the filing by the 
Company of a petition for review and the final determination of this contro- 
versy by the courts. On April 7, 1961, the Intervener herein, the Confederated 
Salish and Kootenai Tribes of the Flathead Reservation, Montana, filed an 
answer in opposition to the motion. 


The Commission finds: 


It is not inconsistent with the public interest to stay the Commission’s 
order issued January 30, 1961 as hereinafter provided. 


The Commission orders: 


(A) Subject to the provisions of ordering paragraphs (B), (C) and (D) 
below, our order issued January 30, 1961 in the above matter is stayed for 
a period of 70 days from the date of issuance of our afore-mentioned order 
issued March 24, 1961 if no proceeding for review of this order shall duly 
have been commenced in a court of competent jurisdiction; or, if such a court 
proceeding shall have been commenced, then until 45 days after the mandate 
of such court shall be issued affirming this order. 

(B) The Company shall, beginning February 1, 1961, pay simple interest 
at 4 percent per annum on the amount of $295,538.75 which is equivalent 
to the accumulated annual charges and the interest thereon through January 
31, 1961, as set forth in our order issued January 30, 1961. 

(C) The Company shall pay simple interest on the annual charges for the 
years after 1958 at the rate of 4 percent per annum from February 1 of the 
year in which the charges are due. 

(D) The Company shall establish by charges to ‘ts income or surplus a 
reserve account in amounts equivalent to the accumulated annual charges and 
interest thereon as provided in paragraph (B) above and the annual charges 
for the years after 1958 and the interest thereon as provided in paragraph 
(C) above. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 
ROBERT B. PRENTICE (OPERATOR), ET AL., DOCKET NO. G—19475 
ORDER DENYING PETITION TO RESCIND ORDER 
(Issued April 20, 1961) 


On November 21, 1960, Robert B. Prentice (Operator), et al. (Prentice) 
tendered a petition requesting that the Commission rescind its order issued 
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October 21, 19601 and that the Commission recognize the effectiveness, as of 
March 1, 1960, of Prentice’s FPC Gas Rate Schedule No. 3, as supplemented, 
without the filing of the assurance required by said order issued October 21, 
1960. 

This proceeding involves a proposed increased rate to 23.25¢ per Mcf as 
contained in Prentice’s aforementioned rate schedule as supplemented. By order 
issued September 18, 1959, in this proceeding, said rate schedule and supple- 
ments were suspended until March 1, 1960, and thereafter until made effective 
in the manner prescribed by the Natural Gas Act. As a result of motion filed 
on January 26, 1960, the Commission, on February 23, 1960, issued a notice 
making effective proposed rate change upon filing of a bond to assure refund 
of excess charges and stated therein (1) that “no increased rates or charges 
shall be collected” until proper surety bond is filed and (2) that upon execu- 
tion of surety bond and acceptance thereof by letter from the Secretary, 
“the rates ... shall be effective’ as of March 1, 1960. 

By order issued October 21, 1960, the Commission vacated, in part, the 
aforementioned notice and permitted the substitution of a trust fund in lieu 
of surety bond, as requested. It is this order which Prentice now would 
have the Commission set aside. 

Prentice states that it “intends to rely upon the statutory right, recog- 
nized in the Associated case? ... to defer collection of the increased rate,” 
and “that it will await outcome of the proceeding in Docket No. G—19475 
before collecting any portion of such increased rates, and that it will then 
collect, as of March 1, 1960, only the finally approved rate.” Prentice further 
states that the reason for the foregoing is that the 7% interest requirement 
is “onerous.” 

We believe that a proper interpretation of the holding in the Associated 
ease is that the natural gas company’s motion filed pursuant to Section 4 
of the Natural Gas Act makes the suspended rate effective and that the filing 
of a surety bond is not a condition precedent thereto. We do not believe 
that decision has any effect on the separate and distinct authority of the 
Commission to require Respondent to charge and collect an increased rate so 
made effective. Therefore, our action in this matter is not inconsistent with 
the holding of the Associated case and Prentice’s reliance thereon is without 
foundation. 

Furthermore, on December 5, 1960, the Commission issued Order No. 230 in 
Docket No. R-193, 24 FPC 1058, amending Section 154.102 of the Commission’s 
Regulations under the Natural Gas Act. That order requires that increased 
rates made effective pursuant to a motion filed under Section 4 (e) of the 
Natural Gas Act shall be charged and collected. 

The policy there enunciated and which requires the collection of increased 
rates, is clearly in accord with the filed rate doctrine as announced by the 
Supreme Court in the Montana-Dakota case. The Court there held that the 
company “can claim no rate as a legal right which is other than the filed 
rate, whether fixed or merely accepted by the Commission, and not even a 


1 Ordering Clause A thereof provided that “Upon execution by Prentice of the trust 
agreement described . . . below, the acceptance thereof, evidenced by letter addressed 
to Prentice by the Secretary of the Commission, the rates, charges and classifications 
set forth in Prentice’s FPC Gas Rate Schedule No. 3 and Supplement Nos. 1, 2, 3 and 4 
thereto shall be effective as of March 1, 1960, subject to further orders of the Com- 
mission in this proceeding.” 


2 Associated Oil € Gas Company v. F.P.C., 280 F. 2d 31 (C.A. 5, 1960). (Footnote 
added.) 


3 Montana-Dakota Utilities Company v. Northwestern Public Service Company, 341 
U.S. 246, 251. 
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court can authorize commerce in the commodity on other terms.” And as the 
Fourth Circuit in an earlier opinion in Hope Natural Gas Company v. F.P.C., 
clearly stated (134 F. 2d 287, 311): 

When rates were filed with the Commission pursuant to Section 4 (c) 
of the Act they become the only lawful rates which the utility could 
charge or accept (citing cases). 

Prentice’s petition appears to be requesting that the Commission take an 
action the result of which would be contrary to the aforementioned court 
decisions as well as contrary to the Commission’s Regulations. Furthermore, 
if independent producers were not required to collect increased rates made 
effective by motion, serious problems would confront not only pipeline pur- 
chasers of natural gas and, in turn, distribution company purchasers, but 
also the Commission itself in the administration of the Natural Gas Act. 


In view of the foregoing, it is concluded that Prentice’s petition should be 
denied. 


The Commission finds: 


Prentice’s petition sets forth no new matters or principles of law which 
were not fully considered by the Commission herein when it issued its 
Notice on February 23, 1960, and order on October 21, 1960, or which, now 
being considered, warrant any change in or modification of such order. 


The Commission orders: 


Prentice’s petition tendered on November 21, 1960, in this proceeding, is 
hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NOS. G-—12706 
AND G-18841 


ORDER DENYING APPLICATION FOR ISSUANCE OF SUBPENA 
(Issued April 20, 1961) 


On January 25, 1961, the Commission issued its Order Conditionally Ap- 
proving Rate Settlement Agreement, Prescribing Refunds and Fixing Date of 
Hearing in the Above-entitled proceedings, 25 FPC 172. By that order, the 
Commission approved settlement rates for Texas Eastern Transmission Corpora- 
tion (Texas Eastern) as to its jurisdictional customers, with the provision 
that Ohio Valley Gas Corporation (Ohio Valley) be granted the opportunity 
to be heard on the matter of Texas Eastern’s Zone “C” rates which QGhio 
Valley alleges to be unreasonable and unduly discriminatory. On February 23, 
1961, Ohio Valley filed an Application for Rehearing and Reconsideration and 
Vacation of the Commission’s order issued January 25, 1961, and stated 
therein that the Commission’s action in approving the settlement, especially in 
view of opposition thereto, was contrary to Section 4 of the Natural Gas 
Act, and constituted a denial of due process; that it was improper both in 
law and in fact in that it shifted the burden of proof as to the justness and 
reasonableness of Texas Eastern’s proposed increased rates from the propo- 
nent to the opponent of those rates. 

By its order issued March 23, 1961, the Commission denied Ohio Valley’s 
Application for Rehearing and Reconsideration and Vacation of the order issued 
January 25, 1961, and stated that by the January 25, 1961 order, Ohio 
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Valley is not required to prove or disprove the lawfulness of any increased 
rates, but rather is given the opportunity to present evidence and be heard 
on why it believes that the rates proposed for Zone (C) are unreasonable and 
unduly discriminatory as to it. 

On March 9, 1961, Ohio Valley filed an application for issuance of a subpena 
to produce certain books and records of Texas Eastern. The application 
states that Ohio Valley’s position has already been stated with regard to 
settlement of the subject proceedings; that it opposes the agreement, and 
opposes the size and extent of rate Zone “C,” as well as the differential in 
rates between Zones “C” and “D” as set forth in the agreement. The appli- 
cation requested the subpena of certain documents said to be in the possession 
of Texas Eastern and not available elsewhere and recites that it could not 
have been presented sooner, because Texas Eastern’s refusal by letter to permit 
examination of its books and records was not received by Ohio Valley until 
March 6, 1961. Specifically the application seeks to subpena: 

1. The working papers underlying and supporting Texas Eastern’s rate 
increases proposed in Docket Nos. G—12706 and G-—18841, with particular em- 
phasis on the cost of service figures set forth therein. 

2. All working papers underlying and supporting Texas Eastern’s cost of 
service figures in Docket No. G-12706 and G—18841, as set forth in Appendix 
D, at pages 1 and 2 of the Rate Settlement Agreement. 

8. Maps, books and records giving the following information and data for 
the 12 months ended December 31, 1958: the mile-post number and name of 
customer for each delivery of gas from Texas Eastern’s system; each delivery 
by months, showing the name of customers, the maximum daily quantity, 
the maximum daily delivery, the billing demand, the volumes of gas delivered, 
the applicable rate schedule, and the pressure base; the maximum daily 
delivery for each day of the Texas Eastern system’s maximum sustained 
three-day peak; and the mile-post number for each point of receipt of gas 
into Texas Eastern’s system with volumes delivered at each point, by months. 

4. The data, books, records and tax returns furnished the Staff to determine 
whether Texas Eastern’s allowance for Federal Income Tax included in the 
Settlement cost of service study is appropriate. 

On March 21, 1961, Texas Eastern filed an objection to Ohio Valley’s 
application and stated therein that the application fails to set forth the 
materiality and relevance of the documents requested, especially since Ohio 
Valley’s complaint is based solely upon the issue of the Zone “C” rates, 
and that in this regard, the application does not comply with Section 1.23 
of the Commission’s Rules of Practice and Procedure. 

The Commission’s power to compel the attendance of witnesses and to sub- 
pena books, papers, correspondence, memoranda, contracts, agreements, or 
other records which the Commission finds relevant or material to the in- 
quiry, derives from Section 14 (c) of the Natural Gas Act. Section 1.23 of 
the Commission’s Rules of Practice and Procedure under the Act states that 
written applications for subpena “shall specify as nearly as may be the gen- 
eral relevance, materiality and scope of testimony or documentary evidence 
sought, including, as to documentary evidence, specification as nearly as may 
be, of the documents desired and the facts to be proved by them in sufficient 
detail to indicate the materiality and relevance of such documents” [Emphasis 
supplied]. In view of the foregoing, and upon our consideration of Ohio 
Valley’s application for subpena, it appears that the application as filed relates 
to material and records beyond the scope of those issues set for hearing by 
the Commission’s order issued March 23, 1961, especially paragraph (I) 
thereof, and must therefore, be denied. 
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However, Ohio Valley should, of course, be permitted access to those books 
and records of Texas Eastern necessary for the preparation and presentation 
of evidence upon the issue of the proper size and extent of rate Zone “C,” 
and why it believes that the rates in that zone are unreasonable and unduly 
discriminatory as to it, since it is upon this issue that Ohio Valley has been 
granted the opportunity to present evidence as ordered by paragraph (I) of 
the order last referred to. To the extent, therefore, that Ohio Valley can 
demonstrate the relevance and materiality of particular documents with regard 
to the issue hereinabove set forth, and its inability to obtain such documents, 
the Commission will entertain an application for subpena. 


The Commission orders: 


The Application of Ohio Valley Gas Corporation for Issuance of a Subpena, 
filed March 9, 1961, in the above-designated proceedings is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS GULF PRODUCING COMPANY, DOCKET NO. G—14758 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued April 20, 1961) 


Texas Gulf Producing Company (Texas Gulf) on March 10, 1958, tendered 
for filing Supplements Nos. 10 and 11 of its FPC Gas Rate Schedule No. 6 
providing for a renegotiated rate increase for its jurisdictional sales of natural 
gas to United Gas Pipe Line Company (United Gas) from the North 
McFaddin Field, Victoria County, Texas (Texas Railroad District No. 2). 
By order issued herein on April 4, 1958, the Commission suspended the 
effectiveness of the proposed increased rate until September 10, 1958, and 
thereafter until such time as it is made effective in the manner prescribed by 
the Natural Gas Act. Pursuant to appropriate motion of Texas Gulf and 
order of the Commission, the increased rate was made effective subject to 
refund as of September 10, 1958. 

On March 20, 1961, Gulf Texas submitted a notice of change in rate of 14.6¢ 
per Mcf at 14.65 psia (which has been designated as Supplement No. 12 
to Texas Gulf’s FPC Gas Rate Schedule No. 6), and an amendatory agree- 
ment dated March 15, 1961, executed by and between Texas Gulf and its 
buyer, United Gas Pipe Line Company. The amendatory agreement provides 
for a. new schedule of three 1.0¢ per Mef periodic escalations at five-year 
intervals, beginning March 1, 1963, and a revision of the tax reimbursement 
clause to provide only for reimbursement of increases in taxes above the 
present 7% Texas State production tax level. The subject contract contains 
no provision for favored-nation increases or for price redetermination. 

Texas Gulf proposes to reduce the increased rate of 14.7125¢ per Mcf 
currently in effect subject to refund to conform to the 14.6¢ per Mcf area price 
level announced in the Second Amendment to Statement of General Policy 
No. 61-1 and agrees to make appropriate refunds of the amounts collected 
in excess of the 14.6¢ per Mcf rate. 

By letter submitted on April 4, 1961, Texas Gulf requested that the subject 
proposed increased rate filing be considered as an offer of settlement of the 
rate suspension proceeding in Docket No. G-—14758. 
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In support of its offer of settlement, Texas Gulf states that the settlement 
rate of 14.6¢ per Mcf at 14.65 psia is authorized by the Commission’s Second 
Amendment to the Statement of General Policy No. 61-1 and requests termina- 
tion of the subject suspension proceeding on that basis. 

Since the proposed settlement rate of 14.6¢ per Mcf at 14.65 psia is equal 
to the area price level for Texas Railroad District No. 2 as announced in the 
Commission’s Second Amendment to its Statement of General Policy No. 61-1, 
issued December 20, 1960, it is believed that the public interest will best 
be served by accepting Texas Gulf’s proposed settlement and terminating the 
proceeding herein; by permitting the proposed increased rate of 14.6¢ per 
Mcf to be effective September 10, 1958, and by requiring Texas Gulf to make 
appropriate refund of the amounts collected in excess of the 14.6¢ per Mcf 
settlement rate from September 10, 1958, the date the 14.7125¢ per Mcf rate 
became effective subject to refund. 

United Gas has, in effect, by execution of the amendatory agreement, con- 
curred in the offer of settlement. No petitions to intervene in this proceeding 
has been filed and no comments or protests have been received with respect 
to Texas Gulf’s offer of settlement. 

However, we desire to make it clear that acceptance of this offer of settle- 
ment shall not be construed as approval of any future increased rates pro- 


posed by Texas Gulf under the periodic escalation provisions of the amendatory 
agreement or otherwise. 


The Commission finds: 


Texas Gulf’s proposed settlement of this rate proceeding on the basis de- 
scribed above, is in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act and should be approved by the Commis- 
sion and made effective as hereinafter ordered. 

The Commission orders: 


(A) Texas Gulf’s offer of settlement of the rate proceeding herein is 
hereby accepted upon the terms and conditions of this order. 

(B) Supplement No. 12 to Texas Gulf’s FPC Gas Rate Schedule No. 6 
(which contains the 14.6¢ per Mcf settlement rate) is hereby accepted for 
filing and allowed to become effective as of September 10, 1958. 

(C) Within 45 days after the date of the issuance of this order, Texas Gulf 
shall refund to United Gas, the amounts of money representing the difference 
between the amounts actually paid by United Gas in accordance with said 
Supplements Nos. 10 and 11 and the amounts computed in accordance with the 
settlement rate contained in Supplement No. 12 to Texas Gulf’s FPC Gas Rate 
Schedule No. 6, from September 10, 1958; together with interest at the rate of 
6 percent per annum computed upon such excess revenue amounts so com- 
puted from the date of payment by United Gas to the date of such refund 
payment. 

(D) Within 30 days after refunds have been made as provided by para- 
graph (C) hereof, Texas Gulf shall report to the Commission, in writing and 
under oath, the details of its respective calculations resulting in such refunds 
and interest payments, together with proof of payment of such refunds and 
interest thereon. 

(E) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted by or against Texas Gulf. 

(F) Upon the fulfillment by Texas Gulf of the terms and conditions of this 
order this proceeding shall be deemed terminated. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


APPALACHIAN POWER COMPANY, PROJECT NO 2210 
ORDER APPROVING REVISED EXHIBIT L DRAWING 
(Issued April 21, 1961) 


On November 22, 1960, as supplemented on January 9, 16, and 23, 1961, 
Appalachian Power Company, licensee for major Project No. 2210, filed for 
Commission approval a revised Exhibit L drawing showing the final design of 
the dam structures for the lower development part of the project. 

The revised drawing shows the plan, elevation and sections of the dam struc- 
ture which includes a concrete gravity powerhouse intake section, a gated 
spillway section and two non-overflow abutment sections. 

By letter dated March 22, 1961, an Assistant Secretary of the Interior re- 
ported that construction of the lower dam as shown in the revised Exhibit L 
drawing will not change significantly the effect of the project on fish and 
wildlife resources of the area. 

The Office of the Chief of Engineers, Department of the Army, has stated 
that the revised drawing has been approved in accordance with Section 4 (e) 
of the Federal Power Act. 


The Commission finds: 


The following-described revised Exhibit L drawing conforms to the Com- 
mission’s rules and regulations and should be approved as part of the license 
for the project, and superseded Exhibit L-3 (FPC No. 2210-11), now part 


of the license, should be eliminated therefrom—all as hereinafter provided: 
Exhibit L-3 (Amended) (FPC No. 2210-12) entitled “Lower Development, 
Plans and Sections.” 


The Commission orders: 


The revised Exhibit L drawing described in the above finding as conforming 
to the Commission’s rules and regulations is approved as part of the license 
for Project No. 2210, and the Exhibit L drawing described in the same finding 
as being superseded is eliminated from the license for the project. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ATLANTIC SEABOARD CORPORATION, DOCKET NOS. G-—12196, G-—16817, 
G-18422 AND G-19326 


ORDER APPROVING PROPOSED SETTLEMENT, PRESCRIBING REFUNDS, DENYING APPEAL 
AND MOTION TO DISMISS AND TERMINATING PROCEEDINGS 


(Issued April 21, 1961) * 


These proceedings arise under Section 4 of the Natural Gas Act and relate 
to increases and changes in rates and charges tendered for filing by Atlantic 


* Rehearing denied by order issued June 12, 1961, 25 FPC 1125. 
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Seaboard Corporation (Seaboard), an affiliate in the Columbia Gas System, Inc., 
applicable to the period from July 14, 1957 through April 4, 1960. Pursuant to 
our order issued January 10, 1961, 25 FPC 133, hearings were held in these 
matters commencing January 31, 19611 We have before us at this time 
the record in these proceedings, the briefs filed therein, and the “Appeal from 
Rulings of Presiding Examiner and Motion to Dismiss” filed by Lynchburg 
Gas Company (Lynchburg) on February 23, 1961. 

On September 12, 1960, Seaboard filed a proposed rate settlement agreement 
which had been executed by all of its customers (except Lynchburg) and 
by three non-customer interveners,? together with a motion requesting approval 
of the settlement and termination of the proceedings. The Commission staff 
concurred in the results reached in that agreement. The background of the 
procedures leading up to the proposed settlement and a summary of the pro- 
visions of the agreement are set forth in our order issued in these proceed- 
ings on January 10, 1961. 

Our review of the facts set forth in the settlement agreement, the appendices 
thereto, and in the motion filed by Seaboard, indicated that the proposed settle- 
ment appeared to be equitable and a reasonable basis for terminating the 
proceedings, and we so stated in our order issued January 10, 1961. In addi- 
tion, after consideration of the allegations contained in Lynchburg’s answer 
and opposition to Seaboard’s motion for approval of settlement filed on 
September 20, 1960, we provided for hearing and prescribed the procedure 
therefor, to give Lynchburg an opportunity to support its allegations. 

In our January order, we noted Lynchburg’s allegation that certain issues 
had been “eliminated” or “buried” by the proposed settlement. We also 
pointed out as follows: 


In its answer, Lynchburg admits that its opposition does not relate to 
the merits of the settlement but is directed against any effort at the limi- 
tation of issues, or settlement of issues, except by formal evidentiary hear- 
ings. It is Lynchburg’s contention that “the circumstances demand formal 
hearings in these matters so that the Commission can come to grips with 
the issues involved.” Those issues, Lynchburg alleges, are “proper rate 
of return, the provision for depreciation, the rate level and the functional 
relationship between Seaboard and its affiliate, United Fuel Gas Company.” 
Lynchburg also alleges “that Seaboard proposes a pattern of refund which 
is on its face discriminatory and in conflict with the Commission’s Opinion 
No. 225.” 


The ambiguity of Lynchburg’s general allegations is obvious. Even as the 
two points which might be claimed to be specific “issues,” i.e., rate of return 
and depreciation, Lynchburg at no time indicated that it considered those 
specific items as reflected in the costs of service attached to the agreement to 
be unreasonable or improper. Indeed, we noted in our January order that 
any claimed issue as to depreciation did not in fact exist because the proposed 
settlement provided no change in the method of computing depreciation from 





















1 The hearing record and our order issued January 10, 1961 also refer to Docket No. 
G-20272. That docket, however, is not proposed to be settled by the rate settlement 
agreement discussed herein. That docket was included in our order issued January 10, 
1961, only for the purpose of permitting certain revised tariff sheets to become effec- 
tive as of April 5, 1960, subject to the provisions of all orders issued or to be issued 
in Docket No. G-20272. 

2The Pennsylvania Public Utility Commission, the Public Service Commission of 
West Virginia, and the City of Pittsburgh, Pennsylvania. 
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that being booked by Seaboard since January 1, 1956, and passed upon by 
our order issued January 11, 1957, in Atlantic Seaboard Corporation, Docket 
Nos. G—2452 and G-5457. 

Under the circumstances, our order issued January 10, 1961, provided that 
Seaboard submit its evidence on the only remaining “specific” issue referred 
to by Lynchburg, i.e., rate of return. That order also provided that Lynchburg 
specify the issues that it claimed were “eliminated” or “buried” by the pro- 
posed settlement, and support its allegations with respect to such issues, if 
any, since Seaboard could not be called upon to discharge the burden of proof 
imposed upon it by the Natural Gas Act by attempting to meet vague and 
unnamed issues. 

The evidence adduced at the hearing in these matters includes the rate settle- 
ment agreement and Seaboard’s testimony and exhibit on rate of return. 
Lynchburg, although afforded the opportunity, did not present any evidence 
or state its position on rate of return, or advance any issues to be met by 
Seaboard. 

Based upon the record before us, we are of the view that the rates of 
return included in the computation of the costs of service * shown in Appendix 
A and B to the rate settlement agreement (attached hereto as Exhibit I)* are 
fair and reasonable. 

Seaboard, a wholly-owned subsidiary of Columbia Gas System, Inc., is 
financed through debt and equity capital furnished by the parent company, 
which in turn sells its debt securities and common stock to the public. The 
nature of the relationship requires that we look to the experience of Columbia 
in order to determine what return will enable Seaboard to contribute its 
proportionate share to Columbia. 

The evidence shows that based on Columbia’s actual capital structure at 
the end of each quarter year during the period from June, 1957 to March, 
1959, Columbia’s debt ratio ranged from 53.9 percent to 60.4 percent. The 
average cost of debt outstanding at the end of each quarter varied from 3.48 
percent to 3.93 percent.4 Applying a 6%4 percent overall rate of return to 
this period, as reflected in Appendix A to the settlement, results in a return 
on the equity portion of the capital structure ranging from a low of 9.46 to 
a high of 9.8 percent. Similarly, for the quarter periods from June, 1959 to 
September, 1960, when Columbia’s debt ratio varied from 55.0 to 57.5 percent 
and the average cost of that debt varied from 3.92 to 4.00 percent, a 6% per- 
cent overall rate of return, as reflected in Appendix B to the settlement, 
results in a return on the equity portion of the capital structure ranging 
from 9.58 to 9.95 percent. 

The record also shows that Seaboard’s actual capital structure at the end 
of each of the fourteen quarter periods from June, 1957 to September, 1960, 
has in most instances approximated a 50-50 ratio between debt and equity. 
Based on that actual capital structure, and using the system actual average 
cost of debt, the evidence shows that the 61%4 and 6% percent overall rates 
of return would produce returns on the equity portion of the capital struc- 


3A 6% percent rate of return is shown for Docket No. G-12196 which relates to the 
period from July 14, 1957 through April 6, 1959, and a 6% percent rate of return for 
Docket Nos. G—-16817, G—18422 and G-—19326 which relates to the period from April 7, 
1959 through April 4, 1960. 

4The average cost of debt herein referred to does not include the amortization of 
cost of refunding debt, which, the record shows, would add at least 0.05 percent to 
the average cost of debt. 

* Exhibit I omitted in printing. 
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ture ranging from 837 to 9.04 percent, and only once in the 14 quarter 
periods would such return on equity be in excess of 9.0 percent. 

In proceedings relating to The Manufacturers Light and Heat Company, an 
affiliate of Seaboard, and covering the same periods as here involved, we found 
that a 10 percent return on equity was adequate (Order issued February 25, 
1960, Docket Nos. G-12197, et al.). We there noted that in United Fuel Gas 
Company, 12 FPC 251, we found that the Columbia System’s financial struc- 
ture was such that a return on equity of 10.1 percent was justified. The 
evidence in this record equally supports the conclusion that a return on equity 
of 10 percent is adequate. Since the cost figures appended to the agreement 
are based on overall rates of return of 644 percent and 6% percent, neither 
of which, as indicated above, would yield up to 10 percent return on equity 
during these locked-in periods, we find that the overall rates of return used 
in these dockets for purposes of settlement of these proceedings are fair and 
reasonable (Southern Natural Gas Company, Docket No. G—20509, order issued 
July 8, 1960; Tennessee Gas Transmission Company, Docket No. G—19983, order 
issued August 19, 1960, 24 FPC 26 and 204, respectively). 

In our order issued January 10, 1961, we noted Lynchburg’s admission 
“that its opposition does not relate to the merits of the settlement, but is 
directed against any effort at the limitation of issues, or settlement of issues, 
except by formal evidentiary hearings.” Our review of the further record 
in these proceedings indicates that Lynchburg’s position has not changed. 
In its initial brief filed February 17, 1961, Lynchburg repeats that it has 
nowhere asserted that the proposed settlement is “unjust, unreasonable, unduly 
discriminatory or otherwise unlawful,” but only the contention that the rates 
and charges must be found to be just and reasonable upon a record made 
at a formal hearing. Clearly, Lynchburg’s opposition is to form and not to 
substance. Lynchburg’s position is without basis in fact or in law. 

First, there is a record before us upon which we can determine the reason- 
ableness of the proposed settlement. That record is comprised of the motion 
for approval of the proposed settlement, the answers thereto, the rate settle- 
ment agreement, the costs of service appended thereto, Seaboard’s and the 
Commission staff studies served upon each of the parties prior to the con- 
ferences, the staff’s working papers from which its studies and costs of 
service were derived, and the testimony and exhibits received during the course 
of the hearing referred to above. 

Second, we believe that our statutory authority is sufficiently inclusive to 
enable us to accept a proposed settlement for filing, to determine whether 
the results of that settlement are in the public interest, and if so determined, 
to terminate the proceedings involved on the basis of such settlement, sub- 
ject to such further conditions as we deem necessary. Our Rules of Practice 
and Procedure contemplate conferences seeking limitation of issues and the 
settlement of proceedings. Further, the recognized fact that the court look 
with favor upon and have prescribed similar methods and procedures for 
limiting issues for the settlement of cases and the termination of litigation, 
is too well established to require any further discussion here. 

We do not imply, however, that a party to a proceeding, is precluded 
from objecting to the terms of a proposed settlement. On the contrary, we 
recognize that any party to a proceeding has the right and duty to set out fully 
its objections to material matters or issues sought to be settled. To that 
right and duty there also attaches the obligation to advise all parties to the 
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proceeding and the Commission, clearly, concisely, and specifically, the nature 
of and grounds for its objections. 

In this instance Lynchburg was represented only during a portion of one 
of the several settlement conferences held in these matters. Nevertheless, 
it had been served with both Seaboard’s and the Commission staff’s studies 
and had available to it upon request all of the staff’s working papers behind 
those studies as far back as May, 1960. Counsel for Lynchburg admitted on 
the record that all such papers had been available to the company.5 Despite 
the availability of all those facts to it, Lynchburg chose to file vague objec- 
tions couched in general terms and without any support therefor, that issues 
had been eliminated and buried by the proposed settlement. Inasmuch as 
those general and unsupported objections did not aid our consideration of the 
proposed settlement, we provided for hearing wherein Lynchburg could set 
forth its objections specifically and support its allegations. It is obvious 
from Lynchburg’s subsequent appeal from rulings of the Presiding Examiner 
that it misconceived the purpose of including the proposed settlement as part 
of the hearing record. Since that document was already before us for con- 
sideration, it was included as part of the hearing record primarily for the 
purpose of giving Lynchburg a base upon which to ground such specific ob- 
jections as it might adduce at the hearing. 

Lynchburg presented no evidence at the hearing convened on January 31, 
1961. In its initial brief filed February 17, 1961, Lynchburg for the first 
time, seeks to clothe its bare and general objections by quoting portions of 
the Commission’s suspension orders in these dockets. It then asserts, “These 
are the issues which Lynchburg contends were not met in the settlement 
agreement and which were buried and eliminated by the dollar amount refund 
offered.” 

We find this contention to be without basis in fact. We need only point 
out that it is apparent from the four corners of the proposed settlement 
that the preliminary objections which warranted suspension as referred to 
in those orders have been corrected by the rate settlement agreement. 

The general lack of substance to Lynchburg’s objections is perhaps best 
illustrated by the statements in its reply brief that the costs of service 
appended to the proposed settlement were “purportedly” developed by the 
Commission staff; that the “staff suggests” that the settlement agreement 
was reached on the basis of its studies; and that there is nothing in the 
pleadings or evidence which “connects the staff studies with the result.” 
First, the settlement agreement in reference to the appendices attached there- 
to, states, “Such costs of service were developed by the staff and included 
in the data distributed to the parties at the above-mentioned conferences.” 
We deem that statement and the signatures of the parties to the settlement 
as sufficient proof that the settlement is in fact based on the costs of service 
developed by the staff. Second, each element of those costs of service is 
directly traceable in detail to the studies served by the staff on all parties 
to the proceedings and to the working papers of the staff supporting those 
studies. 


We find Lynchburg’s position and contentions in these proceedings to be 
entirely without merit. 


5In the light of such admissions, Lynchburg’s request during the hearing on January 
31, 1961, that it be granted a recess and an opportunity to review the available pa- 


pers for the purpose of presenting evidence was both untimely and lacking in any legal 
justification. 


693-4 S9—64 
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Upon the basis of the foregoing and our review of the entire record in 
these proceedings, we believe that the settlement of these proceedings on the 
basis of the Rate Settlement Agreement, attached hereto as Exhibit I, is 
equitable and in the public interest and constitutes a reasonable basis for 
terminating these proceedings. 


The Commission finds: 


(1) The increased rates and charges contained in Seaboard’s tariff and 
revised tariff sheets tendered for filing on February 13, 1957, in Docket No. 
G-12196, in the revised tariff sheets tendered for filing on October 7, 1958 in 
Docket No. G—16817, in the revised tariff sheets tendered for filing on April 10, 
1959, in Docket No. G—18422, and in the revised tariff sheets tendered for 
filing on August 3, 1959, in Docket No. G—19326, have not been shown to be 
just and reasonable, or otherwise lawful under the terms and provisions of 
the Natural Gas Act, and they should be disallowed and denied as hereinafter 
provided and ordered. 

(2) The settlement of these proceedings on the basis of the Rate Settlement 
Agreement, attached hereto, subject to the terms and conditions hereinafter 
ordered, is reasonable, proper, and in the public interest in carrying out the 
provisions of the Natural Gas Act, and such Rate Settlement Agreement 
should be approved and made effective as hereinafter provided and ordered. 

(3) Good cause exists for terminating the proceedings in these dockets, 
subject to the conditions and reservations contained in the settlement agree- 
ment and the provisions and conditions of this order. 

(4) The appeal from the rulings of the Presiding Examiner and the motion 
to dismiss these proceedings filed by Lynchburg on February 23, 1961, are 
without merit and should be denied. 


The Commission orders: 


(A) The increased rates and charges contained in Seaboard’s filings re- 
ferred to in paragraph (1) above, are disallowed and denied. 

(B) The settlement of these proceedings upon the basis of the Rate Settle- 
ment Agreement filed by Seaboard on September 12, 1960 (Exhibit I hereto), 
is approved and made effective, subject to the terms and conditions hereinafter 
ordered. 

(C) Seaboard, within 60 days from the date of issuance of this order, shall 
refund to itS customers, in accordance with paragraph 2 of the Settlement 
Agreement, the principal amount of $5,752,000, plus interest at the rate of 6 
percent per annum, computed as provided in paragraph 3 of the Agreement. 

(D) In the event Seaboard receives payment of $500,000 from United Fuel 
Gas Company in Docket Nos. G—12195, G—16316, G-16815 and G-—18420 in recog- 
nition of the contention by certain of Seaboard’s customers that the costs of 
its Boldman Compressor Station should be borne by United Fuel, Seaboard 
shall refund that amount to its customers in proportion to the Mcf volumes 
delivered to such customers during the period June 14, 1957 through April 4, 
1960, covered by this settlement. 

(E) All other refunds and interest thereon received by Seaboard from any 
of its suppliers, applicable to the period covered by this settlement, or any 
refund required as a result of the reservation in paragraph 11 of the Agree- 
ment with respect to liberalized depreciation, shall be refunded by Seaboard, 
without additional interest thereon, in proportion to the percentages set oppo- 
site each customer’s name in paragraph 2 of the Agreement. 
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(F) Seaboard shall file revised tariff sheets reflecting the rates set out in 
paragraph 9 of the Agreement, to be effective, subject to approval by the 
Commission, as of May 15, 1959, until such time as superseding rates may 
be made effective consistent with the provisions of the Natural Gas Act. 

(G) Within 15 days after the making of any refund provided herein, Sea- 
board shall report to the Commission, in writing and under oath, the amount 
of the refund made to each of its customers, showing separately the amount 
of principal and interest so paid, the billing determinants or other bases used 
for such determinations, and shall serve a copy of such report upon each of 
the customers receiving a refund. Concurrently therewith, Seaboard shall 
file with respect to such refunds releases from its customers showing receipt 
of the principal and interest in conformity with the settlement agreement 
hereby approved and with this order. 

(H) Upon full compliance by Seaboard with all the terms and conditions of 
this order, these proceedings shall be considered terminated, subject only to 
the reservation contained in paragraph 11 of the Settlement Agreement. 

(1) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission and is without prejudice 
to any claims or contentions which may be made by the Commission, Sea- 
board, the Commission staff, or any other party affected by this order in any 
proceeding now pending or hereafter instituted by or against Seaboard or 
any other companies, persons or parties affected by this order. 

(J) The Appeal from Rulings of Presiding Examiner and Motion to Dismiss 
filed by Lynchburg on February 23, 1961, hereby are denied. 


Appendiz A 


Summary or Cost or ServiceE—Twetve Montsus Enpep June 30, 1958 
AND DEcEMBER 31, 1958 


Twelve months ended June 30, 1958 


Amount 


Total gas operating expenses... =. ~~ 264 246.6004s2555--505 $53, 828, 678 
DeneclalOt...-4ccccc we fe ene cepasce coc adeneneeee eens 2, 191, 499 
‘ee ee MN iid cn Sos oS ns we cccwesawncnustes 2, 881, 078 
‘2anes— tate Income... nial ok och eed ken ccc eens 41, 273 
EG on are aS Ss Se ds ee ewe 679, 875 
min GG: Oe ese. 2 eed ee ec 4, 215, 015 
Ceedits 06 G0at OF GenWiee. Sha eee ee ee eck ss (197, 091) 


‘TOUR CONG CF CIIWIO, aio 8 ces bn teeth 63, 640, 327 
Twelve months ended December 31, 1958 

TOtal gan Operating Gupeeates..\. 5.25 seis. 5 es Judo $55, 613, 377 
DICRNCOUINNNIN: 6 dials MER ie oak Ak cn Uae dee wae 2, 244, 474 
Wetter omen ia: 2s i Rs ee a naa 2, 814, 910 
“OOS goa ns DA SE a ok ea 41, 503 
EWG oes Sores As ttre deci wea 703, 140 
Return: @ G6 pasctetig ooo creel cus ee onl ees _-. 4,324, 143 
Ceeiite to cosk:0f aetvled. oaseedeninwicuisbesnetineees (174, 173) 


Tetel cont of eitwleescct cece as hwnd s Sew ahi 65, 567, 374 
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Appendix B 


Costs oF Service APPLICABLE TO Dockets Nos. G—16817 anp G—18422 ar 


64% Percent Rate or RETURN BAsED oN 12 Montus ENDED DECEMBER 31, 
1958 


Docket No. | Docket No. 
G-16817 G-18422 
Amount Amount 


Total other gas supply, transmission and underground storage cost of service 
at 6% percent return before adjustments $65, 567, 374 


Adjustments to cost of service for 4 of 1 percent return: 
Taxes— Federal income 
Taxes—State income 
Return \% of 1 percent 


152, 909 

2, 254 
167, 474 
Subtotal adjustments 


Total cost of service at 6% percent return 


Other adjustments: 
Gas purchase expense: 
United Fuel Gas Company 
Transcontinental Gas Pipe Line Corp 
Gas in and out of storage—Net (28, 484) 


Total gas purchase expense 2, 691, 745 1, 529, 006 


Other than gas purchase expense 55, 674 38, 302 


IE Ecc Hieccnnacanababhaubstmentnciaekeoennkimete 2, 747, 419 1, 567, 308 


738 


Total cost of service—Adjusted 68, 637,430 | 70, 204 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


DORCHESTER CORPORATION (OPERATOR), DOCKET NO. RI60-11 


ORDER MAKING EFFECTIVE PROPOSED RATE CHANGE UPON ESTABLISHMENT OF TRUST 
FUND TO ASSURE REFUND OF EXCESS CHARGES AND DIRECTING THAT INCREASED 
RATE HERE MADE EFFECTIVE BE CHARGED 


(Issued April 21, 1961) 


On December 16, 1959, Dorchester Corporation (Operator), (Dorchester) 
tendered a Notice of change increasing the level of rate from 11.0¢ to 17¢ 
per Mcf for gas from the Texon Plant, Regan County, Texas, and sold to 
El Paso Natural Gas Company (El Paso). By order issued January 13, 1960, 
the tender was designated as Supplement No. 3 to Dorchester’s FPC Gas Rate 
Schedule No. 5 and was suspended until June 16, 1960 and thereafter until 
made effective in the manner prescribed by the Natural Gas Act. 

On June 13, 1960, Dorchester filed a motion requesting that the aforemen- 
tioned supplement be made effective as of June 16, 1960. In said tender Dor- 
chester stated it “is reluctant to collect rate increase funds. ... The known 
7% interest rate payable on amounts determined to be refundable to the pipe- 
line purchaser is considered to be financially burdensome .. . Therefore, 
proposes that from and after the effective date the pipeline purchaser, El 
Paso Natural Gas Company, keep the rate increase amounts representing the 
difference between the proposed 17¢ per Mcf and the presently effective 11¢ 
per Mcf for the account of Dorchester pending hearing and decision. The 
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retention of funds by pipeline purchaser is conditioned upon payment forth- 
with to Dorchester such amounts of the rate increase as are subsequently 
allowed by hearing and decision, together with interest thereon at 3% per 
annum.” 

On July 18, 1960, El Paso tendered an answer? in opposition to the afore- 
mentioned motion stating that it declined to act as “trustee or collection agent 
for the funds attributed to the increased rate and change proposed by... 
Supplement No. 3,” requested that the Commission reject the motion as such 
pertains to retention of funds by El Paso and requested that the Commission 
take such other action as may be appropriate in the premises to avoid any 
recogntion of the conditions set forth in Dorchester’s motion of June 14, 1960. 

On October 13, 1960, Dorchester amended its motion so as to delete that 
portion providing that El Paso retain certain revenues for the account of 
Dorchester and in lieu thereof proposed that “from and after June 16, 1960, 
the date on which the increased rate became effective by operation of law, 
it has not collected the increased rate and will not collect the same until 
after hearing and decision by the Commission, after which it will collect 
all or such part of the increase in rate as the Commission allows all in 
accordance with Associated Oil € Gas Company v. Federal Power Commission, 
280 F. 2d 31 (5th Cir., 1960).” 

We believe that a proper interpretation of the holding in the Associated 
case is that that natural gas company’s motion filed pursuant to Section 4 of 
the Natural Gas Act makes the suspended rate effective and that the filing of 
a surety bond is not a condition precedent thereto. We do not believe that 
decision has any effect on the separate and distinct authority of the Com- 
mission to require Respondent to charge and collect an increased rate so made 
effective. Therefore, our action in this matter is not inconsistent with the 
holding of the Associated case and Dorchester’s reliance thereon is without 
foundation. 

Furthermore, on December 5, 1960, the Commission issued Order No. 230 
in Docket No. R-193 amending Section 154.102 of the Commission’s Regula- 
tions under the Natural Gas Act. That order requires that increased rates 
made effective pursuant to a motion filed under Section 4 (e) of the Natural 
Gas Act shall be charged and collected. 

The policy there enunciated and which requires the collection of increased 
rates, is clearly in accord with the filed rate doctrine as announced by the 
Supreme Court in the Montana-Dakota case. The Court held that the com- 
pany “can claim no rate as a legal right which is other than the filed rate, 
whether fixed or merely accepted by the Commission, and not even a court 
can authorize commerce in the commodity on other terms.” And as the 
Fourth Circuit in an earlier opinion in Hope Natural Gas Company v. F.P.C. 
clearly stated (134 F. 2d 287, 311): 


When rates were filed with the Commission pursuant to Section 4 (c) 
of the Act they become the only lawful rates which the utility could 
charge or accept (citing cases). 


Furthermore, if independent producers were not required to collect increased 
rates made effective by motion, serious problems would confront not only pipe- 


1Not having filed a petition to intervene, El Paso’s tender was rejected by letter 
dated July 25, 1960. 

2 Montana-Dakota Utilities Company v. Northwestern Public Service Company, 341 
U.S. 246, 251. 
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line purchasers of natural gas and, in turn, distribution company purchasers, 
but also the Commission itself in the administration of the Natural Gas Act. 


The Commission finds: 


In view of the foregoing, it would appear appropriate and in the public 
interest to declare (1) Supplement No. 3 to Dorchester’s FPC Gas Rate 
Schedule No. 5 to be effective as of June 16, 1960, subject to further orders 
of the Commission in this proceeding; (2) that Dorchester’s gas sales made 
pursuant to the aforementioned Rate Schedule No. 5 and made on or subse- 
quent to June 16, 1960, shall be pursuant to the rates, terms and classifica- 
tions set out in said Supplement No. 3; and (3) that Dorchester shall charge 
and collect only the rates set out in Supplement No. 3 for all gas deliveries 
on and subsequent to June 16, 1960, subject to the terms and conditions herein 
prescribed. 





The Commission orders: 


(A) Upon execution by Dorchester of the trust agreement described in 
paragraph (BE) below, the acceptance thereof, evidenced by letter addressed 
to Dorchester by the Secretary of the Commission, the rate, charge, and 
classification set forth in Supplement No. 3 to Dorchester’s FPC Gas Rate 
Schedule No. 5 shall be effective as of June 16, 1960, subject to further orders 
of the Commission in this proceeding. 

(B) All gas sales on and subsequent to June 16, 1960, and made pursuant 
to the aforementioned Rate Schedule No. 5, shall be made pursuant to the 
rates, terms and classifications set out in the aforementioned Supplement 
No. 3 and, subject to further orders of the Commission in this proceeding, 
only the rates set forth in said Supplement No. 3 shall be charged and col- 
lected for all gas delivered on and after that date. 

(C) Dorchester shall refund at such times and in such amounts to those 
entitled thereto, and in such manner as may be required by final order of 
the Commission, the portion of the increased rate and charge made effective 
as of June 16, 1960, found by the Commission in this proceeding not justified, 
together with interest thereon at the rate of 7 percent per annum from the 
date of payment to Dorchester until refunded; shall bear all cost of any 
such refunding; shall keep accurate accounts in detail of all amounts received 
by reason of the increased rate or charge effective as of June 16, 1960, for 
each billing period, specifying by whom and in whose behalf such amounts 
were paid, and shall report (original and one copy), in writing and under 
oath, to the Commission quarterly, for gas sales to the purchaser and the 
revenues resulting therefrom, as computed under the rate in effect immediately 
prior to June 16, 1960, and under the rate allowed by this order to become 
effective, together with the difference in the revenue so computed. 

(D) As a condition to the effectiveness of this order, within 30 days from 
the date of issuance thereof, Dorchester shall execute and file with the Secre- 
tary of the Commission a trust agreement in the amount and conditioned as 
set out in paragraph (E) hereof, accompanied by a certificate showing service 
of a copy thereof upon the purchaser under the rate schedule involved. 

(E) Said trust agreement shall be entered into between Dorchester and 
any bank or trust company used as a depository for funds of the United 
States Government and said agreement shall be conditioned as follows: 

(i) Dorchester, the bank or trust company, and the successors and assigns 
of each, shall be held and firmly bound unto the Federal Power Commission 
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for the use and benefit of those entitled thereto, with respect to all amounts 
deposited and the interest thereon, and such bank or trust company shall be 
bound to repay the purchaser herein and in such manner as may be required 
by the Commission in this proceeding all or any portion of such deposits and 
the interest thereon as may be required by final order of the Commission. 

(ii) Such bank or trust company may invest and reinvest such deposits in 
any form of indebtedness of the United States or any agency thereof and in 
any form of obligation guaranteed by the United States as the said bank or 
trust company in the exercise of its sound discretion may select. 

(iii) Such bank or trust company shall be liable only for such interest 
as the invested funds described in paragraph (ii) above will earn and no 
other interest may be collected from it. 

(iv) Such bank or trust company shall be entitled to such compensation 
as is fair, reasonable and customary for its services as such, which com- 
pensation shall be paid by Settlor to such bank or trust company. Said bank 
or trust company shall likewise be entitled to reimbursement for its reasonable 
expenses necessarily incurred in the administration of this trust, which reim- 
bursement shall be made by the Settlor. Neither the compensation of such 
bank or trust company nor its claim for reimbursement of expenses shall be 
a charge on the funds deposited hereunder or any interest thereon. 

(v) Such bank or trust company shall report to the Secretary quarterly, 
certifying the amount deposited in the trust account for the quarterly period. 

(F) If Dorchester, in conformity with the terms and conditions of para- 
graph (C) of this order, makes the refunds as may be required by order of 
the Commission, the trust agreement shall be discharged; otherwise it shall 
remain in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PUBLIC UTILITY DISTRICT NO. 1 OF CHELAN COUNTY, WASHINGTON 
PROJECT NO. 2145 


ORDER APPROVING EXHIBIT L DRAWING 
(Issued April 21, 1961) 


On November 7, 1960, Public Utility District No. 1 of Chelan County, 
Washington, licensee for major Project No. 2145, filed for Commission approval 
an Exhibit L drawing showing proposed plans for fish-spawning facilities at 
the constructed Rocky Reach Hydroelectric Project. 

The Office of the Secretary of the Interior has advised that the fish-spawn- 
ing facilities shown on the Exhibit L drawing are satisfactory. However, 
it was recommended that in order to protect nesting geese in the Turtle Rock 
area, there should be no construction of such facilities in that vicinity which 
would disturb geese during the period February 1 to June 1, 1961. 

The licensee advises that the afore-mentioned construction restriction has 
been withdrawn by the Department of the Interior so as to permit completion 
of the fish-spawning facilities by August 1961. This advice has been con- 
firmed by the Office of an Assistant Secretary of the Interior. 
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The Commission finds: 


The following described Exhibit L drawing conforms to the Commission’s 
rules and regulations and should be approved as part of the license for 
Project No. 2145 as hereinafter provided: 

Exhibit L: Sheet 4a (FPC No. 2145-55), entitled “Plan of Fish Spawning 
Facilities” 


The Commission orders: 


The Exhibit L drawing described in the above finding is approved as part 
of the license for Project No. 2145. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE PURE OIL COMPANY, DOCKET NO. G-17930 
ORDER DENYING APPLICATION FOR REHEARING AND REQUEST FOR STAY 
(Issued April 21, 1961) 


On April 3, 1961, the Pure Oil Company (Pure) filed an application for 
rehearing of the Commission’s Opinion No. 341 and accompanying order 
issued in this proceeding on March 3, 1961, 25 FPC 383, by which we held, 
inter alia, that Pure’s rates for three sales to El Paso Natural Gas Company 
(El Paso) had not been activated or “triggered” by virtue of a sale to El Paso 
by another company, the West Texas Gathering Company (West Texas). 
Alternatively, Pure requested that we stay the effect of paragraph (C) of 
the order, which provided for refunds. 

The arguments in Pure’s application for rehearing are essentially the same 
arguments advanced by Pure in its exceptions to the examiner’s decision and 
rejected by us; and we are unable, on further consideration, to see any jus- 
tification for changing our decision. Contrary to Pure’s contentions, we 
applied the principles of contract law in determining whether the company’s 
prices have been triggered under its escalation provisions. We cannot agree, 
however, with Pure interpretation or application of such principles. 

By action of the Secretary of the Commission, Pure was granted an ex- 
tension of time until May 2, 1961, to make the refunds required by para- 
graph (C) of the order accompanying Opinion No. 341, and an extension of 
time until May 17, 1961, to comply with paragraph (D) thereof respecting 
reporting calculations resulting in refunds. 


The Commission finds: 


The assignments of error and grounds for rehearing set forth in the applica- 
tion for rehearing filed by Pure in the above-entitled proceeding on April 3, 
1961, set forth no new facts or principles of law which were not fully con- 
sidered by the Commission when it issued its opinion and order herein 
on March 3, 1961, or which having now been considered, warrant any change 
or modification in said opinion and order. 


The Commission orders: 


(A) Pure’s application for rehearing referred to above is hereby denied. 
(B) Except to the extent heretofore granted by the Secretary, Pure’s re- 
quest for stay is denied. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE SUSQUEHANNA POWER COMPANY AND PHILADELPHIA 
ELECTRIC POWER COMPANY, PROJECT NO. 405 


ORDER APPROVING ULTIMATE PROJECT WORKS 
(Issued April 21, 1961) 


Joint application was filed on December 28, 1960 by The Susquehanna 
Power Company and Philadelphia Electric Power Company, licensees for major 
Project No. 405 (Conowingo Project), located on the Susquehanna River in 
Cecil and Harford Counties, Maryland, and York, Lancaster, Chester, and 
Montgomery Counties, Pennsylvania, for authorization to complete the ultimate 
project works as contemplated in Article 6 (c) of its license, as amended, for 
the project. 

Completion of the ultimate project works would consist of an extension of 
the powerhouse and the installation therein of four 85,000-horsepower turbines 
each connected to a 55,620-kilowatt generator, with apurtenant facilities. 

The licensees filed as part of their application revised Exhibits L and M 
to reflect the new installation. 

The Assistant Director of Civil Works for Eastern Division, Corps of Engi- 
neers, has reported that the plans of the project structures affecting naviga- 
tion are satisfactory and no additional terms and conditions in the interest 
of navigation are recommended for inclusion in the license for the project, 
as amended. Plans of the structures were approved by the Corps in accord- 
ance with the provisions of Section 4 (e) of the Federal Power Act. 

According to the joint application, construction of the additional units will 
commence as early in 1961 as Commission authorization is obtained and 
completion is contemplated within four years from the date of such authoriza- 
tion. 

Inclusion in the license of the additional generating units will not increase 
the annual charges payable under the license since the annual charges are 
determined in accordance with Regulation 14 of our rules and regulations in 
effect at the time of issuance of the license for the project. 

Inasmuch as Article 2 of the license for the project, as amended, does not 
set forth the description of the project works in the format we presently use 
in licenses for such projects, and there have been many additions and dele- 
tions of the exhibits described in Article 2, we are revising Article 2 for 
purposes of clarification as hereinafter provided. 


The Commission finds: 


(1) The installation and operation of the additional generating capacity 
hereinafter authorized is desirable in the public interest to supply adequately 
the reasonable market demands for power. 

(2) The following described revised exhibits filed as part of the joint appli- 
eation conform to the Commission’s rules and regulations and should be 
approved as part of the license for the project: 


Exhibit L (FPC Nos. 405-53 through -69) and Exhibit M, filed December 28, 
1960. 


and superseded Exhibit L (FPC Nos. 405-37 through -48, and -50) and 
Exhibit M, filed September 27, 1929, as revised by Exhibits M, filed Septem- 
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ber 17, 1951 and October 30, 1958, now part of the license, should be elimi- 
nated from the license—all as hereinafter provided. 


The Commission orders: 


(A) The installation of the additional generating capacity at the Cono- 
wingo Project, hereinbefore described, is approved. 

(B) The exhibits described in finding (2) above as conforming to our rules 
and regulations are approved as part of the license for the project, and the 
exhibits described in the same finding as being superseded are eliminated from 
the license for the project. 

(C) Article 2 of the license, as amended, is revised to read as follows: 

Article 2. The project covered by and subject to this license is located on 
and in the vicinity of the Susquehanna River and consists of: 

(a) All lands constituting the project area and inclosed by the project 
boundary or the limits of which are otherwise defined, and/or interest in 
such lands necessary or appropriate for the purposes of the project, whether 
such lands or interest therein are owned or held by the Licensees or by the 
United States; such project area and project boundary being more specifically 
shown and described by certain exhibits which formed part of the applications 
for amendment of license and which are designated and described as follows: 

Evhibit J: Revised Dwg. No. 13 (FPC No. 405-12) General Map of Project 
Area; 

Erhibit K: Dwg. Nos. 14 to 18, incl.; 20, to 32, incl.; 33 Revised; and 19B 
(FPC Nos. 405-13 to -17, inclusive; -19 to -31, inclusive; -32 Revised; and 
-52) Project Area and Boundary. 

(b) All water rights, reference to which is made in a certain exhibit which 
accompanied the application for license and which is designated and described 
as follows: 

Exhibit E—Two typewritten sheets entitled “Statement of the Nature, Ex- 
tent, and Ownership of the Water Rights, Lands and Properties.” Signed by 
George Bullock and N. E. Hause on November 3, 1924. 

(c) All project works consisting of: 

A concrete gravity dam comprised of a non-overflow abutment section, a 
gated spillway section and a powerhouse intake section; a dike; a reservoir 
with a normal pool elevation of 108.5 feet, an area of about 9,000 acres, a 
total capacity of about 320,000 acre-feet, and a usable storage of about 69,000 
acre-feet at 8:5 feet of drawdown; a powerhouse containing seven 50,000- 
horsepower turbines each connected to a 36,000-kilowatt generator and four 
85,000-horsepower turbines each connected to a 55,620-kilowatt generator; an 
excavated tailrace; step-up transformers; a substation; a switching station; 
two 220-kv transmission lines; four 33-kv transmission lines; an access rail- 
road; and appurtenant mechanical and electrical facilities; the location, 
nature, and character of which are more specifically shown and described 
by the exhibits hereinbefore cited and by certain other exhibits which also 
formed part of the applications for amendment of license and which are 
designated and described as follows: 





Exuisit L: GENERAL Design Drawincs 


FPC No.| Sheet Drawing No. 





Description 
405-53 Dy Rie cdcbhdicdinddeeteaeal Plan of development. 
405-4 2) 38 .--| General plan and sections of dam. 
405-55 3 .-| General plan and sections of spillway. 
405-56 4 .| Plan and sections— Railroad dike. 
405-57 5 Power station—Genera] plan, sheet No. 1. 
405-58 6 





Power station—General plan, sheet No. 2. 
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Exursit L: GENERAL Desicn Drawines—Continued 


FPC No.| Sheet Drawing No. Description 













! Power station—General plan, sheet No. 3 

405-60 OE Bickuncintieaaitakeawed Power station—Sectional elevation, sheet No. 1. 
405-61 9 | 44A.__.. .-------------| Power statlon—Sectional elevation, sheet No. 2. 
.-| Power station—Sectional elevation, sheet No. 3. 






405-63 11 | 48A... .| Power station—Cross section, unit No. 4. 

405-64 12 | 46A..-. .-| Power station—Cross section, unit No. 5. 

405-65 dia aac taal 220 kv transmission line right-of-way, showing towers. 

405-66 DIT Gihadedaditsucdcettbcdeba 220 kv transmission line, Susquehanna River crossing. 

405-67 DE Se emuithnginbieeimaienbite Power station—Cross section, unit No. 8. 

405-68 WE Wii nat Shacloniabedauatan te Power station—Cross section, unit No. 10. 
Ciictmiguiacedghashtetiman Power station—East end elevation. 




































Exhibit M: Revised, thirteen typewritten pages, General Description and 
General Specifications for Equipment, filed in the Commission December 28, 
1960. 

(d) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
including such portable property as may be used or useful in connection with 
the project or any part thereof, whether located on or off the project area, 
if and to the extent that the inclusion of such property as a part of the 
project is approved or acquiesced in by the Commission; also, all riparian or 
other rights, the use or possession of which is necessary or appropriate in 
the maintenance and operation of the project. 

(D) The following new article is included in the license: 

Article 35. The Licensee shall commence construction of generating units 
8-11, inclusive, together with appurtenant facilities, on or before December 31, 
1961 and shall prosecute such construction and complete the project on or 
before December 31, 1965. 

(E) This instrument in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license. 

(F) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) 
of the Federal Power Act, and failure to file such an application shall consti- 
tute acceptance of this instrument. In acknowledgment of the acceptance of 
this instrument, it shall be signed for the licensees and returned to the 
Commission within 60 days from the date of this order. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-12153, G—15335; 
PERMIAN BASIN PIPELINE COMPANY, DOCKET NO. G-15336 


ORDER AFFIRMING IN PART AND REVERSING IN PART RULING OF PRESIDING EXAMINER 
EXCLUDING EVIDENCE 


(Issued April 24, 1961) 








On March 20, 1961, Northern Natural Gas Company (Northern), filed an 
appeal from the presiding examiner’s ruling in the above proceedings, ex- 
cluding from evidence certain exhibits (Nos. 68 through 90) sought to be 
introduced by Northern. 
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These exhibits are judicial records before the United States District Court, 
Eastern District, Wisconsin, and the United States District Court for the 
Northern District of Illinois, Eastern Division, and relate to an antitrust 
action brought by the United States Government against Northern and two 
other companies. Northern takes the position that such exhibits were offered 
to prove primarily the nature of the action, the position of the parties and 
that there is a relationship between the alleged acts and the regulation of 
the natural gas business by the Commission. 

Two of the interveners objected to the offer of these exhibits in evidence. 
Their objections were (a) no one had testified concerning the exhibits; (b) no 
proper or sufficient foundation had been laid for their admission; (c) they are 
incompetent, irrelevant and immaterial; and (d) they do not meet the criteria 
of Sections 1.26 of the Commission’s Rules of Practice and Procedure. 

An examination of the record and the proposed exhibits (Nos. 68 through 
90) indicate that Exhibits Nos. 69, 70, 77, 80, 81, 82, 88, and 84 are in the 
nature of pleadings and should be admitted in evidence as they may be 
relevant to a determination whether the legal fees incurred by Northern in 
defense of the above-mentioned antitrust suit are properly includable in 
Northern’s costs of service for the periods involved in these proceedings. 
However, the admission in evidence of such exhibits does not constitute a 
determination by the Commission that the amount of the legal fees is 
reasonable, nor that the fees were incurred in connection with activities 
related to Northern’s jurisdictional business. In addition, we conclude that 
Exhibits 68, 71 through 76, 78, 79, and 85 through 90 are immaterial and 


irrelevant to the above issue and were properly excluded by the presiding 
examiner. 


The Commission finds: 


For the reasons stated hereinabove, the ruling of the presiding examiner 
should be reversed in part to admit in evidence Exhibits Nos. 69, 70, 77, 80, 
81, 82, 83, and 84, and that the presiding examiner’s ruling excluding Exhibits 
68, 71 through 76, 78, 79, and 85 through 90 should be affirmed. 


The Commission orders: 


The ruling of the presiding examiner made at the hearing held on March 3, 
1961, in the above-entitled proceedings, is reversed in part to admit in 
evidence Exhibits Nos. 69, 70, 77, 80, 81, 82, 83, and 84, and that the portion 
of the presiding examiner’s ruling excluding from evidence Exhibits 68, 71 
through 76, 78, 79, and 85 through 90 is hereby affirmed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


WESTERN KENTUCKY GAS COMPANY, DOCKET NO. CP61-87 
ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE OF NATURAL GAS 
(Issued April 25, 1961) 


Western Kentucky Gas Company (Applicant), a Delaware corporation hay- 
ing its principal place of business in Owensboro, Kentucky, filed on Septem- 
ber 23, 1960, an application, pursuant to Section 7 (a) of the Natural Gas 
Act, for an order directing Tennessee Gas Transmission Company (Tennessee) 
(a) to increase deliveries of natural gas to Applicant in order to meet the 
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anticipated 1960-1961 requirements of those communities served by Applicant 
which are entirely dependent upon Tennessee’s supply; and (b) to establish an 
additional physical connection between its transportation facilities and facili- 
ties proposed to be constructed by Applicant and to sell and deliver natural 
gas to Applicant for distribution and sale to the public in the City of Perry- 
ville, Kentucky. 

Tennessee filed an answer herein on October 7, 1960, stating that Tennessee 
recognized the need for the service requested by Applicant since Tennessee 
proposed to render the same additional service to Applicant in Docket No. 
CP60-94. Tennessee has since advised the Commission it cannot proceed with 
its expansion without first reevaluating its proposal due to the Commission's 
order of August 9, 1960, in Docket No. G-19983 wherein Tennessee was 
directed to file rates lower than those then being collected. For this reason, 
Tennessee stated that it did not have sufficient capacity with which to serve 
additional long term requirements, but could serve the additional quantity 
of natural gas requested herein by Applicant during the 1960-1961 winter 
heating season. Pursuant to due notice this application, which was con- 
solidated with The Berkshire Gas Company, et al., Docket Nos. CP61-74, et al., 
was heard on November 21 and 23, 1960. Upon motion of staff counsel and 
consent of all parties, the intermediate decision was omitted and the Com- 
mission issued its final decision herein on November 30, 1960, with respect 
to (a) of the application herein and the Commission in its ordering para- 
graph (G) ordered that the application as it relates to (b) the proposed 
service to the City of Perryville, Kentucky be continued, subject to further 
notice by the Secretary of the Commission. This matter relating to service 
to the City of Perryville came on for public hearing on April 10, 1961, pur- 
suant to notice by the Secretary re-setting said case. 

The evidence shows that Perryville would be served through a new con- 
nection by Tennessee, which is the sole supplier of service in Western Ken- 
tucky’s western division. Tennessee’s line is approximately one and one-half 
miles south of the City of Perryville. It was shown that the cost of the 
transmission lateral would be approximately $22,500 and the cost of the 
distribution lateral would be approximately $40,500 or a total of $63,000 at 
the end of the first year. The Company plans to finance the construction 
initially through retained earnings. Eventually, it was stated, the properties 
will become part of a bondable addition in the over-all capital structure of the 
Company. 

Applicant requests herein an increased allocation from Tennessee equal to 
the third year’s requirements for Perryville. The third year peak day re- 
yuirements for Perryville are 362 Mcf at 14.73 psia and would increase the 
maximum daily authorization under Tennessee’s GS-2 rate schedule from 
19,205 Mcf to 19,567 Mcf at 14.73 psia. On an annual basis, the third year’s 
requirements for Perryville are 31,289 Mcf. 

The following stipulation was read into the record: 

For the purposes of disposing of this proceeding only, the parties, Ten- 
nessee Gas Transmission Company and Western Kentucky Gas Company, 
and the staff, agree to the following: 

1. The volume of additional gas requested by Western Kentucky for serv- 
ice to Perryville, Kentucky, is 362 Mcf on the peak day in the third year 
of service, and this represents an increased load of only 86 Mcf per day 
on an average day on Tennessee’s facilities. 

2. This volume of gas is, practically speaking, de minimis, and the effect 
thereof on Tennessee’s system capacity would be so slight that it can 
hardly be measured. This volume is also so small that Tennessee can, 
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if so ordered, deliver this volume at the proposed delivery point without 
impairing Tennessee’s ability to render adequate service to its customers. 
3. Tennessee, without receding from its position as stated by counsel in 
the record, agrees with the above statements in paragraphs 1 and 2. 
Therefore, the parties agree that the Commission may enter an order 
under Section 7 (a) of the Natural Gas Act, directing Tennessee Gas 
Transmission Company to connect its facilities to the proposed facilities 
of Western Kentucky Gas Company, and to deliver to Western Kentucky 
Gas Company for distribution and sale in the City of Perryville, Ken- 
tucky, as proposed in the application in this proceeding, a volume of gas 
up to 362 Mcf per day on a firm basis. 


The Commission finds: 


(1) Tennessee Gas Transmission Company, a Delaware corporation having 
its principal office in Houston, Texas, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission in its 
order of July 12, 1947, in Docket No. G-910, 6 FPC 777. 

(2) Applicant is a gas distribution company engaged in the local distribu- 
tion of gas in the State of Kentucky, serving 61 towns and communities and 
operating in 30 counties. 

(3) It is necessary and desirable in the public interest that the Commission 
by order direct Tennessee Gas Transmission Company to establish an addi- 
tional physical connection of its transportation facilities with the facilities 
proposed to be constructed and operated by the Applicant and to sell and 
deliver to Applicant volumes of natural gas up to 362 Mcf per day, Applicant’s 
third year peak day requirements, for distribution and resale in the City of 
Perryville, Kentucky. 

(4) The requirement that Tennessee Gas Transmission Company serve 
Applicant, as hereinafter ordered, will not place an undue burden upon Ten- 
nessee nor require it to enlarge its transportation facilities nor impair its 
ability to render adequate service to its customers. 


The Commission orders: 


(A) Tennessee Gas Transmission Company be and it is hereby directed 
to establish an additional physical connection between its transportation 
facilities and the facilities proposed to be constructed by Applicant and to 
sell and deliver to Applicant natural gas in volumes up to 362 Mcf per day 
for distribution and resale in the City of Perryville, Kentucky. 

(B) Tennessee Gas Transmission Company shall report to the Commission 
in writing and under oath the date of commencement of service to Applicant. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COASTAL TRANSMISSION CORPORATION, DOCKET NO. G-18338; HOUS- 


TON TEXAS GAS AND OIL CORPORATION, ET AL, DOCKET NO. G-18615, 
ET AL. 


ORDER DENYING PETITION TO REOPEN PROCEEDINGS FOR FURTHER EVIDENCE AND TO 
CONSOLIDATE PROCEEDINGS 


(Issued April 26, 1961) 


On April 14, 1961, the Fuel Oil Committee of Better Home Heat Council of 
Florida (the Committee) filed a motion requesting us to reopen the above- 
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entitled Section 7(c) proceedings, which have been heard and are now pending 
before us on exceptions filed to an examiner’s decision issued March 1, 1961. 
The Committee seeks to adduce allegedly newly-discovered evidence. This 
evidence, as described in the motion, relates to testimony presented in con- 
nection with recent rate proceedings under Section 4 of the Natural Gas Act 
involving the above applicants, Coastal Transmission Corporation and Houston 
Texas Gas and Oil Corporation (Applicants) .2 

The Committee asserts, inter alia, that the testimony in the rate proceed- 
ing shows that the Applicants’ State of Florida market requirements were 
over estimated in the original certificate proceeding.2 The Committee argues 
this over-estimation is revealed by actual operational experience testified to 
in the rate proceeding, and remains uncorrected in the certificate proceeding. 

Specifically the Committee refers to testimony in the rate proceeding 
wherein Applicants’ witnesses state that during the second operating year 
only “60%” of the originally estimated sales for resale will be made and 
that “engineers’ estimates were overstated.” The Committee believes that this 
evidence raises a serious question of the economic infeasibility of the Appli- 
ecants’ expansion project and whether the expansion is required in the public 
interest. 

On April 24, 1961, Applicants filed a detailed answer in which they state 
that the Committee had access to much of the evidence, which it now seeks 
to add to this record, more than five months ago. The Applicants also argue 
that due allowance was made in their sales projections (Exh. 16A) in the 
expansion case, for the reduced market demands of their system. For exam- 
ple, Houston Texas anticipates that during the first operational year of the 
expanded facilities that 14,021,294 M’Btu or only 72.2% of the originally 
estimated third year annual volume of 19,395,669 M?Btu will be the market 
requirements of existing customers. This adjusted sales volume was included 
in its market projections for existing customers. 

For these reasons, we are satisfied that the new evidence referred by the 
Committee is not of sufficient probative value to justify a reopening of the 
expansion proceedings or the concomitant delay resulting therefrom. For 
these same reasons the requested consolidation of the expansion proceedings 
with the rate proceeding would be unwarranted. 

It should be pointed out that we are not, at this time, passing upon the 
merits or the adequacy of the Applicants’ evidentiary presentation in the 
expansion proceedings. The Committee may, therefore, make any proper 
arguments to us which relate to the economic feasibility of the proposed 
project. Oral argument is now scheduled for April 27, 1961. 


The Commission finds: 


Good and sufficient cause has not been shown for the granting of the Com- 
mittee’s “Petition to Reopen Proceedings for Further Evidence and to Con- 
solidate Proceedings.” 


The Commission orders: 


The Committee’s “Petition to Reopen Proceedings for Further Evidence and 
to Consolidate Proceedings,” is denied. 


1The rate proceedings involve Houston Texas Gas and Oil Corporation, Docket Nos. 
G-9262 and RP61-3 and Coastal Transmission Corporation, Docket Nos. G-9960 and 
RP61-4. 

2 Houston Tezras Gas & Oil Corporation, Docket No. G—9262 and Coastal Transmission 
Corporation, Docket No. G-9960, Opinion No. 301 and order issued December 28, 1956, 
16 FPC 118. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE CONNECTICUT LIGHT & POWER COMPANY AND 
THE HOUSATONIC PUBLIC SERVICE COMPANY, DOCKET NO. E-6986 


ORDER AUTHORIZING ACQUISITION AND MERGER OR CONSOLIDATION OF FACILITIES 
(Issued April 27, 1961) 


The Connecticut Light & Power Company (Connecticut Light), a corpora- 
tion organized under the laws of the State of Connecticut and doing business 
in that State with its principal business office at Berlin, Connecticut, and the 
Housatonic Public Service Company (Housatonic), a corporation organized 
under the laws of the State of Connecticut and doing business in that State 
with its principal business office at Derby, Connecticut, filed a joint application 
on March 16, 1961, as supplemented March 28 and April 20, 1961, for an 
order, pursuant to Section 203 of the Federal Power Act, authorizing (1) Con- 
necticut Light to acquire and to merge or consolidate with its own facilities 
the electric facilities of Housatonic, Connecticut Light to be the surviving 
corporation, and (2) immediately prior to this transaction the sale by Housa- 
tonic to the United Illuminating Company (United) of the electric business 
of Housatonic in the Towns of Ansonia, Derby, and Shelton, Connecticut (the 
Derby electric area), along with its franchises, plant equipment, properties, 
and assets associated therewith. The merger agreement states that this sale 
is an incident to the merger. 

According to the application, Connecticut Light is an operating public 
utility engaged in the production, purchase, transmission, distribution, and 
sale of electric energy and the production, purchase, reforming, distribution, 
and sale of gas for residential, commercial, industrial, and municipal pur- 
poses with its utility system located wholly within the State of Connecticut. 
It is the largest electric and gas utility in Connecticut; the territory served 
by it with electricity or gas, or both, covers approximately 67% of the area 
of the State and extends to all eight counties of the State. 

Housatonic is an operating public utility engaged in the production, pur- 
chase, transmission, distribution, and sale of electric energy and the produc- 
tion, purchase, distribution, and sale of gas for residential, commercial, 
industrial, and municipal purposes with its utility system located wholly 
within Connecticut. It supplies electric service in the Derby electric area 
and in the Towns of Bethel, Brookfield, Danbury, and Newton (the Danbury 
electric area). 

United is engaged in the generation, transmission, distribution, and sale at 
wholesale of electric energy in southern Connecticut. 

According to the application, the consideration for the proposed merger will 
be the conversion of each outstanding share of preferred stock of Housatonic 
into three-quarters of a share of the common stock of the surviving corpora- 
tion and the conversion of each outstanding share of common stock of 
Housatonic into one and four-tenths share of common stock of the surviving 
corporation. The presently outstanding capital stock of Connecticut Light 
is to continue as the capital stock of the surviving corporation. The applica- 
tion further states that on the basis of the number of shares of Housatonic 
common and preferred stock presently outstanding, 747,665 additional shares 
of common stock of the surviving Connecticut Light will be issued. The 
application indicates that the proposed merger will not result in creation of an 
acquisition adjustment. 
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The consideration for the aforementioned proposed sale by Housatonic of 
its electric business in the Derby electric area to United will be a base price 
of $8,240,554.00 subject to closing adjustments in accordance with the agree- 
ment relative to the sale which is a part of the application. 

According to the application after the proposed merger and sale, the facili- 
ties involved will be used for the same purposes for which they are now being 
used; and no contracts for the purchase, sale, or interchange of electric energy 
remaining after the consummation of the proposed transactions will be af- 
fected. Applicants conclude that the proposed transactions would be con- 
sistent with the public interest in that they would promote greater stability, 
efficiency, and potential and would result in economies and improved service 
to customers. 

Written notice of the application has been given to the Public Utilities 
Commission of the State of Connecticut and to the Governor of that State. 
Notice of the application was also published in the Federal Register on 
March 25, 1961 (126 FR 2576), stating that any person desiring to be heard 
or to make any protest with reference to the application should on or before 
April 14, 1961, file with the Federal Power Commission, Washington 25, D. C., 
petitions or protests. No petitions, protests, or requests to be heard in opposi- 
tion to the granting of the application have been received. 

The Public Utilities Commission of the State of Connecticut, by order issued 
April 25, 1961, authorized consummation of the transactions described herein. 


The Commission finds: 


(1) Connecticut Light is the owner and operator of facilities, among others, 
(a) for the transmission and sale at wholesale of electric energy generated in 
Connecticut and consumed in Massachusetts, and (b) for the transmission of 
electric energy generated in Massachusetts and consumed in Connecticut, 
which facilities are in addition to, and do not include, facilities used for the 
generation of electric energy or facilities used in local distribution or only for 
the transmission of electric energy in intrastate commerce, or facilities for 
the transmission of electric energy consumed wholly by the transmitter. Con- 
necticut Light is, therefore, a public utility within the meaning of that term 
as used in Section 203 of the Federal Power Act. 

(2) Neither Housatonic nor United own or operate facilities for the trans- 
mission or sale at wholesale of electric energy which is transmitted from a 
State and consumed at any point outside thereof, and therefore, are not 
public utilities within the meaning of that term as used in Section 203 of the 
Federal Power Act and are not required to obtain any authorization pursuant 
to that Section. 

(3) By the proposed transactions, as described above and as set forth in the 
application, Connecticut Light will merge or consolidate its facilities subject 
to the jurisdiction of the Commission with those of Housatonic, another per- 
son, within the meaning and subject to the requirements of Section 203 of the 
Federal Power Act. 

(4) The proposed acquisition and the merger or consolidation of the facili- 
ties of Housatonic by Connecticut Light with its own facilities, as described 
above, upon the terms and conditions specified in the application and subject 
to the provisions of this order, will be consistent with the public interest as 
expressed in Section 203 of the Federal Power Act for the reasons set forth 
in the recital above. 


The Commission orders: 


(A) The proposed acquisition and merger or consolidation of the facilities 


of Housatonic by Connecticut Light, all as described above, is hereby author- 
693—489—64 52 
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ized and approved upon the terms and conditions set forth in the application, 
subject to the provisions of this order. 

(B) Connecticut Light shall record the merger transaction herein author- 
ized and approved and the facilities and properties described above as pro- 
vided in the Commission’s Uniform System of Accounts Prescribed for Public 
Utilities and Licensees. 

(C) This authorization shall expire unless the transaction herein authorized 
is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuations, estimates or determinations of cost, or any matter what- 
soever now pending or which may come before this Commission or any other 
regulatory body. 


PANHANDLE EASTERN PIPE LINE COMPANY, 
DOCKET NO. G-1116, ET AL. 


OPINION AND ORDER DETERMINING ISSUES AND DIRECTING RATE FILINGS 
(Issued April 27, 1961)* 
Syllabus 


1. In accordance with court’s opinion remanding these proceedings, Commission 
finds Panhandle has not supported its contention that it be allowed com- 
modity value for its own produced gas. P. 785. 

. In recomputing its rates Panhandle shall use cost in reaching an allowance 
for its own gas in accordance with Opinion No. 344, issued concurrently 
herewith. P. 785. 

8. Using same evidence and considerations expressed in Opinion No. 344, 

Commission concludes that 6% is fair and reasonable return on Panhandle’s 
well mouth properties in this proceeding. P. 785. 

4. Revenues from Panhandle’s liquid extraction operations at Sneed, Texas 
and Liberal, Kansas should be credited against it cost of service in this 
proceeding, consistent with Court’s holding and Commission’s findings in 
Opinion 344. P. 785. 

5. Allocation of costs of Tuscola plant should be made in accordance with 
Opinion 344, insofar as such operations are involved in periods covered by 
this proceeding. P. 785. 

6. Commission sets aside rates and charges prescribed by Opinion 269 and 
Commission decision issued 6/7/55 as affirmed and modified, orders modi- 
fication of such rates and charges in accordance with this opinion, and 
requires refunds by Panhandle of excess charges as provided by Section 
4(e) of The Natural Gas Act. P. 786. 


i) 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


This proceeding is before us for determination of certain issues pursuant to 
the remand by the Court of Appeals for the District of Columbia of our 
Opinion No. 269, issued April 15, 1954, Panhandle Eastern Pipe Line Company, 


*Designated Commission’s Opinion No. 269-a, for appearances see Opinion 169 13 
FPC 53. Rehearing denied and opinion modified by order issued June 26, 1951, 25 FPC 


1214. Affirmed, but remanded on treatment of extraction plant revenues, 305 F. 2d 763 
(CADC-1962) ; Cert. denied 372 U.S. 916. 
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13 FPC 53, following the court’s decision in City of Detroit v. F.P.C., 230 F. 
2d 810, certiorari denied 352 U.S. 829. By this decision the court said that 
the allowance in the cost of service of a pipeline for gas produced by the pipe- 
line’s own facilities should be based on a comparison with the rate base 
method for determining its cost and should depart from such cost only to 
the extent to which a clear need is shown. The court also reversed our 
finding that revenues from the extraction of liquid hydrocarbons should not 
be credited to the pipeline’s jurisdictional cost of service, holding that our 
given reason for not crediting such revenues was insufficient. Prior to the 
court’s decision, Panhandle had filed new rate increases which became effec- 
tive subject to refund on January 1, 1955, and were set for hearing in Docket 
No. G—2506. 

As the same issues presented by the court’s remand were also presented by 
the filings in Docket No. G—2506, we ruled by our order of December 6, 
1956, 16 FPC 1310, that it was more in the public interest to expedite the 
proceedings in G-—2506. Full hearings, an initial decision by the presiding 
examiner, and oral argument before the Commission make up the record in 
G-2506, and full presentations on the issues remanded by the court in this 
proceeding were made by the parties. 

Our decision in G—2506 will be issued concurrently with this order, infra 
p. 787. The determination and reasoning of the proper method for setting the 
price of Panhandle’s produced gas and proper treatment of revenues from 
hydrocarbon extractions is set forth in that opinion and need not be set forth 
at length in this order. Consistent with our opinion in G—2506, we do not 
determine Panhandle’s actual rates by this order, but rather we will direct 
that Panhandle file rates consistent with this order and the Opinion No. 344. 

With respect to the cost of Panhandle’s produced gas, we find in accordance 
with the court’s opinion remanding these proceedings that Panhandle in this 
record has not supported its contention that it should be allowed a com- 
modity value. In Docket No. G—2506, Panhandle was not able to do so as we 
have found in our Opinion No. 344, which, as noted above, is issued con- 
currently herewith. Therefore, in recomputing its rates, Panhandle shall 
use cost in reaching an allowance for its own gas in accordance with our 
opinion in Docket No. G—2506. 

In our Opinion No. 269, we reached an allowance of 5% percent for rate 
of return. In doing so, of course, we were excluding from consideration Pan- 
handle’s well-mouth properties, for we were using a commodity value for the 
company’s produced gas. Now that cost-of-service principles are to be em- 
ployed for the well-mouth properties, our rate of return findings should be 
modified. In Docket No. G-—2506, we determined that a 5% percent rate of 
return should be used for the non-production properties on the basis of this 
Docket No. G-1116. We arrived at a rate of return of 6 percent for the 
well-mouth properties relying heavily on the record in Docket No. G—1116, 
which had been incorporated by reference into the G-2506 record. Using the 
same evidence and the considerations expressed in our Opinion No. 344, we 
conclude that 6 percent is a fair and reasonable return on Panhandle’s well- 
mouth properties in this proceeding. 

Turning to the issue of the proper treatment to be accorded the revenues 
from the liquids extraction plants, we have discussed the court’s holding and 
our findings in Opinion No. 344. Consistent with our discussion in that 
opinion, the revenues from Panhandle’s operations at Sneed, Texas, and 
Liberal, Kansas, should be credited against Panhandle’s cost of service in 
this proceeding. The allocation of costs at the Tuscola plant should also be 
made in accordance with Opinion No. 344 insofar as the operations at that 
plant are involved in the periods covered by this proceeding. It will be 








786 FEDERAL POWER COMMISSION 


noted that such allocations are in accordance with those already made by the 
examiner in his decision of June 7, 1955, 14 FFC 488, in this proceeding. 


The Commission further finds: 


(1) The Commission’s Opinion No. 269, Panhandle Eastern Pipe Line Com- 
pany, 13 FPC 53, should be modified consistent with the findings upon remand 
from the Court of Appeals for the District of Columbia as set forth above. 

(2) The rates and charges set forth in Opinion No. 269 as the just, 
reasonable, nondiscriminatory and nonpreferential rates to be in effect from 
and after May 1, 1954, should be modified to conform to this order and re- 
funds should be made by Panhandle to its customers for sales of gas between 
May 1, 1954 and January 1, 1955, of the excess charges collected under the 
rate filings effective during this period. 

(3) The rates for the periods between February 20, 1952 and May 1, 1954, 
as established by the Examiner’s decision issued June 7, 1955, 14 FPC 438, 
and our affirmance and modification of that decision issued December 30, 
1955, 14 FPC 473, and February 24, 1956, 15 FPC 1156, should be modified 
to conform to this decision as set forth above and additional refunds of the 


excess charges collected by Panhandle during this period should be made 
accordingly. 





The Commission orders: 


(A) The rates and charges for Panhandle’s sales of natural gas for the 
periods between February 20, 1952, and January 1, 1955, as prescribed by the 
Commission’s Opinion No. 269, 18 FPC 53, and the Examiner’s decision of 
June 7, 1955, 14 FPC 488, as affirmed and modified by our orders of Decem- 
ber 30, 1955, and February 24, 1956, 14 FPC 473 and 15 FPC 1156, are hereby 
set aside and ordered to be modified and recomputed in accordance with our 
opinion and findings as set forth above. 

(B) Within 75 days from the date of issuance of this order Panhandle shall 
file with this Commission and serve on all parties to this proceeding a recom- 
putation of its cost of service for each of the four refund periods involved 
herein between February 20, 1952, and January 1, 1955, in accordance with 
the determinations made in this opinion. In making such filing, Panhandle 
shall allocate the cost of service between jurisdictional and non-jurisdictional 
sales and determine the reduced rate levels in accordance with the form used 
in Opinion No. 269 for the period from May 1, 1954, to January 1, 1955, and 
with the form used by the examiner on his decision of June 7, 1955, for the 
three periods between February 20, 1952, and May 1, 1954. Panhandle shall 
at the same time file appropriate tariff sheets in substitution for those ordered 
in Opinion No. 269 and a tabulation for each period covered by the examiner’s 
decision of June 7, 1955. 

(C) Within 90 days from the date of issuance of this order, subject to our 
approval, Panhandle shall file with this Commission and serve on all parties 
to this proceeding a computation of the refunds required by this opinion 
and order, which are due to those who were its customers during the periods 
of the collection of the rates referred to in findings (2) and (3) and which 
shall represent the excess of the amounts collected from such customers which 
result from the application of the rates filed in accordance with (B) above 
to the volumes of gas sold during these periods together with interest at 
6 percent per annum from the respective dates of receipt of such excess 
amounts to the date of refund and all costs incidental to the making of the 
refund. 

(D) The Commission reserves the right to reject all or any part of the 
schedules of rates and charges referred to in paragraph (B) hereof and in 
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lieu thereof to prescribe by further order the appropriate rates and charges. 

(EZ) Any objections on the part of parties to this proceeding to the filings 
required by Panhandle in (B) or (C) shall be filed within 30 days of the 
completion of Panhandle’s filing. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-2506 
OPINION AND ORDER DETERMINING ISSUES AND DIRECTING RATE FILING 
(Issued April 27, 1961)* 

Syllabus 


. Under circumstances of this case Commission does not find cost of service 
or determine rates but expresses conclusions on issues in controversy, 
indicating how mathematical determinations should be made and requiring 
Panhandle to make appropriate findings. P. 791. 

. Commission is dependent upon rate base evidence in record where other 
evidence as to why something more than cost is necessary is insufficient. 
P. 798. 

. Panhandle has not supported the use of a commodity value allowance 
for its own produced gas, because of insufficiency of additional evidence. 
P. 792. 

. Panhandle’s proposed program of future expansion during the 1960-1964 
period is not competent to test rates in effect January 1, 1955, to August 
31, 1958, on basis of a test year ending October 31, 1954. P. 793. 

. While commodity value proposed by Panhandle may effect savings over 
prices Panhandle might have to pay in market for additional gas, proposed 
commodity-value would cost consumer more than allowance made on cost 
basis for Panhandle’s own gas. P. 793. 

. Panhandle has not shown it should be allowed commodity-price as addi- 
tional allowance over cost of service, therefore it must depend upon cost 
of service evidence with necessary adjustments, as basis for determining 
allowance for own produced gas. P. 794. 

. Examiner’s test year allowance for exploration and development is ad- 
justed by average amount actually spent in test year, remaining part of 
1954, and subsequent refund period. P. 794. 

. Where, as here, test year is to be utilized for future rates it has been 
Commission’s policy to test such future rates on basis of actual operating 
experience of representative period adjusted for known changes occurring 
within reasonable time after test year. P. 795. 

. Adjustments to test year for recurring costs allowed. P. 795. 

. Allowance claimed by Trunkline for increased purchased gas costs result- 
ing from changes in takes should be adjusted to reflect test year volumes 
associated with increased prices per Mcf. P. 796. 

. Staff’s adjustment for reduced interest during construction for Trunkline 
is proper and should be included in computing Trunkline’s adjustments; 
additional working capital, taxes and return resulting therefrom should 
also be allowed. P. 796. 


* Designated Commission’s Opinion No. 344, Initial decision appears on p. 805. Rehear- 
ing denied and opinion modified by order issued June 26, 1961, 25 FPC 1215. Affirmed, 
but remanded on treatment of extraction plant revenues, 305 F. 2d 763 (CADC—1962) ; 
Cert. denied 372 U.S. 916. 
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For reason of uncertainty and remoteness from test year, Commission denies 
Panhandle’s adjustments for increased costs of gas purchased from 
Phillips and Shamrock. P. 796. 

In view of the Fifth Circuit’s authority in El Paso case Commission allows 
Panhandle only taxes payable as result of statutory depletion and intan- 
gibles; tax allowances should be computed utilizing these permissible 
deductions, and rate of return should be treated as separate question. 
P. 797. 

In computing cost of service, production taxes and payroll taxes are properly 
treated as expenses, except for such part of payroll taxes as would be 
chargeable to construction. P. 797. 


. Revenues from liquids extracted at Sneed, Texas and Liberal, Kansas 


plants are jurisdictional and should be credited to Panhandle’s cost of 
service, since the extraction of hydrocarbons improves efficiency of and 
is incidental to operation of Panhandle’s transmission system. P. 797. 

Panhandle’s Tuscola plant transmission costs should be allocated on a volu- 
metric basis and gas supply costs should be determined on a basis of 
reduction between Btu content at time of purchase and time of sale. 
P. 798. 

Use of 65% five-year average amount of Federal income tax accruals as 
credit to working capital allowance is correct ; Commission rejects claimed 
3314% minimum amount of such accruals. P. 799. 

Trunkline’s gas plant account adjusted to reflect 2.8% interest during 
construction since this represents actual cost of money to Panhandle and 
is consistent with past practice. P. 799. 

53%,% found fair rate of return for Panhandle on its pipeline investment. 
P. 800. 


. As additional incentive and matter of judgment Commission permits 12% 


for common equity with respect to Panhandle’s well mouth properties. 
P. 802. 


. Commission finds 6% a reasonable rate of return on Panhandle’s well mouth 


properties. P. 802. 


. Panhandle’s contention that rates determined in Opinion 269 provides floor 


for refunds herein is rejected; Commission finds that floor, if any, is 
last rate finally determined just and reasonable, and not last effective 
rate. P. 803. 


. Panhandle should follow Commission precedent, including Atlantic Sea- 


board case in classifying costs between demand and commodity. P. 802. 

In computing its rates in accordance with this opinion Panhandle should 
allocate demand cost between jurisdictional and non-jurisdictional busi- 
ness on basis of their peak responsibilities and allocate commodity costs 
in proportion to annual sales volume. P. 802. 


. Rate forms and service conditions previously established by Commission 


and historical rate differentials between zones should be employed by 
Panhandle in computing its rates. P. 802. 


. Commission disallows Panhandle’s proposed increased rates suspended 


under Section 4(e) of the Natural Gas Act; determines issues; directs rate 


filing in accordance therewith and orders refunds of excess charges. 
P. 804. 


Harry 8. Littman, William E. Miller, George B. Mickum and Raymond N. 
Shibley for Panhandle Eastern Pipe Line Company. 

Robert R. Batton and George W. Rauch for Ohio Gas Company, Central 
Indiana Gas Company, Greenfield Gas Company, Indiana Gas Distribution 
Corporation, Richmond Gas Corporation, Northern Indiana Public Service 
Company, and Kokomo Gas & Fuel Company. 
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J. W. McAulifee for Battle Creek Gas Company, Citizens Gas Fuel Com- 
pany, and Michigan Gas Utilities Company. 

John C. Lawyer for Northern Indiana Public Service Company. 

Arthur E. Palmer, A. H. Aymond and Walter Boris for Michigan Gas 
Storage Company. 

Herbert M. Livingston for Illinois Power Company. 

Charles Y. O’Hern for Central Illinois Light Company. 

Arthur H. Gemmer for Public Service Commission of Indiana. 

Walter M. Meek, Charles V. Shannon, Stanley M. Morley, Omar Crook and 
Richard F. Generally for Michigan Consolidated Gas Company. 

Christopher T. Boland, George J. Meiburger and John T. Miller, Jr., for 
Texas Gas Transmission Corporation. 

E. H. Laylin, Donald B. Leach and John Randolph for the Ohio Fuel Gas 
Company. 

C. W. Cooper for The East Ohio Gas Company. 

Lester G. Seacat for Missouri Power and Light Company, Missouri Utilities 
Company, Missouri Edison Company, Missouri Western Gas Company, Central 
West Utility Company, Citizens Gas Company of Hannibal and Bowling Green 
Gas Company. 

Frank G. Millard and Robert A. Derengoski for the State of Michigan. 

Robert A. Derengoski and Carl K. Wirth for Michigan Public Service Com- 
mission. 

Gerald K. O’Brien, Leonard Simons and David R. Kaplan for Wayne County, 
Michigan. 

John E. Fell for Kokomo Gas & Fuel Company. 

John H. Groves for Indiana Gas & Water Company, Inc. 

Paul T. Dwyer, James H. Lee, Robert Reese, Charles S. Rhyne, Eugene F. 
Mullin, Jr., and J. Parker Connor for City of Detroit, Michigan. 

Francis J. Walsh, Louis Flax, Edwin M. Miller and Patrick G. Sullivan for 
the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


This proceeding arises out of the filing by Panhandle Eastern Pipe Line 
Company of increased rates under Section 4(e) of the Natural Gast Act. 
On June 30, 1954, Panhandle filed with the Commission 29 tariff sheets pro- 
posing revisions of its FPC Tariff, Original Volume No. 1. These revised 
sheets would have increased the rates and charges prescribed by the Com- 
mission in our Opinion No. 269, issued April 15, 1954, Panhandle Eastern Pipe 
Line Company, et al., Docket No. G-1116 by $12,127,684 annually based on a 
12-month period ending March, 19541 Among other things the rates contained 
in these tariff sheets reflected revisions with respect to rate of return, mini- 
mum bank balances in working capital, and rate structure, contrary to the 
Commission’s determination in Opinion No. 269. 

By order issued July 29, 1954, the Commission suspended the 29 proposed 
tariff sheets until January 1, 1955. Hearings were held in October of 1954 
and after the presentation of Panhandle’s case-in-chief, a motion was made 
to disallow the proposed changes and to dismiss the proceedings on the 
ground that Panhandle had failed to sustain its burden of proof. By order 
issued December 13, 1954, 13 FPC 1570, the Commission granted the motions 


113 FPC 53, reversed and remanded by City of Detroit v. F.P.C., 230 F. 2d 810 
(CADC), certiorari denied 352 U.S. 829. 
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with respect to Panhandle’s proposed revision of rate of return, working 
capital, allocation of costs and rate structure, and disallowed the 29 tariff 
sheets filed, but permitted Panhandle to file substitute tariff sheets. While 
after denial of rehearing Panhandle petitioned for judicial review of the Com- 
mission order, the order was affirmed. Panhandle Hastern Pipe Line Co. v. 
F.P.C., 236 F. 2d 606 (CA8). 

On December 30, 1954, Panhandle did file additional tariff sheets, and the 
Commission by order of January 28, 1955, permitted Panhandle to substitute 
all but three of the sheets filed on December 30, 1954, for the June 30, 1954, 
filing and they became effective January 1, 1955, upon Panhandle’s filing an 
undertaking to refund excess charges. The Commission determined that the 
three remaining sheets were not properly in substitution for the sheets dis- 
allowed by the December 13, 1954, order and suspended these sheets until 
February 1, 1955. 

The increased rates here involved are embodied in the substitute tariff 
sheets. According to the computations of Panhandle and the staff, the total 
possible annual revenue increase over that allowed by the Commission in 
Opinion No. 269, amounts to $7,247,399. Hearings were held between Octo- 
ber 3, 1955, and January 11, 1957. After the filing of briefs the presiding 
examiner issued his decision on February 10, 1959. 

Basing his determinations on the test year ending October 31, 1954, the 
examiner arrived at the following results among others: 

(1) He concluded that Panhandle had not established that it was entitled 
to a greater allowance for its own produced gas than that arrived at by the 
traditional rate base method. He therefore disallowed Panhandle’s proposed 
allowance of about 10.5 cents per Mcf based on a commodity value derived 
from field prices; 

(2) He disallowed numerous adjustments proposed by Panhandle with 
respect to its expenses and those of its subsidiary, Trunkline Gas Company, 
during the test year ending October 31, 1954. These adjustments arose from 
increases in wages and salaries, employee’s welfare expense, purchased gas 
costs, and other increases in expenses occurring after the end of the test 
year. He did allow certain adjustments recommended by the staff which 
actually related to increases in expenses occurring before the end of the test 
year, although not effective during the whole of the test year; 

(3) He computed the tax allowance by employing the statutory deductions 
relating to depletion and intangible well-drilling costs, so that the cost of 
service included no more than taxes payable or deferred; 

(4) In computing working capital for rate base purposes he deducted aver- 
age rather than minimum tax accruals; 

(5) He credited Panhandle’s cost of service with the net revenue of the 
extraction operations at Sneed, Texas and Liberal, Kansas;? and allocated 
costs at the extraction plant at Tuscola, Illinois* on a Btu basis with respect 
to gas supply costs and on a volumetric basis with respect to transportation 
costs ; 

(6) He employed a rate of return for Panhandle’s entire rate base, includ- 
ing the production properties of 534 percent as determined in Opinion No. 
269. In doing so, he referred to the Commission’s determination* in the 


2 Phillips Petroleum Company owns the Snead Plant and Panhandle the Liberal Plant. 
8 This plant is owned by National Petro-Chemicals Corporation, whose principal stock- 
holders were National Distillers Products Corporation and Panhandle. 


4 Affirmed on appeal in Panhandle Eastern Pipe Line Company v. F.P.O., 286 F. 24 
606 (CA8). 
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present proceeding that Panhandle had not shown that this rate of return 
should be changed ; 

(7) He allowed Trunkline interest during construction at the rate (2.8 
percent) at which its parent, Panhandle, borrowed the funds rather than at 
the rate of 5 percent on preferred and 6 percent on common stock sold by 
Trunkline to Panhandle; 

(8) He found a total interstate rate base of $15,653,847 and a total inter- 
state cost of service of $71,961,738, of which he allocated $63,494,594 to juris- 
dictional transmission sales. This last amount is to be compared with juris- 
dictional revenues under Panhandle’s proposed rates of $74,983,491; 

(9) On the basis of his cost finding, the examiner computed transmission 
system rates for general service, small general service, limited service, storage 
service, and interruptible service applicable generally to three zones, Western, 
Central, and Eastern. For instance, the general service rates for the Western 
zone would include a monthly demand charge of $1.50 per Mcf and a com- 
modity charge of 13.98 cents per Mcf, while the rate for the Eastern zone 
would include a demand charge of $1.80 and a commodity charge of 16.43 
cents. The examiner found that his rates would produce revenues from test 
year sales of $63,500,505 which is some 4 million dollars less than revenues 
computed under the Opinion No. 269 rates. 

Exceptions to the examiner’s decision were filed by Panhandle and the staff 
of this Commission. Panhandle also filed a motion to reopen the proceedings 
to permit the introduction of evidence of actual cost for the refund period 
January 1, 1955, to September 1, 1958. Later it filed a supplemental motion 
requesting reopening for the purpose of taking further evidence as to the 
commodity value issue. By order issued January 14, 1960, 23 FPC 89, the 
Commission reopened the proceedings for the limited purpose of taking addi- 
tional evidence on commodity value. 

Between February 16, 1960, and March 11, 1960, further hearings were held; 
further briefs were filed by a number of parties; the Commission ordered that 
the intermediate decision procedure be omitted and held oral argument on 
the commodity value question on May 26, 1960. The issues raised by the 
exceptions to the examiner’s decision and by the briefs filed with us with 
respect to the commodity value issue are now before us for decision. 

While the issues discussed herein all relate to Panhandle’s rates, certain 
issues including some post-test year adjustments and interest during con- 
struction apply to Panhandle’s subsidiary, Trunkline Gas Company, which 
sold its gas to Panhandle under a cost-of-service tariff during the test year. 
These issues are discussed below along with other issues that relate to Pan- 
handle’s cost of service. However, this proceeding does not directly involve 
Trunkline’s tariff and rates so that other matters affecting Trunkline’s rate 
which are specified in its tariff, such as the 6 percent rate of return, are not 
in issue here and need not be discussed. 

In reaching a conclusion in this proceeding it became clear to us that the 
determination of Panhandle’s cost of service would depend in part on the 
formulation of a cost of service in the prior proceeding, Docket No. G-1116, 
where several periods requiring separate cost determinations are involved. It 
appears that the determination, mathematically, of a cost of service, the 
appropriate classification and allocation of the various items of cost and the 
prescription of rates in both dockets would take further time and may in- 
volve certain data not contained in the records. In these circumstances we 
will not find a cost of service or determine rates here, but will express our 
conclusions on the various issues in controversy. We will indicate through- 
out the opinion precisely how the mathematical determinations should be made 





792 FEDERAL POWER COMMISSION 


and will require that Panhandle make appropriate filings carrying out our 
determinations subject to review by us and objections by other parties. 


ALLOWANCE FOR GAS PRODUCED BY PANHANDLE 


As indicated above, the examiner did not find the evidence before him suf- 
ficient to meet the standards of the City of Detroit case in that it did not 
lend itself to the making of a determination of specific amounts necessary to 
be awarded for exploration and development purposes beyond those actually 
expended. He therefore rejected Panhandle’s commodity price for its own 
produced gas of 10.5 cents per Mcf and arrived at an actual cost to the 
company for the test year of $3,281,852 or 4.1663 cents per Mcf. 

Panhandle vigorously excepted to the examiner’s refusal to allow the com- 
modity value and introduced further evidence on the question at the reopened 
hearing. The substance of Panhandle’s arguments on the question are as 
follows: 

(1) Panhandle cites the history of its operations as affected by the City 
of Detroit case showing that after the Commission issued its Opinion No. 
269 on April 15, 1954, allowing field prices for Panhandle’s gas, it increased 
its rate of acquiring new leases and its development and exploration activities. 
However, after denial of certiorari by the Supreme Court in October of 1956, 
Panhandle ordered a cessation of its exploration and development activities. 

(2) During the January 1, 1955, to August 31, 1958, refund period involved 
in this proceeding, Panhandle substantially overproduced its own gas proper- 
ties in excess of normal production rates in non-prorated fields and in excess 
of allowables in prorated fields. It contended, therefore, that it should have 
undertaken an additional program of exploration and development during the 
refund period, but could not do so because its proposed rates were con- 
tingent upon Commission action. The additional expenditures, for which it 
requested a commodity value allowance, included the cost of acquiring acreage, 
drilling wells both productive and non-productive, and geological and land 
department expense. 

(3) Panhandle presented evidence of a proposed expansion program for 
the period 1960-1964, showing its need for the gas and the expenditures 
necessary. Its evidence was designed to show that it would not have an 
excessive rate of return if it actually made the proposed investments and was 
allowed the commodity value of the gas produced. 

(4) Panhandle attempted to show that the consumers would be saved money 
by allowing it 10.5 cents per Mcf on its produced gas rather than the 4.1663 
cents allowed by the examiner, for it contended that if it were not allowed 
the 10.5 cents it would have to purchase gas at a higher price. 

Various interveners in turn objected to Panhandle’s arguments contending 
that there was no real overproduction, that the expansion program during the 
refund period was entirely illusory because not actually undertaken, and 
that the 1960-1964 development program has no relevance in this proceeding. 
Upon consideration of the evidence, the exceptions, and the oral argument, 
we are of the opinion that Panhandle has not supported the use of a com- 
modity value allowance for its own produced gas. 

In the City of Detroit case, as has been oft repeated, it was said that the 
rate base method must be used as a basis of comparison and as a point of 
departure. The court said that if the Commission contemplates increasing 
rates for the purpose of encouraging exploration and development or the 
ownership by pipeline companies of their own producing facilities, it must 


5 City of Detroit v. F.P.C., 230 F. 2d 810 (CADC), certiorari denied 352 U.S. 829. 
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see that “the increase is in fact needed, and is no more than is needed, for 
the purpose.” The recent case of Minneapolis Gas Company v. F.P.C., 294 
F. 2d 212, CADC No. 15452, March 9, 1961, indicated that there are many 
eases in which rate base proof is unnecessary for independent producers 
with the implication that this might apply likewise to pipeline producers. In 
the present proceeding we have cost rate base evidence and other evidence 
as to why something more than cost is necessary. If that additional evidence 
is insufficient, as we believe is the case, we are, in fact, dependent upon rate 
base evidence. 

In the first place, we do not think controlling Panhandle’s discussion of the 
history of its exploration and development operations as affected by the issu- 
ance of Opinion No. 269 and the subsequent denial of certiorari by the Supreme 
Court. In the light of the present record, discussed further below, Pan- 
handle’s history does not show how much is needed to encourage exploration 
and development. Furthermore, we are not able to found an additional allow- 
ance for the produced gas on a hypothetical program of expansion that 
Panhandle says it should have undertaken during the past refund period but 
did not do so, even if we assume that such a program was needed. We may 
note that the interveners contend that Panhandle’s alleged overproduction of 
its reserves of gas in the prorated fields during the refund period is illusory 
because allowable takes in these fields had been reduced by action of the 
producers themselves, but it will not be necessary to go into that question here. 

In our opinion, Panhandle’s proposed program of future expansion during 
the 1960-1964 period is not competent to test rates in effect January 1, 1955, 
to August 31, 1958, on the basis of a test year ending October 31, 1954. There 
is no reason why Panhandle’s customers during the refund period should be 
charged with a future expansion program. In another proceeding in setting 
rates for the future, we would not necessarily hold a natural-gas company to 
expenditures confined to the test year. However, we are here asked to make 
allowance for an exploration and development program which admittedly was 
not carried out during the test year or the subsequent refund period and is 
merely proposed for a later period. 

A further contention made by Panhandle was that the use of a commodity 
value of 10.466 cents per Mcf for its own gas would save consumers large 
amounts. For instance, it says that during the refund period Panhandle 
produced from its own wells 368,415,938 Mcf of gas, and that the price of this 
volume on the basis of the proposed commodity value would be $38,558,412. 
If that volume, Panhandle says, had been purchased at the weighted average 
price of 14.60 cents per Mcf under the contracts executed by Panhandle dur- 
ing that period, it would have cost $53,788,727 or $15,230,315 more than under 
the proposed commodity value. Likewise, Panhandle attempts to show that 
under its proposed exploration and development program for the years 1960— 
1964, savings to the consumers would range from $600,000 per year in the 
first year to $3,000,000 per year in the fifth year, based on increases in pro- 
duction of 10 million Mcf in each year over the next 20 years and a differen- 
tial of 6 cents between Panhandle’s claimed 12.5 cent commodity value in its 
current rate filing in Docket No. G—19780 and an average cost of 18.5 cents 
per Mcf for new gas purchased on today’s market. 

These computations by Panhandle appear to neglect an important factor. 
While it may be true that the commodity value proposed by Panhandle 
effect savings over the prices that Panhandle might have to pay in the market 
for additional gas, the proposed commodity value would cost the consumer 
more than an allowance made on the cost basis for Panhandle’s own supplies 
of gas. 
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We recognize that the test required by the court in the City of Detroit 
ease is a difficult one in that it contemplates a showing of what is needed 
above the cost of service in order to encourage exploration and development. 
We think that a new approach is necessary for the pipeline producers as well 
as the independent producers. In this proceeding, however, we have not 
established an area price and Panhandle has not shown that it should be 
allowed the commodity price as an additional allowance over the cost of 
service. Panhandle must, therefore, depend upon the cost of service evidence 
with necessary adjustments, as a basis for determining an allowance for its 
own produced gas. 

In our opinion the examiner’s allowance for Panhandle’s produced gas is 
subject to upward adjustments to Panhandle’s cost of service. As determined 
below, the cost of service as found by the examiner should be adjusted for 
certain increases in expenses occurring after the test year, and it would 
appear that a portion of these upward adjustments would be applicable to the 
produced gas, specifically to production expenses allowed by the examiner in 
the amount of $1,211,523 and to administrative and general expenses allowed 
by him in the amount of $87,667. 

The examiner allowed $706,882 for exploration and development. Actually, 
Panhandle spent $815,268 in 1955, $881,116 in 1956, $1,117,464 in 1957, and 
$1,134,462 in eight months of 1958.6 Panhandle’s evidence, while deficient for 
the purpose of obtaining the objectives it seeks, nevertheless shows the need 
of additional gas. Its witness testified that for almost 30 years its principal 
source of supply of natural gas has been its own production and gas purchases 
in the West Panhandle field of Texas and the Hugoton field of Kansas, Okla- 
homa and Texas. While large reserves, he said, are still contained in these 
reservoirs, the present production rate cannot be maintained indefinitely. At 
the same time, the requirements of Panhandle’s markets are increasing. There- 
fore, in our opinion, it is reasonable to adjust the examiner’s test year allow- 
ance for exploration and development by the average amount actually spent 
in the test year, the remaining part of 1954, and the subsequent refund period. 

As discussed below under rate of return, we are raising the 5%, percent 
allowance for rate of return to 6 percent as applied to the well-mouth proper- 
ties so that the examiner’s allowed return of $627,144 must be adjusted upward 
for the return item. 

As a result of the above adjustments the examiner’s allowance for Pan- 
handle’s own produced gas of 4.1663 cents per Mcf will be increased. How- 
ever, the increased amount, it is indicated, will be nowhere near what appears 
to be required to encourage a vigorous and continuing program of explora- 
tion and development, but the record does not support more. There will be, 
furthermore, a large difference between any allowance here and prices under 
recent contracts in the same area or other areas of the country. This is 
partly due to the fact that the Texas Panhandle and Hugoton fields are unique 
in having large quantities of gas subject to comparatively old contracts em- 
bodying prices that are exceedingly low compared with those in contracts 
applicable to other areas. 

COST OF SERVICE 


Having determined an allowance for Panhandle’s produced gas, it is neces- 
sary to turn to the remaining disputed items in the cost of service of Pan- 
handle and Trunkline. We are adopting the examiner’s decision except for 
such further discussion and modification of the examiner’s findings as is 


6 For the purpose of finding these amounts, Exhibits 107-111 should be admitted into 
evidence. 
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necessary in the light of the exceptions filed by Panhandle and the staff, our 
precedents and policies and the applicable law all as set forth below. 


Post Test Year Adjustments—Panhandle and Trunkline 


Panhandle and staff both presented evidence based upon the 12-month period 
ended October 31, 1954, and the examiner found this to be an appropriate test 
period for fixing Panhandle’s rates and Trunkline costs. The main issue which 
arose with regard to the test year was the inclusion of certain adjustments 
to the test year costs proposed by Panhandle as reflecting known changes in 
recurring costs occurring after the test year. Staff objected to these adjust- 
ments in both Panhandle’s and Trunkline’s costs on the ground that only 
certain of their additional costs were shown rather than a more complete 
showing of all operating costs and revenues. Panhandle contended that all 
changes shown were unrelated to any increase in capacity and that the in- 
formation sought by staff would almost amount to the use of another test year. 

The examiner disallowed all of Panhandle’s post-test year adjustments on the 
ground that Panhandle’s failure to show possible increased revenues led to an 
assumption that there were increased revenues more than sufficient to offset 
any increases in costs. Panhandle has excepted to a number of these dis- 
allowances amounting to almost $4,000,000 in jurisdictional costs. 

Panhandle’s exceptions seem to be well founded. Almost all of the adjust- 
ments sought are for increased wages, insurance, pensions, or purchased gas 
costs. A small amount represents increased rentals on office space and equip- 
ment or costs for facilities which were unrelated to any sales increases. 

Panhandle’s rates as determined in this proceeding will cover a period of 
almost four years from January 1, 1955, to September 1, 1958, when costs were 
constantly rising. The use of a 1954 test period for all of these years means 
that we are fixing future rates on the basis of a past period. We agree with 
the year chosen as a test period but it would seem that adjustments for 
known changes occurring within a reasonable time after the test year should, 
in all fairness, and in keeping with treatment afforded other pipelines, be 
allowed. Where, as here, the test year is to be utilized for future rates it 
has been our policy to test such future rates on the basis of actual operating 
experience of a representative period of time and to adjust that experience 
for known changes. Mississippi River Fuel Corp., 11 FPC 288, 291, 306; El 
Paso Natural Gas Co., 13 FPC 421, 438; Hl Paso Natural Gas Co., 22 FPC 
260, 263, 264 reversed on other grounds, 281 F. 2d 567 (CA5), cert. denied, 366 
U.S. 912. 

The examiner’s denial of Panhandle’s adjustment for an increase in the cost 
of gas purchased from Trunkline under the cost of service tariff was based 
on Trunkline’s failure to relate these costs to increased revenues and also 
to make Trunkline’s adjustments, referred back to his discussion of Pan- 
handle’s adjustments. As Trunkline had a cost of service tariff this raises 
some difficulties, since Trunkline’s costs are its revenues regardless of volume. 
Thus, the only issue for Trunkline was whether the costs included were 
proper. 

Trunkline’s adjustments for return, depreciation, taxes and operating ex- 
penses on its Mississippi River Crossing and Edna Compressor Station are 
allowable. They are recurring costs and, while allegedly not related to an 
increase in capacity, if they did result in greater volumes, the cost of service 
tariff would reflect this. The adjustments for increased wages and related ex- 
penses are typical of known and recurring expenses which it has been our 
policy to allow. Trunkline’s increased cost of purchased gas because of pro- 
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ducer contract escalations should also be allowed, but with the condition that 
any refunds which Trunkline may ultimately receive from these producers 
should be passed on to its customer, Panhandle, and by Panhandle to its 
customers. We are not, however, convinced that Trunkline’s increased pur- 
chased gas costs resulting from changes in takes are any more representative 
of a recurring pattern than the takes during the test year. We cannot help 
but note that increased volumes were anticipated from high cost sellers and 
decreased volumes from low cost sellers. A check of Trunkline’s annual 
report (Form 2) for 1955 indicates that in fact the test year more nearly 
reflects actual takes than those anticipated by Trunkline in its evidence. The 
allowance claimed by Trunkline for increased purchased gas costs, therefore, 
should be adjusted to reflect test year volumes associated with the increased 
prices per Mcf. As set forth below, staffs adjustment for reduced interest 
during construction for Trunkline is proper and should be included in comput- 
ing Trunkline’s adjustments. Such additional working capital, taxes and 
return as result from these adjustments should also be allowed. 

In addition to the allowance for cost of gas purchased from Trunkline, as 
discussed above, Panhandle’s claimed adjustments for wages, salaries, and 
related expenses such as pensions and insurance in 1955, are also allowable. 
The amounts claimed for rental of office space and IBM machines as well as 
those for operation and amortization of the air conditioner are recurring and 
allowable. Additional working capital, return and taxes resulting from the 
above adjustments are, of course, also allowable. 

Panhandle also excepts to the conclusion of the examiner that escalations 
in the amount of $478,993 applicable to its costs for gas purchased from 
Phillips Petroleum Company and Shamrock Oil and Gas Company must be 
disallowed. These increases result from “spiral” escalation clauses under 
which the rate increases of Panhandle’s suppliers are permitted under their 
contracts because of Panhandle’s increased rates proposed in this case. The 
situation here is that Phillips’ increased rates were suspended in Docket No. 
G-10883 and became effective September 1, 1956.7 Shamrock’s rates were sus- 
pended in Docket No. G—12307 and became effective April 20, 1957, and that 
proceeding was terminated on August 14, 1959, after Shamrock agreed to re- 
fund any increase based on rates ultimately disallowed in this proceeding. 

It can be seen that these increases did not become effective until 23 and 
30 months after the test period ended. In Tennessee Gas Transmission Com- 
pany, 18 FPC 428, 485 we adopted as part of our decision the following 
language of the presiding examiner: 

If adjustments were to be made in test year labor costs for a change 
of this magnitude ($982,757), which occurred so far down the road after 
the end of the test period, there would be serious danger of introducing 
an unrepresentative distortion into the test period ratio of plant, operat- 
ing costs and revenues, unless we were also to consider and reflect in- 
creases in Tennessee’s sales and revenues which occurred in 1955 and 
1956. 

In El Paso Natural Gas Company, 13 FPC 421, 438 we rejected an adjust- 
ment for increased taxes on the ground that such increases did not become 
effective until 20 months after the end of the test period. For the reason 
not only of uncertainty, as given by the presiding examiner, but also for 
remoteness from the test year, the adjustments for these increases by Phillips 
and Shamrock must be denied. 


7 This docket was consolidated with Docket No. G-1148, but was left open pending 
completion of proceedings in this Docket No. G-2506. See Phillips Petroleum Co., 24 
FPC 537, Opinion No. 338, issued September 28, 1960. 
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Tax Allowance—Panhandle 


In computing his allowance for Federal income taxes in Panhandle’s cost 
of service, the examiner utilized a deduction for statutory depletion in the 
amount of $1,840,195 and for intangible well drilling costs in the amount of 
$501,087.8 The examiner was, in effect, including in the cost of service no 
more taxes than were actually payable or deferred. Panhandle excepted to 
this treatment contending that it was the intention of Congress that the benefits 
of these deductions be retained by Panhandle. 

In our El Paso opinion,® we determined the net amount of the statutory 
deductions allowable for tax purposes over book depreciation and book deple- 
tion. We found that 52 percent of the additional deduction represented the 
tax reduction resulting from the statutory provisions and therefore the tax 
benefits available to the company. We found that when these tax benefits 
were applied to the company’s well-mouth properties, they represented a re- 
turn greater than the assumed reasonable return, so that we determined that 
it was not necessary to allow any return in addition to the benefits of the 
statutory deductions. Upon appeal, the court remanded the proceedings. The 
court held that “there is no statutory authority for the Commission to treat 
actual savings in taxes to which natural gas companies are entitled any 
differently than savings in any other cost of service.” The court said that, 
“The net result of this, of course, is that such savings as are effected are 
passed on to the consuming public.” Upon remand we were requested to 
build a proper record and to determine a rate of return sufficient to include 
a reasonable return on investment and an increment for incentive necessary 
to attract capital to the exploration and development activities of the company. 

In view of this authority, we are of the opinion that we should allow Pan- 
handle only taxes payable as a result of the statutory depletion and the 
intangibles. The tax allowances should be computed utilizing these permissible 
deductions, and the rate of return should be treated as a separate question. 

Panhandle contends that in computing its cost of service the staff and the 
examiner erroneously capitalized rather than expensed production taxes in 
the amount of $60,653 and payroll taxes in the amount of $10,270. These 
amounts are properly treated as expenses, except for such part of the payroll 
taxes as would be chargeable to construction.?® 


Extracted Hydrocarbons—Panhandle 


Panhandle is involved in the operation of three plants for the extraction of 
hydrocarbons from its natural gas stream. Two of these plants, at Sneed, 
Texas and Liberal, Kansas, are for the extraction of gasoline and other liquid 
hydrocarbons and the third plant, located at Tuscola, Illinois, is a petro- 
chemical plant. The examiner found that the revenues from the liquids ex- 
tracted at Sneed and Liberal were jurisdictional and should be credited to 
Panhandle’s cost of service thereby reducing by such amounts the costs to be 
recovered from ratepayers. In so doing, the examiner relied upon the decision 
of the Court of Appeals in City of Detroit v. F.P.C., 230 F. 2d 810, certiorari 
denied 352 U.S. 829, wherein the court reversed our finding in Opinion No. 
269 that because the extraction of such liquid hydrocarbons is subject to 
extreme price fluctuations for the liquids, Panhandle’s rates should not be sub- 


8 The statutory depletion arises under Section 613 of the Internal Revenue Code, and 
the right to expense, rather than capitalize intangible well drilling costs, arises under 
Section 263(c) of the Code. 

9 El Paso Natural Gas Co., 22 FPC 260, reversed Hl Paso Natural Gas Co. v. F.P.C., 
281 F. 2d 567 (CA5), cert. denied sub nom., People of the State of California v. FPC, 366 
U.S. 912. 

10 See Account 507, Taxes, under the earlier Uniform System of Accounts, and the 
present Account 408, Taxes Other Than Income Taxes. 
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ject to these fluctuations and the revenues derived from the sale of these liquid 
hydrocarbons should not be credited to Panhandle’s cost of service. In ex- 
cepting to the examiner’s finding with regard to the plants at Sneed and 
Liberal, Panhandle insists that the evidence presented by it showing to what 
extent the extraction process was desirable should limit the amount of 
revenue credited. 

We agree with the presiding examiner that the evidence presented by 
Panhandle is not sufficient to overcome the court’s holding that where the 
extraction of hydrocarbons improves the efficiency of and is incidental to 
the operation of Panhandle’s transmission system, the revenues derived from 
such extractions should be credited to its cost of service. Panhandle’s addi- 
tional evidence confirms our earlier finding that the extraction operations do 
improve the efficiency of the pipeline and therefore clearly come within the 
rule laid down by the court. We must decide each case on the record 
before us and this record does not permit any other finding. We are aware 
that other factors not presented by the parties here may well require a different 
conclusion as to proper treatment of extraction operations for a particular 
company. Phillips Petroleum Company, Opinion No. 338, Docket No. G—1148, 
issued September 28, 1960, 24 FPC 537. 

With regard to the operations of the petro-chemical plant at Tuscola, the 
examiner rejected the volumetric allocation advocated by Panhandle and also 
the Btu method advocated by our staff. Instead, he adopted the method used 
by the examiner in Docket No. G—1116, Panhandle Eastern Pipe Line Company, 
14 FPC 488, whereby transportation costs were allocated on a volumetric basis 
and gas supply costs determined on a basis of the reduction between the 
Btu content at the time of purchase and at the time of sale. Panhandle has 
excepted to this determination primarily on the ground that so long as it is 
able to service its other customers with gas containing at least the minimum 
Btu content called for in its contracts there is no reason or necessity for 
taking into account the reduction in Btu content resulting from the opera- 
tions at the Tuscola plant. 

We agree with the examiner. The cost of transporting gas appears to be 
more reasonably associated with its volume than its specific gravity or heat 
content and therefore the allocation of transportation costs on a volumetric 
basis is correct. Panhandle’s utility customers, however, are purchasing not 
only volumes but also heat units from Panhandle and any operation which 
deprives them of heat units increases their costs of using natural gas as a 
fuel. Therefore, the service rendered by Panhandle to its utility and industrial 
customers is rendered less valuable to some extent by the reduction in heat 
units per cubic foot purchased by them. It appears, therefore, that the gas 
supply cost at the Tuscola plant can fairly be allocated on the basis of the 
heat units which are removed from the gas stream. This method gives con- 
sideration over-all to both the volumetric and Btu methods as advocated by 
Panhandle and staff. 

The examiner’s method with respect to the assignment of costs to the 
Tuscola plant, is, therefore, adopted by us and should be followed by Pan- 
handle in computing its cost of service. 


Tax Credit to Working Capital—Panhandle 


In computing working capital, the examiner allowed 45 days or % of the 
test year operating expenses less certain adjustments, plus prepayments, 
certain deferred debits, and materials and supplies, arriving at an initiai 
allowance of $5,760,929 for the total business. This method is reasonable, is 
undisputed in the exceptions and should be followed by Panhandle. 
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From the initial allowance the examiner deducted the sum of $3,240,570 
representing accruals of Federal income taxes. That such a deduction may be 
made is undisputed and is in accord with a long line of Commission precedent. 
Because income is received some time before Federal income tax payments 
must be made, cash is available for use as working capital and therefore can 
properly be used to reduce the working capital requirement. A dispute arises 
as to the amount of the reduction. 

The record shows that the average amount of cash available as a result of 
Federal income tax accruals on the basis of the years 1954 through 1958 
amounts approximately to the 65 percent used by the examiner. Panhandle 
would deduct but 3314 percent of such tax accruals on the theory that this 
amount representing the minimum amount available is the only amount avail- 
able for use as working capital at all times. We are of the opinion that the 
examiner’s use of the 65 percent five-year average amount was correct. As 
we said in our El Paso opinion™ we have used average amounts for gas 
plant materials and supplies, and prepayments, and we should use average 
amounts for the offsetting Federal income tax accruals. While the accruals 
will vary from month to month, we see nothing in the record that shows 
that amounts accrued above the minimum are not useful in the operations of 
the company; therefore in our opinion it is fair to Panhandle and its customers 
to use the average amount in accordance with our discussion in the Hl Paso 
ease. 


Interest During Construction Pertaining to 'Trunkline—Trunkline 


The record shows, as set forth by the examiner, that Panhandle obtained 
funds for financing Trunkline and other purposes through the sale as of 
July 14, 1950, of $35,000,000 principal amount of 2% percent debentures, repre- 
senting a cost of money to Panhandle or 2.8 percent per year. From these 
funds Panhandle supplied Trunkline with $12,265,227 net towards the cost of 
construction of its original facilities which were placed in service on October 1, 
1951. The funds were supplied by Panhandle through the purchase of Trunk- 
line’s common and preferred stock in the par amount of $12,300,000 from 
which expenses were necessarily deducted to leave the net amount above. 
The examiner computed the interest on these funds in fact supplied through 
Panhandle’s borrowings at 2.8 percent per year. Panhandle, on the other 
hand, used a rate of 5 percent for the funds derived from the sale of the 
preferred stock and 6 percent for the funds obtained from the sale of the 
common. The difference between the two methods, as detailed by the ex- 
aminer, results in a net effect on the rate base, after deducting depreciation 
of $441,671 on October 1, 1953, $483,360 on April 1, 1954, and $425,049 on 
October 31, 1954. We think the examiner’s method should be followed. 

Our general rule is expressed in our Uniform System of Accounts for 
Natural Gas Companies as applicable to Panhandle in this proceeding where we 
state that: 


Interest during construction” includes the net cost of borrowed funds used 
for construction purposes and a reasonable rate upon the utility’s own 
funds when so used. . .12 


11 22 FPC 260, 270-271, reversed on other grounds, Hl Paso Natural Gas Co. v. F.P.C. 
281 F. 2d 567 (CA5), cert. denied 366 U.S. 912. 

12 Uniform System of Accounts prescribed for Natural Gas Companies, effective Janu- 
ary 1, 1940, Gas Plant Accounts Instruction 5(17). In the present revision effective 
January 1, 1961, the definition now reads, “Interest during construction includes the 
net cost for the period of construction of borrowed funds used for construction pur- 
poses and a reasonable rate on other funds when so used.” (Gas Plant Instruction 
3(17)). 


693—489—64——_53 
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If Trunkline had obtained the funds from its own accumulations or from 
the sale of capital stock, we would allow 6 percent as a reasonable rate of 
interest on such funds, and not more, as we have in many other cases and 
have been upheld in the courts.* On the other hand, if Trunkline itself 
had sold the debentures at a cost of 2.8 percent per year, we would have 
allowefl only 2.8 percent interest as this would have been its actual cost. 
Here the funds have been obtained from a parent corporation, Panhandle. To 
allow 6 percent interest on these funds which Panhandle obtained for 2.8 
percent is to allow a profit between affiliates, something we have been loth 
to permit.5 To allow affiliated companies to increase their costs for rate pur- 
poses by passing property back and forth between them would, of course, 
be grossly unfair to consumers. On this point we will, therefore, adopt the 
examiner’s method in adjusting Trunkline’s gas plant accounts. 

There is nothing in Michigan-Wisconsin Pipe Line Co., 13 FPC 326, 334 
or in South Carolina Generating Co., supra, which alters this conclusion. In 
those cases 6 percent was allowed on the funds obtained as an equity invest- 
ment by the parent corporation, but the Commission gave no consideration 
to the source of the funds to the parent. 


Rate of Return—Panhandle 


The examiner concluded that the rate of return of 5% percent was fair, 
reasonable and adequate for Panhandle and should be used in this proceeding. 
The determination of rate of return here has a rather involved history. In 
Opinion No. 269, issued April 15, 195416 we determined that a 5% percent 
rate of return was proper for Panhandle. We did not apply this rate of 
return to the well mouth properties, for we determined the allowances for 
Panhandle’s produced gas on the basis of field prices. When the hearings 
in the present proceeding opened in October of 1954, Panhandle presented 
evidence and claimed a higher rate of return. Motions to dismiss were made 
at the hearing with respect to Panhandle’s showing on rate of return and 
certain other matters. By order of December 13, 1954,17 we granted these 
motions finding that Panhandle had not shown any changed conditions to 
justify a rate of return above the 5% percent allowed in the prior proceeding, 
but attempted to reassert the theories previously rejected. Upon review by 
the Third Circuit Court of Appeals our order was affirmed,18 and the court 
said that it was satisfied that the Commission’s action was neither arbitrary 
nor unreasonable and was an entirely permissible exercise of the Commission’s 
judgment. 

As a result of this history we find in the present proceeding that the 
rate of return issue as applied to Panhandle’s properties other than its well- 
mouth properties has been settled. The examiner properly adopted 534 percent 


13 South Carolina Generating Co., 16 FPC 52, 66; 19 FPC 885, 862 affirmed on this 
point as South Carolina Generating Co. v. F.P.C., 249 F. 2d 755, 765; 261 F. 2d 915, 
917 (CA4); Northern Natural Gas Company, 11 FPC 123, 130 affirmed on this point as 
State Corporation Commission of Kansas v. F.P.C., 206 F. 2d 690, 714 (CA5), certiorart 
denied 346 U.S.922. 

14 See Northern Natural Gas Co., supra, 11 FPC at p. 131. 

15 Alabama Power Co. v. F.P.C., 134 F. 2d 602, 609 (CA5); Puget Sound Power € 
Light Co. v. F.P.C., 187 F. 2d 701, 703 (CADC); Niagara Falls Power Co. vy. F.P.C., 
137 F. 2d 787, 794 (CA2), certiorari denied 320 U.S. 792; Pennsylvania Power & Light 
Co. v. F.P.C., 139 F. 2d 445, 450 (CA3), certiorari denied 321 U.S. 798; Cities Service 
Gas Co. v. F.P.C., et al., 155 F. 2d 694, 701 (CA10), certiorari denied 329 U.S. 773; 
Colorado Interstate Gas Co. v. F.P.C., et al., 324 U.S. 581, 607, 608. 
1613 FPC 53. 

1713 FPC 1570. 
18 Panhandle Eastern Pipe Line Co. v. F.P.C., 236 F. 2d 606 (CA3). 
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as the rate of return to be used. We may note that we are not applying this 
rate of return in the present or the future but to the January 1, 1955, to 
August 31, 1958, past period. If Panhandle, as this period elapsed, had 
found that 5%4 percent was not compensatory or fair and reasonable, it was, 
of course, entitled to make a further rate filing. As it was, it did not make 
an additional rate filing until its filing in Docket No. G-—14755, effective 
September 1, 1958. 

It is with respect to the proper rate of return on the well mouth properties 
that a further determination is necessary, for we are not employing a com- 
modity allowance on Panhandle’s own produced gas, but are including its well 
mouth properties in the rate base. For the purpose of making this determina- 
tion we have available our findings in Docket No. G-—1116 which we have 
already used in this proceeding with respect to a rate of return on properties 
other than production. We have a rate of return study presented by Pan- 
handle in the present proceeding and the staff rate of return study and other 
studies presented in Docket No. G—1116 and incorporated by reference into 
the record here. We also have the evidence in the present proceeding with 
respect to Panhandle’s financial needs for exploration and development. 

In Opinion No. 269, in arriving at the 5% percent return we said that the 
5% rate was sufficiently high to take care of the shortcomings of earnings- 
price ratios affected by ownership of natural gas reserves as well as con- 
tingencies.19 In other words, we indicated that the ownership of natural gas 
reserves tended to depress earnings-price ratios because investors preferred 
to invest in companies with their own reserves. In fact, the record in the 
Docket No. G—1116 case showed that those companies with substantial gas 
reserves had lower earnings-price ratios than those companies with none. 
Therefore, apart from any necessary incentives, if 534 percent is a fair return 
for Panhandle in this past period on its pipeline investment, it is an ample 
return on its well mouth properties. 

We think, however, that this takes a too narrow and somewhat unfair 
view of the situation. We are, in effect, providing for rates on the basis of 
an October 31, 1954, test year for a period which would represent the in- 
definite future if we had been able to complete the whole proceeding in that 
year. This “future” is, of course, terminated on August 31, 1958, by the 
filing of new rates, but nevertheless we must look to the refund period from 
the standpoint of the test year and the record. We have already found that 
Panhandle’s evidence as to their hypothetical exploration and development pro- 
gram during the refund period is an insufficient basis for using the commodity 
value of the gas. Nevertheless the record shows that Panhandle had a con- 
tinuing need for additional gas reserves and did actually undertake certain 
exploration and development during the years after the test year. The record 
shows that for actual capital expenditures, including non-productive gas well 
drilling for developing its owned reserves Panhandle spent $2,910,477 in 1955, 
$4,058,020 in 1956, $2,828,560 in 1957 and $2,649,911 for the first eight months 
of 1958. The testimony shows that while Panhandle has large reserves in the 
West Panhandle Field of Texas and the Hugoton Field of Kansas, Oklahoma 
and Texas, the production rate from these fields cannot be maintained in- 
definitely, and Panhandle must develop additional reserves. Not considering 
the testimony as to hypothetical expansion plans said to be necessary to enable 
Panhandle to maintain production, it would seem that some incentive was 
appropriate in addition to the usual rate of return. In the Phillips case ™ we 


1913 FPC at p. 100. 
20 Phillips Petroleum Co., supra. 
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added two percentage points to the 10 percent allowance for common equity 
in order to provide this incentive. In our judgment some addition would 
be reasonable here. 

Our allowance of a 5% percent rate of return that has been adopted here 
from the Docket No. G-1116 proceeding was stated by us in that case to 
represent an allowance of 11.41 percent on common equity. The computation 
would be as follows in accordance with our Opinion No. 269 (13 FPC at p. 
100): 


a " 1X 2. 90% 
%X 4. 02% 
a 6% X11. 41% 


5. 75% 


As an additional incentive we think that the allowance for common equity 
with respect to the well mouth properties should be 12 percent as a matter 
of judgment. This would actually represent a greater increase than the 
difference between 11.41 and 12 percent because those companies with sub- 
stantial reserves of their own were shown in the G-1116 record to have 
earnings-price ratios lower than the purely pipeline companies. Thus, apart 
from incentive, they would be granted a lower allowance for common equity 
than the 11.41 percent which we determined as applicable to Panhandle’s 
properties other than well mouth. Since we are recomputing the rate of return 
for the well mouth properties, we should note in accordance with our Opinion 
No. 342 in Northern Natural Gas Co., 25 FPC 481, Docket No. G—19040, issued 
March 7, 1961, the fact that Panhandle, as of December 31, 1952, had an ac- 
cumulation of deferred taxes in the amount of $1,051,718. However, the 
effect of this factor here is de minimis with respect to rate of return. The 
rate of return on Panhandle’s well mouth properties would be computed as 
follows: 


60. 35%X 2.90% =1. 75% 
.54%X 1.50%= .01% 
6.67%X 4.02% = .27% 

32. 44% X12.0% =3. 89% 


5. 92% 


Rounding off, we think that 6 percent is a reasonable rate of return on 
Panhandle’s well mouth properties. 


Classification, Allocation and Rates 


No exceptions were filed with respect to the classification and allocation of 
costs except with respect to the operation of the gasoline plants discussed 
previously. The examiner followed Commission precedent, including the 
Atlantic Seaboard case~ in classifying costs between the demand and com- 
modity functions. He then allocated demand costs between jurisdictional and 
non-jurisdictional business on the basis of their peak responsibilities and allo- 
eated commodity costs in proportion to the annual volume of sales. Pan- 
handle should follow the same technique in computing its rates in accordance 
with this opinion. 


21 This column represents the capitalization as of December 31, 1952 as shown in Panhandle’s annual 
report for 1952. The Commission’s Opinion (13 FPC at p. 100) leaves the column blank. 
22 Atlantic Seaboard Corporation, 11 FPC 43. 
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The examiner employed the rate forms and service conditions previously 
established by the Commission and retained the historical rate differentials 
between zones. We adopt this approach for the purpose of this opinion and 
require that Panhandle employ it in computing its rates. 


REFUNDS 


The presiding examiner found that the total possible revenue increase as a 
result of Panhandle’s rate filing amounted to $7,247,399. But he found that an 
annual refund of $11,488,897 was required. Panhandle specifically excepts 
to this finding contending that only amounts collected in excess of rates de- 
termined by the Commission in Opinion No. 269 should be subject to refund. 

The Natural Gas Act, in Section 4(e), provides that where “increased rates 
or charges” are made effective, the Commission may order a natural-gas com- 
pany “to refund, with interest, the portion of such increased rates or charges 
by its decision found not justified.” It has apparently never been settled 
whether a refund can be ordered that reflects a rate decrease below settled 
rates previously in effect. We do not believe we have to decide that question 
here because it appears that the rates that will be determined in this pro- 
ceeding will be higher than those determined in Docket No. G—1116, which 
are effective up until January 1, 1955. However, Panhandle contends that 
the rates determined by us in Opinion No. 269 provide the floor for any 
refunds in the present proceeding. Since the Opinion 269 rates have been 
the subject of a reversal in the City of Detroit case, supra, there is no 
justification for Panhandle’s contentions. Otherwise, a combination of a 
filing of excessive rates by a natural gas company and an error by us could 
prevent an entirely justifiable refund in a later proceeding. Even if the 
statutory provision dealing with refunds refers only to rate increases it could 
not reasonably mean that the rate increase must be measured by a previous 
rate that is subject to further proceedings. The floor, if any, therefore, is 
the last rate finally determined to be just and reasonable, and not the last 
effective rate. So long as our order was subject to further review the refund 
period continued and was terminated only by Panhandle’s new filing, effective 
January 1, 1955. 

There is nothing contrary in the Commission’s orders on January 28, 1955, 
in this proceeding and December 6, 1956, in Docket No. G-1116, (16 FPC 1310) 
cited by Panhandle. In the first order a refund was ordered of “all or the 
portion of the increased rates and charges made effective as of January 1, 
1955, found by the Commission in this proceeding not justified.” This 
language actually covers any part of the increased rate, irrespective of any 
floor. The further language requiring reporting of billing under rates “in 
effect immediately prior to January 1, 1955,” of course, requires reporting of 
what the revenues would have been under the Opinion No. 269 rates, but that 
was merely for the information of the Commission. A reference in the later 
order of December 6, 1956, 16 FPC 1310, to the Opinion No. 269 rates being in 
effect up to January 1, 1955, sets forth an historical fact; these rates were 
the subject of the Court of Appeals reversal and the Supreme Court’s denial 
of certiorari as stated by the Commission in its order. 

Provision for additional refunds must also be made because of two other 
considerations set forth in staff's exceptions. The first is that Panhandle 
may recover substantial amounts from the producers in the Hugoton Field 
based on the Supreme Court’s invalidation of the Kansas and Oklahoma mini- 
mum price statutes. As Panhandle has been allowed in its cost of service 
purchased gas costs based on these invalidated statutes any recoveries by 
Panhandle should be passed on to the ratepayers after deducting any costs 
incurred by Panhandle in effecting such recoveries. 
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The second consideration is that the effective, June 7, 1954, prices in certain 
purchase contracts between Panhandle and Phillips and Panhandle and Sham- 
rock resulted from “spiral” escalations based on Panhandle’s increased rates 
claimed in Docket No. G-1116. As the Commission’s determination of rates 
in G-1116 has been reversed by the court, City of Detroit v. F.P.C., supra, 
and we are reducing the rates claimed by Panhandle in Docket No. G—1116, 
the actual rates due Phillips and Shamrock on June 7, 1954, must likewise be 
reduced. We must, therefore, provide that any recovery by Panhandle of 
overpayments to Phillips and Shamrock should be refunded to Panhandle’s 
customers. 


The Commission finds: 


(1) Panhandle Eastern Pipe Line Company is a natural-gas company sub- 
ject to the provisions of the Natural Gas Act and the sales of natural gas 
for resale which are the subject of this order are sales of natural gas in 
interstate commerce and are subject to the jurisdiction of the Commission. 

(2) The increased rates and charges contained in the revised sheets filed 
June 30, 1954, as amended by substitute and additional sheets filed Decem- 
ber 30, 1954, to Panhandle’s FPC Tariff Original Volume No. 1, have not been 
shown to be just and reasonable or otherwise lawful under the provisions of 
the Natural Gas Act. 

(3) It is necessary and appropriate in the administration of the Natural 
Gas Act that Panhandle compute the rates and make the filings requested 
below. 

(4) Kecoveries made by Panhandle from its gas suppliers should be re- 
funded to the customers entitled thereto with any interest recovered in 
accordance with ordering paragraph (F) below. 


The Commission orders: 


(A) The increased rates contained in the revised sheets filed June 30, 1954, 
as amended by substitute and additional sheets filed December 30, 1954, to 
Panhandle’s FPC Tariff Original Volume No. 1, are hereby disallowed. 

(B) Within 75 days from the date of issuance of this order Panhandle 
shall file with this Commission and serve on all parties to this proceeding a 
recomputation of its cost of service in accordance with the determinations 
made in this opinion. In making such filing, Panhandle shall allocate the 
cost of service between jurisdictional and non-jurisdictional sales and determine 
rate levels by the examiner’s method and state the cost of service, cost allo- 
eation and the rates in the form used by the examiner. Panhandle shall, 
at the same time, file appropriate tariff sheets reflecting such proper rates. 

(C) Within 90 days from the date of issuance of this order, subject to 
our approval, Panhandle shall file with this Commission and serve on all 
parties to this proceeding a computation of the refunds required by this 
opinion and order, which are due to those who were its customers during the 
period of the collection of the rates referred to in finding (2) and which 
shall represent the excess of the amounts collected from such customers under 
Panhandle’s corporate undertaking to assure refunds over the amounts which 
result from the application of the rates filed in accordance with (B) above 
to the volumes of gas sold during the refund period, together with interest at 
6 percent per annum from the respective dates of receipt of such excess 
amounts to the date of refund and all costs incidental to the making of the 
refund. 

(D) The Commission reserves the right to reject all or any part of the 
schedules of rates and charges referred to in paragraph (B) hereof and in 
lieu thereof to prescribe by further order the appropriate rates and charges. 

(E) Any objections on the part of parties to this proceeding to the filings 
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required by Panhandle in (B) or (C) shall be filed within 30 days of the com- 
pletion of each of Panhandle’s filings respectively. 

(F) Any recoveries by Panhandle or Trunkline of overpayments made to 
producers as a result of invalidated minimum price statutes, adjustments to 
spiral escalation increases or refunds from producers as a result of final 
determination of suspended producer rates by this Commission shall be re- 
funded to Panhandle’s customers together with any interest collected within 
45 days of such recoveries accruing in amounts of $100,000 or more, and 
refunds of such recoveries shall be reported to this Commission within 70 days 
together with the computations on which the refunds were based and releases 
from the customers to whom such refunds were made. 

(G) The presiding examiner’s decision where not inconsistent with this 
order, is hereby adopted as the decision of this Commission. 

(H) Exceptions to the presiding examiner’s decision to the extent not ex- 
pressly granted are hereby denied. 


(I) Exhibits 107-111 are hereby admitted into evidence for the purpose 
specified above. 


DECISION 
UPON AN APPLICATION FOR AN INCREASE IN NATURAL GAS RATES 


(Issued February 10, 1959) 


Ivins, Presiding Examiner: This proceeding concerns the question of the 
lawfulness under the Natural Gas Act (the Act) of certain substitute rate 
filings made by Panhandle Eastern Pipe Line Company (Panhandle) which 


the Federal Power Commission (the Commission) permitted to become effec- 
tive, under corporate undertaking to assure refund of excess charges, as of 
January 1, 1955.2 

On June 30, 1954, Panhandle filed with the Commission 29 tariff sheets 
proposing revisions of its F.P.C. Tariff, Original Volume No. 1, to become 
effective on August 1, 1954. These revised sheets would have increased the 
rates and charges prescribed by the Commission in Opinion No. 269, and 
accompanying order issued April 15, 1954, In the Matter of Panhandle Eastern 
Pipe Line Company, et al., Docket No. G-—1116, et al., 18 FPC 53,2 which 
were made effective as of May 1, 1954, by $12,127,684, annually, based on a 
12-month period ending March 1954, adjusted for purported “known changes” 
expected by Panhandle to occur by November 1, 1954. These tariff sheets would 
also have established separate rate schedules and rates for sales of gas to 
utility customers allegedly made for resale for industrial use only, and fixed 
rates for such sales upon the basis of cost of competitive fuels. Sales were 
to be considered sales for resale for industrial use only if resold by the 
distributor to industrial consumers using more than 50 Mcf per day. Among 
other changes, such tariff sheets also contemplated revisions in connection 
with Panhandle’s rate of return, and in connection with the inclusion of 
minimum book balances in working capital. Additionally such tariff sheets 
would have materially changed Panhandle’s rate structure and form of tariff 
prescribed by the Commission in Opinion Nos. 214 and 214-A, issued June 13, 


1As will hereinafter appear, three additional tariff sheets which became effective 
February 1, 1955, are also involved. 

2 Subsequently reversed and remanded by U.S. Court of Appeals, D.C. Circuit, in 
City of Detroit v. Panhandle Eastern Pipe Line Company, 230 F. 2d 810 (Dec. 15, 
1955); Cert. den. 352 U.S. 829 (October 8, 1956), rehearing denied 352, U.S. 919 
(November 19, 1956). 
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and August 23, 1951, In the Matter of Panhandle Eastern Pipe Line Company, 
et al., 10 FPC 185 and 322, and continued without substantial change in 
Opinion No. 269, supra, and in Opinion No. 274, In the Matter of Panhandle 
Eastern Pipe Line Company, et al., Docket No. G—2035, et al., issued July 28, 
1954, 13 FPC 301. 

By order issued July 29, 1954, the Commission suspended the 29 proposed 
tariff sheets until January 1, 1955, unless otherwise ordered by the Commis- 
sion, and until such time as the filing became effective in accordance with 
the provisions of the Natural Gas Act, and directed that a hearing be held 
commencing October 5, 1954, concerning the lawfulness of the charges and 
other changes proposed by Panhandle in its filing of June 30, 1954. 

Hearings were held before this Examiner on October 5 and 6, 1954, and 
after presentation of Panhandle’s case-in-chief, on the latter date, Commis- 
sion Staff Counsel, and counsel for certain interveners, then orally moved to 
disallow the proposed changes and to dismiss the proceedings. Such motions 
were generally based upon the ground that Panhandle had failed to make 
out a prima facie case in support of the lawfulness of its rate filing, and had 
failed to discharge the burden of proof cast upon it by Section 4(e) of the 
Natural Gas Act. 

By order issued December 13, 1954, 13 FPC 1570, the Commission granted 
the motions in part. The Commission eliminated as unjustified and dismissed 
as to those parts of the proposed revisions which Panhandle sought to accom- 
plish in connection with its rate of return, inclusion of minimum bank 
balances in working capital, certain changes in the allocation of its cost of 
service and changes in its rate structure and form of tariff, and disallowed 
the 29 tariff sheets previously filed. 

The order permitted Panhandle within 45 days from the date of its issuance 
to file substitute revised sheets which were to eliminate the effect of the 
rate structure and form of tariff changes, and contain rates no higher than 
those computed by exclusion of the rate of return and other items as to which 
Panhandle’s application had been dismissed. ‘The substitute sheets, if con- 
sistent with the terms and conditions of the order, were to be accepted for 
filing in lieu of the corresponding tariff sheets disallowed and were to take 
the same date of suspension as the disallowed tariff sheets. 

On January 11, 1955, Panhandle filed an application for rehearing of the 
Commission’s order of December 13, 1954, insofar as such order granted the 
motions to dismiss. This application was denied by Commission order issued 
January 28, 1955. Thereafter, Panhandle obtained judicial review, and the 
Third Circuit affirmed the Commission’s order in every respect. Panhandle 
Eastern Pipe Line Company v. Federal Power Commission, 236 F. 2d 606 
(1956). 

On December 30, 1954, Panhandle did file certain additional tariff sheets, 
and on the same date filed a motion to make these sheets effective on 
January 1, 1955. 

The Commission by order issued January 28, 1955 permitted Panhandle to 
substitute all but three of the sheets previousy filed on December 30, 1954 for 
Panhandle’s June 30, 1954 filing, and they became effective January 1, 1955 
upen Panhandle’s filing a corporate undertaking to assure refund of excess 
charges. 

The Commission determined that the three remaining sheets were not 
properly in substitution of any sheets disallowing by the December 13, 1954 
order, directed that the designations be changed accordingly and suspended 
the use of these sheets until February 1, 1955, unless otherwise ordered by 
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the Commission, or they became effective in accordance with the provision of 
the Act. These sheets became effective February 1, 1955. 

The increased rates and charges here involved arise in connection with 
the revised tariff sheets referred to in the Commission’s order of January 28, 
1955. Panhandle and the Commission Staff agree that the total possible 
annual revenue increase over that allowed Panhandle by the Commission in 
Opinion No. 269, and accompanying order, supra, amounts to $7,247,399. 
Hearings were held in regard to Panhandle’s substitute rate filings between 
October 3, 1955, and January 11, 1957. 

On November 5, 1956, in establishing a procedural order for further hear- 
ing, the Examiner announced that he would afford the parties an opportunity 
to present any relevant and material evidence which they considered neces- 
sary as a result of the Supreme Court’s refusal on October 8, 1956 to grant 
certiorari in the case of City of Detroit v. Federal Power Commission, et al., 
supra. Thereafter, Panhandle orally in the hearing, and by written motion 
filed with the Commission on November 7, 1956, sought to have the record 
in this proceeding held open for the purpose of placing therein evidence which 
it proposed to present in further hearings in Docket No. G—1116, et al., 
when that record was reopened and further hearings were ordered therein 
by the Commission as a result of the decision of the Court of Appeals in 
The City of Detroit case. 

By order issued December 6, 1956, the Commission denied Panhandle’s 
motion, 16 FPC 1310. On the same day Panhandle proceeded with its presen- 
tation of further direct evidence, following which its counsel stated that Pan- 
handle’s further presentation was completed except for the tender of Exhibit 
No. 94. A recess was then granted to January 8, 1957, to permit the parties 
to prepare for cross-examination of this additional direct evidence by Pan- 
handle and to prepare any proposed evidence in rebuttal thereof. When the 
hearing was resumed Panhandle offered Exhibit Nos. 94, 95 and 96, and cer- 
tain supporting testimony. These the Examiner excluded, following which 
offers of proof were made. The hearing was concluded on January 11, 1957. 
On appeal from these rulings, the Commission in an order issued March 1, 
1957 overruled the Examiner’s exclusion of Exhibit No. 94, but sustained the 
Examiner’s ruling as to the remaining evidence which had been excluded. 
By the same order, the Commission denied Panhandle’s oral motion made at 
the hearing for waiver of the intermediate decision procedure. 

All parties were afforded an opportunity to present evidence and to be 
heard and to file briefs. Briefs were filed on behalf of Panhandle, County of 
Wayne, Michigan, City of Detroit, Michigan, Michigan Consoliated Gas Com- 
pany, and by Commission Staff Counsel. 


Panhandle and Trunkline Jurisdiction 


Panhandle Eastern Pipe Line Company (Panhandle) is a Delaware corpo- 
ration having its principal office in Kansas City, Missouri, and owns and 
operates a natural gas pipeline system extending from the Hugoton and Pan- 
handle fields in Texas, through Texas, Oklahoma, Kansas Missouri, Illinois, 
Ohio, and Michigan, and is engaged in the transportation and sale in inter- 
state commerce of natural gas for resale for ultimate public consumption, and 
is a “natural-gas company” within the meaning of the Natural Gas Act, as 
heretofore found by the Commission in its Opinion No. 292 and accompanying 
order, In the Matter of Panhandle Eastern Pipe Line Company, et al. in Docket 
No. G—1705, et al.3 


315 FPC 46, 71. 
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Trunkline Gas Company (Trunkline) is also a Delaware corporation, with 
its principal offices in Houston, Texas, is a subsidiary of Panhandle, the lat- 
ter corporation owning 96.8 percent of its common stock. Trunkline owns and 
operates a natural gas pipeline system extending from the Rio Grande area 
of Texas along the Gulf Coast through Louisiana, Arkansas, Mississippi, Ten- 
nessee Kentucky, and Illinois to a point near Tuscola, Illinois, where it con- 
nects with the Panhandle system. Trunkline is engaged in the transportation 
of natural gas in interstate commerce and the sale of natural gas in interstate 
commerce for resale for ultimate public consumption, and is a “natural-gas 
company” within the meaning of the Natural Gas Act as heretofore found by 
the Commission. 

The Burden of Proof 


Section 4(e) of the Natural Gas Act provides, inter alia, that “* * * at any 
hearing involving a rate or charge sought to be increased, the burden of proof 
to show that the increased rate or charge is just and reasonable shall be upon 
the natural-gas company * * *” (Italics supplied.) 







The Issues 


It appears to the Examiner that before an order may issue determining 
just and reasonable rates for Panhandle, a resolution of the following mat- 
ters must be made: 

1. What adjustments should be made in the per books costs of Panhandle 
(and Trunkline Gas Company) for the test year in order to obtain an appro- 
priate cost of service? 

2. Has Panhandle met the standards enunciated by the Court of Appeals in 
the City of Detroit case5 in presenting evidence of the total amount it should 
receive for the gas which it produces and sells in interstate commerce? and, 

3. If not, has Panhandle justified the increased rates it seeks and on what 
basis? 

4. How should the hydrocarbon extraction operations at Sneed, Texas, and 
Liberal, Kansas, be treated in the cost of service? 

5. How should the hydrocarbon extraction operation at Tuscola, Illinois be 
treated in the cost of service? 

All of these matters and various related issues will receive full considera- 
tion herein, but not necessarily in the order set out above. 


The Test Period 


When Panhandle made its original filing herein on June 30, 1954, it utilized 
as the then most recent period available the twelve-month period ended March 
31, 1954, and the company’s actual book figures for that period adjusted for 
changes which were expected to occur through October 31, 1954. Hearings 
were commenced on October 5, 1954, and Panhandle’s original presentation of 
exhibits and supporting testimony covered that period. 

At the conclusion of the presentation of Panhandle’s case-in-chief on Octo- 
ber 6, 1954, Commission Staff counsel, with concurrence, in whole or part, by 
counsel for various interveners, moved to dismiss the proceedings, and to 
adjourn the hearings pending action by the Commission on such motions. 
Counsel for Panhandle moved and was granted an extension until November 5, 
1954, within which to answer these motions. The Examiner thereupon ad- 







4See also 15 FPC 46, 71. 
5 City of Detroit v. Panhandle Eastern Pipe Line Company, 230 F. 2d 810 (C.A.D.C. 
1955); Cert. den. 352 U.S. 829 (October 8, 1956; rehearing denied 352 U.S. 919 
(November 19, 1956). 
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journed the hearings, and on October 7, 1954, pursuant to Section 1.12(d) of 
the Commission’s Rules of Practice and Procedure referred the matter to the 
Commission for appropriate disposition. 

On December 13, 1954, the Commission issued its order granting in part and 
denying in part the motions to dismiss. Thereafter, on requests of Panhandle 
and at the direction of the Commission, further hearings were postponed from 
time to time until October 3, 1955, almost a year after the first hearings. At 
that time Panhandle presented new exhibit material and supporting testimony 
based upon actual book figures for the twelve-month period ended October 31, 
1954, but including certain proposed adjustments, some of which extended 
into the year 1956. 

Panhandle and the Staff both presented evidence based upon the twelve- 
month period ended October 31, 1954. While the intervener City of Detroit 
toward the end of the hearings challenged the use of this period in some 
respects, no party offered evidence upon any other test period. 

The purpose of selecting a test year is to obtain a period for testing the 
cost of service as being representative of the company’s future operations 
during the period for which rates are being fixed. As the Commission has 
stated, “The purpose of using a test year for the determination of rates is to 
match rate, base, operating expenses and sales in an actual, representative 
relationship.”* (Italics supplied.) 

The Examiner finds that the twelve-month period ended October 31, 1954, 
is the appropriate test period for determining the reasonableness of rates to 
be fixed herein. 


Adjustments 


The Commission Staff generally opposes most of the adjustments which 
Panhandle contends should be made to the per books costs of Panhandle (and 
Trunkline) to reflect changes occurring after the test year, and also opposes 
the treatment proposed by Panhandle of the other major issues involved. In 
its brief the intervener County of Wayne makes no reference to the proposed 
adjustments, but restricts its argument to the issue involving “fair field price” 
or “commodity value” in connection with Panhandle’s own produced gas, and 
supports the Commission Staff’s position on the question involving the hydro- 
carbon extraction at Tuscola, Dlinois. The brief of the intervener City of 
Detroit is principally addressed to the question involving the cost to be al- 
lowed Panhandle for its own produced gas, while the brief of the intervener 
Michigan Consolidated Gas Company goes only to the question of Panhandle’s 
sales volumes during the test year, growing out of that company’s unsuccessful 
attempt to secure interruptible gas from Panhandle, and the evidence pre- 
sented by this intervener on this matter. 

The purpose of most of the adjustments which Panhandle and Trunkline 
advocated, and the Staff opposes, is to incorporate in the test year changes 
which occurred subsequent thereto. 

Section 154.63(e)(1) of the Commission’s Regulations under the Natural 
Gas Act, provides in pertinent part, that material submitted with or in sup- 
port of changes in rates “shall be based upon a test period consisting of 12 
consecutive months of most recently available actual experience, adjusted for 
changes in revenues and costs which are known and are measurable with rea- 
sonable accuracy at the time of the filing, and which will become effective 


6In the Matters of Ohio Puel Gas Company, Docket No. G—1786, et al., Opinion No. 
273, issued July 26, 1954, 13 FPC 280 at 287. 
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within eight * months of the last month of available actual experience.” (Italics 
supplied. ) 

Panhandle’s original filing on June 30, 1954, complied with the requirements 
of Section 154.63(e) (1) and evidence which it presented in October 1954, ad- 
hered to this pattern. 

In its brief, the Commission’s Staff states that “while there is no issue 
over the selection of a test year ending October 31, 1954, used by both Pan- 
handle and the Staff, the major change in Panhandle’s operations due to 
large additions of new facilities, and consequently increased sales, following 
shortly after the test year, caused the Staff to take serious issue with Pan- 
handle for seeking to adjust test year costs and expenses to reflect known 
changes occurring after the test year.” The brief refers to filings with the 
Commission by Panhandle as showing increased pipeline capacity, and annual 
sales during the years 1955, 1956 and 1957, and undertakes to make a “rough 
calculation” showing a lower cost per Mcf of annual sales capacity to Pan- 
handle subsequent to the test period ending October 31, 1954. The documents 
on which these statements and calculations are based were not received in 
evidence, and no probative evidence showing the income of Panhandle for the 
post-test year period was offered. 

As stated in the Staff brief, Panhandle in its first exhibits and testimony 
presented in October 1954 proposed the test year ending March 31, 1954 as the 
latest actual data available and carried forward both costs and revenues, 
matching plants, revenues, expenses and sales, and included “known plant 
additions” to November 1, 1954. The test period sales reflected known changes 
and test period purchases were matched with sales as shown by the gas bal- 
ances. Other operating expenses for the test year reflected known changes 
to conform with plant sales and purchases. 

However, when the hearings were reconvened in October 1955, Panhandle 
failed to carry forward in similar manner its test year ending October 31, 
1954. Panhandle presented new exhibit material and testimony based upon 
actual book figures for the test year, but claimed adjustments through 1955, 
and some extending into the year 1956. Almost an entire year’s experience 
was then available from which actual costs and revenues could have been 
taken, but Panhandle only showed costs and anticipated costs. 

One of Panhandle’s witnesses undertook to explain this omission on the 
ground of the “impracticability,” or difficulty of itemizing that data. Pan- 
handle counsel assumed responsibility for Panhandle’s failure to reflect in the 
October 1955 hearing, any of the increased costs and revenues associated with 
new facilities, which, as we will see, had been in operation almost a year 
after the test year and prior to these hearings. Counsel undertook to ex- 
plain this omission on the grounds that preparing a “completely new case 
with a completely new test period” would have required another field study 
by the Federal Power Commission Staff, and that if Panhandle had proposed 
further increases in capacity all costs associated with subsequent increases 
would also have had to be reflected, and that some of them were not then 
known.? 

When the Commission Staff made its field investigation of Panhandle’s books 
and records commencing in January 1955, the actual book costs and revenues 
through October 31, 1954, were available, and they were employed by the Staff 
in the preparation of its exhibits and testimony relating to Panhandle. The 


7Changed from “seven months” to “eight months’ by Commission Order 185, 21 
F.R. 1485. March 8, 1956. 

8 Tr. 639. 

®Tr. 638, 640, 641. 





FEDERAL POWER COMMISSION 811 


Staff proposes certain adjustments based upon known changes in costs oc- 
curring during the test year, or which the Staff considered properly includible 
therein such as deferred billings. 

When another Commission Staff member, about the same time, made a field 
investigation of the books and records of Panhandle’s subsidiary, Trunkline, 
he prepared and there was served upon the company exhibit material which 
included various items of operating expense which arose after October 31, 
1954, but which he then considered to be proper adjustments. However, this 
Staff witness testified that he subsequently learned in a Federal Power Com- 
mission Staff conference in Washington that Panhandle’s system capacity had 
been very substantially increased after October 31, 1954, “which would affect 
Panhandle’s revenue picture and offset these costs of Trunkline in the year 
1955 * * *, He concluded that “the only thing I could do to synchronize 
Trunkline with Panhandle was to cut back to the October 31st cutoff date.” 
This witness did prepare new exhibit material which he sponsored at the 
hearing, and, with a few exceptions, proposed to disallow adjustments to 
Trunkline’s book operating expenses after October 31, 1954." The Staff in its 
original exhibit material proposed to allow adjustments in the total amount 
of $2,733,378 more than is proposed in the revised exhibits which this witness 
sponsored at the hearing.” 

On the other hand, it was conceded during the hearing both by Panhandle’s 
witnesses and its counsel,1% that the company put into operation in December 
1954—less than two full months after the end of the test year—‘in the neigh- 
borhood of $23 million” in new pipeline facilities, which resulted in an in- 
creased capacity of 100,000 Mcf per day, and that further increases in Pan- 
handle’s capacity were made in 1955 and 1956. The total increased sales 
capacity authorized by the Commission in Opinion 292, and accompanying or- 
der, issued June 30, 1956, in Docket No. G-—1705, et al., had reached 385,000 
Mcf per day.14 These circumstances do show that Panhandle’s capacity was 
substantially increased after October 31, 1954, and it must be assumed that 
this increased capacity resulted in increased revenues to Panhandle. In the 
absence of some evidence to the contrary it must also be assumed that these 
increased revenues would be sufficient to offset the expenses after October 31, 
1954, which Panhandle urges as adjustments. 

It should be noted that in many cases adjustments are made for seven 
months after the one year test period, and adjustments during this additional 
seven months period, where otherwise supported by the record, appear to be 
envisaged by the Commission’s regulations pertaining to filing for rate in- 
creases. However, no record of Panhandle’s operations for this additional 
period was presented here. 

Panhandle contends that the adjustments which it seeks should be made 
because they are not related to the increases in the company’s pipeline capac- 
ity after the test year ended October 31, 1954. The fact is that in order to 
determine just and reasonable rates, it is necessary to consider not only costs 
of service, including therein all appropriate adjustments, but to consider 
revenues obtained by the pipeline company. The argument advanced by 
Panhandle is defective in that it seeks adjustments which will result in higher 
costs in the future without giving effect to the increased revenues which 
enlarged capacity will bring about, and which in turn will affect the rate. 


10 Tr. 1723-1734; Exhibit No. 65, for identification. 

11 Exhibit Nos. 40, 41, 42, 43 and 44. 

12 Tr. 1694. 

13 Tr. 613 et seq.; Tr. 1509. 

14In the Matter of Panhandle Eastern Pipe Line Company, et al., 15 FPC 46. 
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The argument defeats the entire purpose of employing a test year since the 
adjustments relate to a time after the test year period and their effect can- 
not be measured on the basis of the relationship of revenue to cost of service. 
The burden of proof of showing that the adjustments which Panhandle seeks 
is upon Panhandle. Panhandle has not shown that the expansion of its facili- 
ties which has occurred after October 31, 1954 would not have the normal 
result of increasing its revenues and thus have an affect on rates. Adjust- 
ments of the character sought must be considered in relation to all pertinent 
facts, not only on a part of the facts. 

While the hearings in this proceeding were not concluded until January 11, 
1957, Panhandle did not at any time undertake to present evidence of its 
capacity, sales and revenues subsequent to October 31, 1954, the period cover- 
ing the major portion of the adjustments which Panhandle proposes. 

The various proceedings in which the Commission has acted upon test year 
adjustments which Panhandle has cited and discussed in its briefs and which 
are referred to in the Staff’s brief, have been reviewed by the Examiner, and 
for the reasons already discussed are considered distinguishable from the situ- 
ation presented in this proceeding and not directly in point or controlling here. 


Panhandle’s Gas Supply 


The total gas requirements for Panhandle’s interstate operations during the 
test year as adjusted (excluding exchanges of gas in equal quantities) as de- 


termined by Panhandle, by the Staff and by the Examiner are different as 
shown below: 


MCF at 14.65 psia 


Panhandle 18 Staff * Examiner 


Total gas sales 312, 153, = 312, 153, 659 
1 


Gas delivered to storage. 1, 968, 819 


Gas used by company : 21, 757,866 | 22, 807, 233 
Unaccounted for gas ‘i 3, 499, 142 3, 499, 142 


Total gas requirements 339, 379, 486 340, 428, 853 


18 Derived from Exhibit No. 9, Schedule 13. 
16 Derived from Exhibit No. 26, Schedule 4. 


The Staff’s total sales are 1,285,203 Mcf greater than Panhandle’s total sales. 
This resulted from the Staff including certain test year field sales which Pan- 
handle eliminated.17 No convincing reasons are shown for excluding such 


MCF at 14.65 psia 
CURSGRee ROMIENENS SINE GU Sched dccdwcenbencuSsdnbiendwanwe 883,405 


Kansas-Nebraska Natural Gas Co. 169,856 
A ee ee ee ee ee 229,156 
ET a icc iti accession tain pidge aiaia 2,786 


1,285,203 
sales and, therefore, the Staff’s sales volume has been adopted by the Exam- 
iner. 

Panhandle contends that these sales just referred to were temporary sales 
and therefore should not be included. However, temporary sales are often 
made by Panhandle and other pipeline companies from time-to-time, and it is 
quite probable that temporary sales will be made from time-to-time in the 


17 Field sales to: (Tr. 495, et seq.; 2105-2115) 
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future. Such a pattern could not be said to be unrepresentative and their 
exclusion is not therefore warranted. It should also be kept in mind that 
the volume of these particular sales is a very small part of the total sales 
made by Panhandle during the test year, and the effect on ultimate rates by 
including these sales will be negligible. 

Panhandle did not include the gas delivered to Waverly Storage Field, which 
was not in service during the test year. The Staff included such gas in its 
total gas requirements but applied a credit (under Account 747.2, Gas Deliv- 
ered to Underground Storage, Cr.) to the cost of service for interstate opera- 
tions of $264,939 which is the same as the amount credited under the same 
account by Panhandle per its books. Thus, the Staff, also, eliminated such 
gas from its cost of service for interstate operations. The Examiner accepts 
the Staff’s treatment of this item since it appears to reflect the actual opera- 
tion which occurred during the test year, and is, therefore, considered rea- 
sonable and appropriate. 

The Staff’s volume for gas used by the Company is 874,987 Mcf less than 
Panhandle’s simlar volume. The Staff’s volume for unaccounted for gas is 
345,552 Mcf less than Panhandle’s corresponding volume. Neither the evidence 
presented by Panhandle nor by the Staff of these two items is convincing, and 
accordingly the Examiner is compelled to adopt the smaller volumes for both 
items. The basis shown for the Staff’s proposed elimination in Exhibit No. 26 
of the volumes of shrinkage and fuel at the Liberal plant, amounting to a 
total of 1,049,367 Mcf is not persuasive, and the Examiner rejects this pro- 
posal. The volume for gas used by Company, and the volume for total gas 
requirements found herein is 1,049,367 Mcf greater than the corresponding 
Staff volumes. 

As determined herein, Panhandle’s total gas requirements for its interstate 
natural gas operations during the test year as adjusted (before the credit 
for gas delivered to underground storage which is included in the derivation 
of the cost of service) amount to 340,428,853 Mcf. The required total gas 
supply, of course, is equal to such total gas requirements. 

During the test year Panhandle’s gas supply consisted of (1) gas produced 
by Panhandle from its own properties, (2) gas purchased from other pro- 
ducers, (3) gas purchased from Panhandle’s subsidiary, Trunkline, and (4) 
exchange gas received. 


Exchange Gas Received. 


Panhandle and the Staff are in agreement regarding volumes of exchange 
gas received and delivered.% Also, they agree (1) that Panhandle received 
826,096 Mcf more than Parhandle delivered, (2) that in deriving adjusted 
figures for the test year the volumes received and delivered should be made 
equal and (3) that the excess change gas receipts of 826,096 Mcf were part 
of the gas supply for operations other than exchanges of gas. 

Reclassification of the 826,096 Mcf appears to be a matter of judgment con- 
cerning which Panhandle and the Staff are in partial disagreement. The 
Staff reclassified all such gas as gas purchased. Panhandle reclassified part 


18 As shown in Exhibit No. 9, Schedule 12.3 and in Exhibit No. 26, Schedule 4, the 
volumes of exchange gas for the test year are as follows: 


Test Year 
Exchange Gas MCF at 14.65 psia 


Received by Panhandle 2,747,766 
Delivered by Panhandle 1,921,670 


Difference (Excess Receipts) 826,096 
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of such gas as its own produced gas and the remainder as gas purchased.’® 
The showing made by Panhandle does not justify its treatment of a portion 
of the excess exchange gas receipts as having been gas produced by Panhandle, 
and therefore the Staff’s proposed reclassification of the entire volume of such 
gas as gas purchased, is acceptable as being reasonable and appropriate. 


Gas Produced by Panhandle. 


Regarding volumes of gas produced by Panhandle in Texas, Oklahoma, Kan- 
sas and Michigan during the test year as reflected per books Panhandle and 
the Staff are in agreement. As to adjustments to these volumes they are in 
agreement only in their eliminations of all gas produced in Michigan and 
846,392 Mcf of gas produced in Kansas which was used to supply intrastate 
operations.” Such eliminations were the only adjustments to Panhandle’s 
production made by the Staff. 

Panhandle made several additional adjustments the net effect of which was 
a further reduction of 1,447,200 Mcf in the volume of its own production. 

MCF at 14.65 psi 
Per Staff (Exhibit No. 26, Schedule 4, Sheet 1) 78,771,307 
Per Panhandle (Exhibit No. 9, Schedule 12) 77,324,107 


Difference 1,447,200 


This difference between Panhandle and the Staff is caused (1) by the fact 
that the Staff’s total for adjusted interstate gas requirements is 2,037,670 Mcf 
greater than Panhandle’s and (2) by a difference between the Staff’s and 
Panhandle’s procedures for determining how much of said gas requirements 
should be supplied with gas produced and how much with gas purchased. 

After the eliminations of gas produced for the Michigan and Quinque intra- 
state operations, the Staff's adjusted volume for Panhandle’s production is 
78,771,307 Mcf. As the Staff has determined them, all interstate gas require- 
ments in excess of said volume of produced gas are supplied with purchased 
gas. 

Panhandle endeavored to identify the field or area from which the gas came 
or would have come to supply the adjustments to interstate gas requirements 
which Panhandle proposed. Panhandle then adjusted its own production in 
particular fields or areas in accordance with its determination of the source 
of the gas for each adjustment. 

This procedure applied to Panhandle’s greater number of sales eliminations 
and to its different gas requirements, together with Panhandle’s reclassifica- 
tion of part of the exchange gas net receipts as gas produced by Panhandle, 
accounts for the difference between the Staff’s and Panhandle’s adjusted 
volumes for Panhandle’s own production. 

Panhandle’s proposed volumes for its produced gas is based on its gas 
requirements, sales eliminations and reclassifcation of exchange gas net re- 
ceipts which have been rejected. Therefore, such volumes as proposed by 
Panhandle cannot be accepted or allowed herein. 

The volumes employed by the Staff and referred to above appear to be 
derived from Panhandle’s books and records 22 without the character of ad- 
justments hereinbefore held to be invalid but adjusted on the basis of the 
usual accounting principles heretofore accepted as appropriate by the Com- 


19 The reclassification of the 826,096 Mcf is shown in Exhibit No. 9, Schedule 12 and 
in Exhibit No. 26, Schedule 4. 

20 Panhandle Exhibit No. 9, Schedule 12.2. Staff Exhibit No. 26, Schedule 4, Sheet 2. 

21 Adjusted company production: 

22 Exhibit No. 26, Schedule 3, Exhibit No. 9, Schedule 12.2. 
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mission, and they are accepted as appropriate for the purposes of this pro- 
ceeding. 

The adjusted volumes of Panhandle’s own production for interstate opera- 
tions during the test year thus determined are as follows: 


MCF at 14.65 psia 
33,196,817 
15,503,619 
30,070,871 


78,771,307 


Allowance for Gas Produced by Panhandle. 


Both Panhandle and the Staff prepared exhibit material calculated so as to 
include wellhead costs for Panhandle’s self-produced gas. They then excluded 
wellhead costs and substituted costs based upon field prices. Panhandle pre- 
sented evidence to support weighted average field prices based upon prices 
paid to other producers in the Texas Panhandle, Oklahoma-Hugoton, Kansas- 
Hugoton, and Liberal Light and Pleasant Valley fields. These prices ranged 
from 10 cents per Mcf in the Texas-Panhandle field to 12 cents per Mcf in 
the Pleasant Valley field in Kansas. The Staff followed the same general 
approach, based upon an “illustrative” commodity value of 744 cents per Mcf. 
However, it is possible to calculate a cost of service in this proceeding uti- 
lizing the “traditional rate-base” method for the entire company. 

The Examiner has determined the actual cost to Panhandle for producing 
this gas using wellhead costs shown in Exhibit No. 24, with certain adjust- 
ments which result in various elements of wellhead costs set forth in the cost 
of service determined herein. The Examiner has found above that the total 
interstate volume of Panhandle’s produced gas is 78,771,307 Mcf, and the cost 
of producing this volume is found to be $3,281,852. The factors upon which 
this determinations is predicated are discussed hereinafter.* However, the 
cost of the same volume of gas priced at Panhandle’s proposed “weighted 
average field prices” is found to be $8,235,077. Consequently, pricing the gas 
by the use of the field prices proposed by Panhandle would result in an in- 
crease of $4,953,225 in the cost of service. 

In the Matter of Panhandle Eastern Pipe Line Company, Docket No. G—1116, 
et al., Panhandle proposed the “commodity” value or “field price” approach 
in the evaluation of its own produced gas. In its Opinion No. 269 and ac- 
companying order in that case, the Commission adopted, over protest, that 
formula.. The Court of Appeals for the District of Columbia Circuit, in City 
of Detroit, supra, however, reversed the Commission’s order and remanded 
the case (specifically disagreeing with the Commission’s findings on this and 
another issue) for further proceedings not inconsistent with the Court’s 
opinion. 

Prior to the issuance of Opinion No. 269, the Commission had consistently 
fixed rates on the basis of cost to the pipeline company, or what has been 
termed the “traditiondl cost” or “rate-base approach.” In Opinion No. 269, 
as has been indicated, the Commission substantially modified the traditional 
“rate-base approach” by using a different formula for Panhandle’s own pro- 
ducing properties. It computed a “field price” for gas obtained from this 
source, based upon the ‘weighted average arm’s-length prices” established by 
federally unregulated bargaining for similar gas in the fields. It then multi- 


228 See also tabulation in Appendix I attached hereto. 
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plied the volume of Panhandle’s production by that “field price” and in- 
cluded the results in the company’s operating expenses as an amount to be 
recovered in the rates to consumers. The Commission at the same time 
excluded from the rate base the cost of the properties which produced this 
gas and excluded from recoverable operating expenses the cost of producing it. 
The Commission determined that this method of pricing the company produced 
gas would best serve the ultimate public interest because the Commission 
concluded that the traditional “rate-base” method (1) tends to unduly accel- 
erate consumption of gas, (2) does not sufficiently encourage its discovery 
and development, thus failing to promote the national interest in production 
and use of natural gas, and (3) that the interest of the public lies in the 
direction of natural gas production by pipeline systems themselves rather than 
from their complete dependence for gas upon purchases from other producers. 

On review of the Commission’s opinion, however, the Court of Appeals for 
the District of Columbia Circuit, in City of Detroit, 230 F. 2d 810, held that 
the Commission had not been empowered by the Natural Gas Act to deal in a 
rate case with the problem of conservation involved in the accelerated con- 
sumption of gas. The Court stated, however, that “we think they [the other 
two bases] are within the scope of the Act.” As to the first of these, the 
need for encouraging exploration and development of gas resources, the Court 
said: 


The Hope™ opinion indicates that the Commission may consider this 
factor at least to the extent of allowing recovery of development and 
exploration costs. Whether the Commission can go further, as it did in 
the instant case, we need not decide, at least on the present record, since, 
as will appear, we base our decision on this point upon a different reason 
than lack of power in the Commission. 


The Court went on to say that: 


The final ground, the one the Commission appears chiefly to rely upon, is 
that ownership by pipeline companies of their own producing facilities, 
instead of their complete dependence for gas supply on purchases from 
other producers would serve the public interest by ultimately resulting in 
lower rates. This would come about, the Commission states, because 
producing companies would have greater bargaining power when contract- 
ing for gas purchases and, would also be able to use their own gas in 
such a manner that the gas from other companies could be obtained at a 
relatively uniform rate, thereby enabling the pipeline companies to ac- 
quire such gas at a lower price because of certain clauses in the typical 
gas purchase contracts. The Commission adds a further public interest 
factor, that consumers remote from production sources would be assured 
of adequate continuous supply. 


The Court then said that: 


While * * * the Commission may be empowered to consider some of these 
factors it must also, and always, relate its action to the primary aim of 
the Act to guard the consumer against excessive rates. If the Commis- 
sion contemplates increasing rates for the purpose of encouraging explo- 
ration and development, or the ownership by pipeline companies of their 
own producing facilities, it must see to it that the increase is in fact 
needed, and is no more than is neeeded, for the purpose, * * * (Italics 
supplied. ) 


23 Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 615. 











FEDERAL POWER COMMISSION 817 


The Court also said: 


Furthermore it is seen that when we refer to an “increase” we mean an 
increase in the rates above those which would result from use of the 
conventional rate-base method. For, though we hold that method not to 
be the only one available under the statute, it is essential in such a case 
as this that it be used as a basis of comparison. It has been repeatedly 
used by the Commission, and repeatedly approved by the courts, as a 
means of arriving at lawful—‘just and reasonable’—rates under the 
Act. Unless it is continued to be used at least as a point of departure, 
the whole experience under the Act is discarded and no anchor as it were, 


is available by which to hold the terms “just and reasonable” to some 
recognizable meaning. 


The question for determination here is whether or not the evidence pro- 
duced by Panhandle supports the conclusion that the increase in the allowance 
for Panhandle’s self-produced gas, over and above the cost of such gas deter- 
mined by the “traditional rate-base” method sought by applicant is needed, 
but is no more than is needed to provide the inducement required for the 
production of the requisite gas supply. 

Panhandle insists that the evidence which it has adduced in the present 
records meets the requirements of the court’s decision in City of Detroit. The 
Commission’s Staff and the interveners County of Wayne and City of Detroit 
insist that Panhandle has not established that it is entitled to any more for 
its self-produced gas than the amount reached under the “traditional rate- 
base” method. 

The evidence adduced by Panhandle to show that it is entitled to more than 
that amount included the testimony of M. K. Hager, its Vice President in 
Charge of Operations, who testified as the company’s policy witness on this 
phase of the case. He testified that Panhandle’s Board of Directors authorized 
the expenditure of approximately $1 million dollars for exploration and 
development in the year 1952 and that $94,274 of that amount was spent for 
the acquisition of leaseholds; that approximately $14 million dollars was 
authorized by the Board for these purposes in 1953, and that in that year 
$583,897 was spent for the acquisition of leaseholds. As to 1954, he testified 
that approximately $144 million dollars was again authorized by the Board 
for exploration and development and that $471,256 was spent for the acquisi- 
tion of leaseholds. 

Mr. Hager further testified that when Panhandle learned through Opinion 
No. 269, which was issued on April 15, 1954, that it was to be afforded a 
“fair value” for its own production, the Board of Directors authorized a large 
drilling and exploration program. He testified that in 1955 approximately 
$3% million dollars was authorized for these purposes, and that $233,049 was 
spent for the acquisition of leaseholds; that the Board of Directors had 
authorized the expenditure of $4,788,500 for exploration and development in 
1956, and that $580,457 of that amount had been spent up to the date on which 
he was testifying, namely, December 6, 1956, for the acquisition of leaseholds. 
With the exception of the minor amounts which the witness testified had 
been spent for the acquisition of leaseholds during the years 1952 through 
1956, his evidence does not show how much was actually spent by Panhandle 
for exploration and development purposes. He testified as to the number of 
gas wells which were drilled by Panhandle during 1952, 1953, 1954, 1955 and 
the first nine months of 1956 but he did not show how much was actually spent 


24 Certain evidence as to the field price levels being paid in Panhandle’s producing 
areas was also introduced by the Applicant. 
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for well-drilling during that period. Statements regarding the amount ap- 
propriated in past years for exploration and development unless buttressed by 
showing that the amounts appropriated were actually expended, serve little 
or no purpose. For purposes of serious consideration a relationship should be 
shown between the amounts appropriated and the amounts expended. This 
relationship was not shown here. 

As we have seen, the Court of Appeals reversed the Commission’s Opinion 
No. 269 in City of Detroit, supra, and certiorari was denied by the Supreme 
Court. 

The witness testified that the drilling and development program authorized 
after the issuance of Opinion No. 269 was continued until Panhandle learned 
that the Supreme Court had denied certiorari. Mr. Hager further testified 
that the Chairman of Panhandle’s Board of Directors upon learning that 
the Supreme Court had denied certiorari in the City of Detroit case, supra, 
(which had the effect of reversing the Commission) directed him to check the 
status of Panhandle’s well-drilling program; that he did so and learned that 
upon completion of the wells then being drilled the program could be shut 
down without penalty to Panhandle, and that he thereupon issued instruc- 
tions to his drilling superintendents to complete only those wells which were 
in the process of being drilled. The witness stated that the company did not 
expect to go ahead with further exploration and development, except to drill 
to protect and hold leases and prevent drainage “until we are sure of realiz- 
ing the value of our gas.” The witness made it clear that by this statement 
he referred to the “fair field price” valuation which Panhandle sponsors in 
this proceeding. 

He estimated that expenditures including capital outlays for new gas lease 
acquisitions, for holding leases and well drilling during 1955 and 1956, total 
approximately $7%4 million dollars, and he concluded that the average of these 
two years is in excess of the difference between the “traditional rate-base 
approach” for pricing this gas and the commodity value approach. He stated 
that the company’s recent exploration and development program furnishes a 
reliable basis for appraising the “high level of production activity which may 
be anticipated by Panhandle with proper incentive.” 

However, as we have seen, specific testimony as to actual expenditures for 
exploration and development which were made by Panhandle during those 
years was limited to $233,000 in 1955 and $580,457 in 1956 for acquisition of 
leaseholds. Although the testimony does show that large amounts were 
authorized by Panhandle’s Board of Directors for exploration and develop- 
ment expenses, it does not show any specific additional amounts which may 
have been actually spent during those years. He stated as to the future that 
“the company’s policy is that it will acquire, explore and develop production 
properties only if it is assured that it will receive the commodity value for 
such production.” Although he indicated that if the Commission adhered to 
the traditional rate-base method of determining rates, which has been sus- 
tained by the courts for many years, the company would not pursue the policy 
of searching for and attaching large portions of its gas supply. He testified 
that the 10 to 11 cents field levels of “fair field price” which Panhandle seeks 
for its own production would be necessary to induce Panhandle “to acquire, 
own, explore and develop its own production.” He indicated that the receipt 
of anything less for Panhandle’s own production would in his judgment amount 
to “a waste of company assets,” and would result in Panhandle’s purchasing 
a large portion of the gas necessary for its market obligations, not because 
that would be cheaper, but as a “matter of preference.” 

The witness also testified that ownership and operation by Panhandle of its 
own producing and gathering properties contribute to the security of the gas 
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supply and continuity and adequacy of the service, and that it also afforded 
Panhandle an opportunity to shop and trade for additional gas supplies. He 
indicated that Panhandle’s gathering system can be utilized for securing spot 
purchases and occasional distress gas at lower prices. Such ownership and 
operation, according to the witness, also serves as insurance in case of emer- 
gencies, and as an assurance of continuing market deliveries, and permits 
cutbacks in the company’s own production when required to live up to take-or- 
pay for provisions in gas purchase contracts without incurring additional cost. 
He expressed the opinion that the ownership of gas reserves is more impor- 
tant to the pipeline company and its customers since the Phillips decision, 
because of increasing reluctance on the part of independent producers of gas 
to commit large reserves “to the uncertainties of interstate markets.” There 
appears to be very little to the contention regarding the effect of the Phillips 
decision since the Commission’s files are replete with applications of inde- 
pendent producers seeking to sell large quantities of natural gas to pipelines 
and other purchasers. 

Allowance for exploration and development has been taken into account in 
determining the cost of service under the “traditional rate-base” method. 
However, before any increased amounts can be put into the cost of service 
for these purposes, Panhandle must show that the amounts are needed and 
are no more than is needed in this regard. 

The testimony of the witness Hager, while it may appear to do so, does not 
in fact, address itself to this problem. The evidence presented does not 
measure up to the requirements set forth by the court in City of Detroit. It 
does not lend itself to the making of a determination of specific amounts 
necessary to be awarded for exploration and development purposes beyond 
those actually expended. It is not evidence which establishes that Panhandle 
is entitled in its cost of service to more than shown in the test year as having 
actually been expended. Panhandle has not shown “That the increase is in 
fact needed, and is no more than is needed for the purpose * * *.” 

The Commission has issued one recent opinion based upon consideration of 
the City of Detroit case, in proceedings of this character. The Commission 
has held that when an applicant has set forth reasons under which it claims 
amounts higher than those which it would obtain under the “traditional rate- 
base” method, the applicant must introduce evidence to “show in dollar amounts 
what is necessary for each of the company’s purposes.” 76 

Finally, Panhandle cites the order of the Commission in the Olin case" as 
tending to show that the evidence which it has presented meets the require- 
ments of City of Detroit. However, in the second paragraph of that order, 
the Commission stated that the circumstances in that proceeding were “well- 
nigh unique” and sui generis, and this decision accordingly was not to stand 
as a precedent for fixing just and reasonable rates in other proceedings. The 
Commission’s admonition is to be taken seriously, and the Olin case in the 
Examiner’s judgment is not pertinent. 

Panhandle has not established by probative evidence that it is entitled to 
more for its own produced gas than an amount arrived at by the application 


25 Phillips Petroleum Company v. The State of Wisconsin, 347 U.S. 672, 682, in 
which the Supreme Court held that this Commission has jurisdiction “over the rates of 
all wholesales of natural gas in interstate commerce whether by a pipeline company or 
{independent producer] not whether occurring before, during, or after transmission by 
an interstate pipeline company.” 

26 Opinion No. 313 issued June 21, 1958, In the Matter of Colorado Interstate Gas 
Company, Docket No. G—2260, et al., 19 FPC 1012, at 1018. 

27In the Matter of Olin Gas Transmission Corporation, Docket No. G-8559, issued 
May 15, 1957, 17 FPC 695. 
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of the rates reached by the traditional “rate-base” method and will be allowed 
therefor only the actual cost to the company, namely, $3,281,852. 








Gas Purchased From Other Producers. 


The record discloses that Panhandle purchased 165,165,039 Mcf of natural 
gas from other producers in Texas, Oklahoma and Kansas, including gas 
purchased at gasoline plant outlets, during the test year. 

The Staff derived its adjusted volumes for such purchased gas for inter- 
state operations as follows :” 


Purchased in Texas from non-affiliated vendors MCF at 14.65 psia 
Pern v5 oo ees Se dies non bed bambiow. 2c ieeee 99, 399, 257 
Plus part of exchange gas net receipts.__.........--------- 176, 545 
Less net total of “‘normalizing adjustments” to gas used by 


company and gas lost and unaccounted for #__________- (987, 980) 













Aciiusberl Iibenstabe VON s osc itcn cn snwsnccncccsucdsn 98, 587, 822 


Purchased in Oklahoma from non-affiliated vendors 
be Nee w3e<.<tettsd Boece th eek seb a che oon nce 27, 619, 217 
Plus part of exchange gas net receipts.._...........-------- 281, 408 


Less part of gas used by company at Liberal Gasoline Plant-- (440, 696) 






























Adjusted: interstate WORN su n.6c 55i 6 nn cncsece soca cess 27, 459, 929 
Purchased in Kansas from non-affiliated vendors 
Purchased in Hugoton Field: 


Rs ksi Stdaaselss au Sennnddawsceddsns<dbcdi« 29, 170, 031 
Plus part of exchange gas net receipts___...-_--------- 297, 209 
Less part of gas used by company at Liberal Gasoline 
RN rill ailh teeta as sean haha eis eh an Lahr Otel a ts (608, 671) 
Adjusted interstate volume—Hugoton_.._....------- 28, 858, 569 
Purchased in other Kansas fields: 
ea ie a ai cel ie ais 6, 961, 854 
Plus part of exchange gas net receipts_.-....--..------ 70, 934 
Adjusted interstate volume—Other-. -..-......------ 7, 032, 788 
Total from non-affiliated vendors in Kansas____..---- 35, 891, 357 


Purchased in Kansas in the Hugoton Field from Hugoton Produc- 
tion Company, an affiliate of Panhandle 
Per books and, also, the adjusted interstate volume per staff. 2,014, 680 


Grand total adjusted interstate volume per staff #!_______- 163, 953, 788 


While the evidence regarding the Staff’s “normalizing adjustments” which 
result in a reduction of 987,980 Mcf in the volume of gas purchased in Texas 
is not as complete as might be desirable, it is sufficient to support the reduc- 
tion of 987,980 Mcf, and will be allowed. 

The Staff elected to reclassify all of the 826,096 Mcf of exchange gas net 
receipts as gas purchased. The Staff’s allocation of such gas to states and 
fields, in proportion to corresponding per books volumes, is reflected by the 
above figures. Panhandle questioned the propriety of the Staff’s reclassifica- 


28 Panhandle Exhibit No. 9, Schedule 12.1, Staff Exhibit No. 26, Schedule 3. 
29 Bxhibit No. 26. 

%° Exhibit No. 26, Schedule 4. 
81 Exhibit No. 26, Schedule 3. 
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tion. While the relative merits of the procedures followed by Panhandle and 
the Staff may be debatable, it appears that the procedures followed by the 
Staff are substantially more conservative from the standpoint of rate making 
and accounting principles, and for that reason the Examiner accepts the Staff’s 
reclassification and allocation of such gas as being reasonable and appropriate. 

The Staff’s other adjustments in Exhibit No. 26 to volumes of such pur- 
chased gas pertain to its elimination of shrinkage and fuel at the Liberal 
Gasoline plant. Panhandle and the Staff agree that the volume of such gas 
was 1,047,367 Mcf. The Staff has treated all such gas as gas purchased 
from other producers. 

In deriving gas requirements for interstate operations, Panhandle has not 
eliminated the volumes of shrinkage and fuel at the Liberal plant. 

This difference betwen the Staff and Panhandle is not of material impor- 
tance as it is apparent that the Staff elected to state its adjusted interstate 
gas requirements on an after elimination of Liberal plant basis whereas 
Panhandle adopted a before such elimination basis. 

The method by which Panhandle adjusted its interstate volumetric gas re- 
quirements had an effect and in fact was determinative of the volume of 
gas supply to be taken from its own production and the volume to be purchased 
from others including that purchased at outlets of gasoline plants. Since the 
procedures employed by Panhandle include adjustments which are inappro- 
priate, the figures employed thereunder are held to be invalid. 

The Examiner rejects the Staff’s proposed elimination of the Liberal plant 
shrinkage and fuel since the record is not persuasive that such elimination 
is necessary or appropriate. The Staff’s recommendations relating to adjust- 
ments in the interstate volume of gas purchased from other producers and at 
gasoline plant outlets are found to be reasonable and appropriate. The pro- 
cedures adopted by the Staff as to gas requirements and supply have been 
justified in the record and are found to be reasonable and appropriate. On 
this basis the volumes of such purchased gas are found to be as follows: 


Gas purchased in: 


98, 587, 822 
27, 900, 625 

Kansas: 
Hugoton field 31, 481, 920 
Other fields 7, 032, 788 


165, 003, 155 


Cost of Gas Purchased from Other Producers 
The cost of gas purchased by Panhandle from other producers and at gasoline 
plants outlets in Texas, as derived by the Staff, is as follows: * 


Cost per books $5, 376, 972 
Plus authorized escalation 

Plus ‘normalizing’? adjustments 

Less “‘miscellaneous’”’ adjustments 


Subtotal (applicable to 99,399,257 Mcf at 14.65 psia— 
Average cost per Mcf 6.122¢) 6, 085, 467 

Plus 176,545 Mef of exchange gas net receipts priced at 6.122¢ per 
10, 808 

Less cost of 987,980 Mcf at 14.65 psia downward adjustment in 
volume of gas purchased in Texas (42, 055) 


Cost as adjusted 6, 054, 220 
32 Exhibit No. 26, Schedule 3. 
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The escalation adjustment was made to give effect to price escalations 
(which apply to certain gas purchases by Panhandle from Phillips Petroleum 
Company and from Shamrock Oil and Gas Corporation in Texas and which 
were allowed and included in Panhandle’s cost of service by the Commission 
in Opinion No. 269) for the full twelve months of the test year. The 
normalizing adjustments consist of adjustments made to reflect for the full 
test year certain changes in contract base prices and tax costs which occurred 
during the test year. As noted, a downward adjustment referred to under 
the heading of “Miscellaneous” amounting to $24,508 was proposed by the 
Staff. The major elements of that proposed adjustment involved gas pur- 
chased from Phillips, Skelly Oil, and Shamrock. These adjustments reflect 
actual reduction in payments to these companies and several other minor 
proposed adjustments concern payments in amounts not authorized by the 
Commission. These proposed adjustments are appropriate and are therefore 
approved. 

The Staff’s proposed downward adjustment in volume of gas purchased in 
Texas (987,980 Mcf) has been discussed above and is allowed. 

The Staff derived its cost of gas purchased by Panhandle in Oklahoma as 
follows: 


Cost per books (average cost 10.189¢ per Mcf)_. -------------- 34 $2, 814, 298 
Plus cost of 281,408 Mcf at 14.65 psia net exchange gas receipts 

priced at 10.189¢ per Mef 
Less amount (based on test year volumes) which Panhandle 

appears to be entitled to receive in refund from Phillips Petro- 

leum Company %4(932, 914) 


1, 910, 057 


The cost of gas purchased by Panhandle in Oklahoma as reflected per books 
included gas purchased from Phillips Petroleum Company at Hansford and 
paid for on the basis of the minimum price order of the Corporation Com- 
mission of Oklahoma. The terms of the Phillips-Hansford contract required 
Panhandle to pay Phillips a price, including authorized escalation, of 5.0504 
cents per Mcf at 14.65 psia, which is substantially lower than the state mini- 
mum price. Through cross-examination of one of Panhandle’s witnesses it 
was developed that the volume of 19,604,776 Mcf which Panhandle purchased 
from Phillips Petroleum Company from Hansford, Oklahoma acreage was 
paid by Panhandle under a written agreement with Phillips (filed as Supple- 
ment No. 10 to Phillips F.P.C. Gas Rate Schedule No. 5—Item O by reference 
herein), that the difference between the contract price and the Oklahoma 
minimum price would be paid by Panhandle under protest pending the out- 
come of litigation regarding the validity of the order of the Corporation Com- 
mission of Oklahoma. This order was subsequently found by the Supreme 
Court to be invalid as to natural gas sales destined for resale in interstate 
commerce in Natural Gas Pipe Line Company v. Panoma Corporation, et al., 
349 U.S. 44 (1955), and in Panhandle Eastern Pipe Line Company v. Corpo- 
ration Commission of Oklahoma, et al., 349 U.S. 908. The Panhandle witness 
testified that Panhandle had paid Phillips the increase provided by the mini- 
mum price order of August 1, 1952, through the test year and until March 31, 
1955, when it discontinued paying such higher prices. The Staff calculated in 
its brief that the amount of the overpayment to Phillips for this gas is 


33 It is, of course, recognized that the Commission’s decision in Opinion 269 has been 
remanded but it does not appear that this aspect of this case is in dispute. 
* Exhibit No. 26. 
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$932,914.55 and there does not appear to be any dispute that this amount 
represents the dollars involved. At the hearing the Staff proposed to increase 
Panhandle’s total book cost of $12,233,003 for gas purchased from others than 
Trunkline, by $841,099 to $13,074,102. However, in its brief the Staff proposes 
that this adjusted figure be reduced by $932,914, for the overpayment to 
Phillips, leaving an amount of $12,141,188 for this expense. The adjustment 
of $932,914 is found to be reasonable and appropriate and will be allowed. 

The Staff derived its cost of gas purchased by Panhandle from non-affiliated 
vendors in Kansas as follows :** 


Cost per books $3, 689, 166 
Plus amount required to raise average cost of gas purchased from 
non-affiliated vendors in Hugoton Field, Kansas, to 11 cents per 
Mef at 14.65 psia 226, 236 


Subtotal (applicable to 36,131,885 Mecf at 14.65 psia and re- 
sulting in average price of approximately 10.8364 cents 
per Mef at 14.65 psia 3, 915, 402 
Plus exchange gas net receipts reclassified as gas purchased from 
non-affiliated vendors in Kansas (368,143 Mef at 14.65 psia X 
10.8364 cents) 


Adjusted cost 3, 955, 296 


The Staff derived its cost of gas purchased by Panhandle from its affiliate, 
Hugoton Production Company, in the Hugoton Field, Kansas, as follows: 


CGE OR CNN a as 5 ns chao wkehne dannteb coats deomaees $352, 567 
Less amount required to lower average cost of such gas purchased 
from said affiliate to 11 cents per Mef at 14.65 psia (130, 952) 


Adjusted cost 3” 221, 615 


As indicated by the above figures for gas purchased in Kansas the Staff 
repriced all volumes purchased in the Hugoton Field in Kansas at 11 cents 
per Mcf, the Kansas state minimum price applicable to that field. Such state 
minimum price was paid by Panhandle to all Hugoton Field vendors, other 
than Hugoton Production Company, during the last ten months of the test 
year. The Staff’s adjustment to cost of gas purchased in Hugoton Field 
from non-affiliated vendors is necessary to make the 11 cents price applicable 
to all such purchased gas for the entire test year. However, during the test 
year, Panhandle paid its affiliate, Hugoton Production Company, 17.5 cents 
per Mcf. The higher price having been paid by Panhandle to an affiliate pro- 
ducing in the Hugoton Field, and thus not an arm’s-length transaction, and no 
filing having been made with the Commission covering the sale by the affiliate 
to Panhandle, the Staff correctly made the adjustment above which conse- 
quently lowered the average cost of such gas to 11 cents per Mcf.*8 

To summarize, the Staff’s proposed adjusted cost of gas purchased from other 
producers and from gasoline plants for Panhandle’s interstate operations is as 
follows: 


35 Pages 91 and 92 and Schedule 1, Appendix 1 of Staff’s brief. 

36 As reflected by Exhibit No. 26, Schedule 3. 

37 Exhibit No. 26, Schedule 3. 

38 Mississippi River Fuel Corporation v. Federal Power Commission, et al., 252 F. 2d 
619, 622 (C.A.D.C.), Cert. den. 355 U.S. 904; Western Distributing Company v. Public 
Service Commission of Kansas, 285 U.S. 119. 
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Purchased in: 


NENG. Oks Bodh cackteiicnbheldnnntbebcadeniae $6,054,220 
ON ssc is es Be shed 1,910,057 
IO fk ios ee et beside dees. 4,176,911 


SS a cc sci areca aca GS aie 12,141,188 


Panhandle is in agreement with the Staff regarding the cost of all gas 
purchased, excluding gas purchased from Trunkline, as reflected “per books” 
for the test year. Such cost amounted to a total of $12,233,003.°%° Panhandle’s 
proposed adjustments to such cost in some respects are similar to the Staff's. 
As to gas purchased in Texas, Panhandle made adjustments to reflect the price 
escalation for the full test year as authorized by Commission Opinion No. 269, 
to eliminate prior year items booked during the test year and to reflect for the 
full test year known changes in tax costs. As to gas purchased in Kansas 
in the Hugoton Field, other than gas purchased from Panhandle’s affiliate, 
Hugoton Production Company, Panhandle repriced all such gas at 11 cents 
per Mcf at 14.65 psia, the Kansas state minimum price for Hugoton Field 
effective during the last ten months of the test year. Similar adjustments 
were made by the Staff. 

However, as compared with the Staff, Panhandle’s adjusted interstate volu- 
metric gas requirements are different and its adopted volumes for gas pur- 
chased from other producers and from gasoline plant outlets are different 
as mentioned above. With regard to gas purchased from Phillips Petroleum 
Company in the Oklahoma Hansford area, Panhandle has proposed no adjust- 
ment to reflect its right to obtain the refund from Phillips on account of the 
court’s invalidation of the Oklahoma minimum price order, while as indicated 
the Staff does propose such an adjustment and it has been allowed above. 
With regard to the gas purchased from Hugoton Production Company in 
Kansas, Panhandle proposes to adjust the volume of such gas downward 
by 932,230 Mcf to reflect adjustments made in sales which had been discon- 
tinued. The Staff does not make this adjustment. In any event, the adjust- 
ment is an extremely minor matter and whether it is made or not will have 
no material effect on rates. In view of this factor, and since the Staff’s 
approach appears generally appropriate, the figures developed by the Staff will 
be followed. 

The amount of $12,141,188, the cost of gas purchased from other producers 
and from gasoline plant outlets in Texas, Oklahoma and Kansas for Pan- 
handle’s test year for adjusted interstate operations as proposed by the Staff, 
is found to be just and reasonable and will be allowed in the cost of service. 

That part of the cost of Panhandle’s gas secured from its subsidiary, Trunk- 
line, under Trunkline’s cost of service tariff is reser ed for separate considera- 
tion after a discussion of Panhandle’s aijuscments to operating expenses, 
depreciation, amortization and depletion, taxes and return. 


Escalation Claimed 


Panhandle seeks to recover the sum of $478,993, which Panhandle claims 
represents additional costs in the form of escalations which it will be required 
to pay to Phillips Petroleum Company (Phillips) and to Shamrock Oil & Gas 
Company (Shamrock), under the provisions of its gas purchase contracts 
with those producers, as a result of the increase in rates which Panhandle 
seeks in these procedings. Neither Panhandle nor the Staff have discussed 






39 Exhibit No. 9, Schedule 12.1, Exhibit No. 26, Schedule 3. 
40 Exhibit No. 138, Schedule 5. 
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this matter in their briefs, and the disposition of this claim does not require 
extended discussions here. Obviously, any increase in the prices which Pan- 
handle may eventually pay to Phillips and Shamrock will result from pro- 
cedings before this Commission under Section 4 or Section 5 of the Natural 
Gas Act, involving the rates of those producers, and the Commission’s disposi- 
tion of such proceedings, and, not as a result of such escalation provisions 


in the gas purchase contracts. Accordingly, Panhandle’s claim will be dis- 
allowed. 


Other Adjustments 


Panhandle proposes an adjustment in operating expenses for the test year 
in the amount of $574,438 representing wage increases to field employees 
granted March 1, 1954, February 7, 1955 and August 29, 1955.4 The Staff 
only proposed an adjustment in the amount of $98,306 covering annual wage 
increases which took effect during the test year, and did not include increases 
made thereafter. The Staff witness who testified in support of the Staff's 
proposed cost of service, which included this item, stated that he employed 
the twelve-month test period ended March 31, 1954 with adjustments for known 
changes through October 31, 1954, with minor exceptions (such as deferred 
billings) not pertinent here. Panhandle’s proposed adjustment results in a 
cost of service of $47,132 more than that arrived at by the Staff. 

The effect of Panhandle’s proposed adjustments on the ultimate rates of the 
Applicant could only properly be measured against other factors in 1955, and 
as we have seen these factors are not included in this record. Accordingly, 
these proposed wage adjustments subsequent to the test period cannot properly 
be employed here if the theory of a representative period is to be used for 
rate determination. Panhandle has not shown that it is entitled to make its 
proposed adjustment. However, the adjustment in the amount of $98,306 
recommended by the Staff representing actual costs of a recurring nature 
incurred during the test year is found to be proper and justified and will 
be allowed. 

Panhandle proposes to adjust operating expenses upward in the total amount 
of $100,814, for the test year so as to treat salaries and general officers, 
executives and other general office employees on the basis of salary levels at 
July 1955. This, of course, includes salary increases occurring subsequent 
to the test year.® The Staff normalizes these expenses and proposes an 
adjustment limited to the portion of such salary increases as occurred during 
the test year, in the amount of $21,818.4 

The difference between Panhandle’s proposed adjustment and that proposed 
by the Staff is $78,996. Here as in the last adjustment discussed above 
Panhandle proposes to include post-test year expenses without including 
revenues for the same period and its proposal must, accordingly, be rejected. 
However, the adjustment in the amount of $21,818, recommended by the 
Staff and representing cost of a recurring nature which arose during the 
test year, is found to be proper and justified. Accordingly, the adjustment 
limited to $21,818 will bé made and any amount above such figure is hereby 
disallowed. 

Panhandle proposes an adjustment in the amount of $12,914 representing 
estimated annual cost of the operation of additional horsepower placed in 
operation in its Zofness and Guymon field booster stations on June 29 and 


41 Exhibit No. 9, Schedule 2.2. 
42 Exhibit No. 24, Schedule 3. 
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August 15, 1954, respectively. The Staff’s proposed adjustment on this 
item is in the amount of $15,310, exceeding the company’s proposal by $2,396. 
Panhandle provides a persuasively detailed showing in support of its adjust- 
ment. This is clearly an appropriate type of adjustment since it relates to 
expense arising during the test year which will be recurring in future years. 
The difference between the figures proposed by Panhandle and the Staff is 
so small as to be considered de minimis and will have no appreciable effect 
upon rates. However, in view of the detailed support furnished by Pan- 
handle of the $12,914 figure, an adjustment in that amount will be made, and 
any amount above such figure will be disallowed. 

Panhandle proposes an adjustment in the amount of $20,666, to cover esti- 
mated annual cost of operating its Seward Compressor Station, which was 
placed in service on October 25, 1954.47 The Staff’s proposed adjustment of 
this item is in the amount of only $17,907, or $2,759 less than the company 
proposes.48 As indicated in connection with the last adjustment discussed, the 
difference in the figures proposed by Panhandle and the Staff is too small 
to have an appreciable effect on rates. Here, again, the adjustment relates 
to expense arising during the test year which will be recurring in future years, 
and an adjustment of this type is clearly appropriate. Panhandle has made 
a detailed and persuasive showing in support of its proposed $20,666 adjust- 
ment. Accordingly, the $20,666 figure proposed by Panhandle as an adjust- 
ment is found to be properly made, and will be allowed. 

The Staff proposes two adjustments in connection with gas royalties. First, 
it would increase operating expenses in the amount of $22,176, by applying 
the most recent royalty rates to the test year production. Then, it would 
disallow the sum of $7,894, which represents a portion of a retroactive adjust- 
ment of royalties paid on production in Michigan. Deducting $7,894 from 
$22,176 leaves a balance of $14,282 to be added to operating expenses.“ Pan- 
handle only proposes an increase of $2,769 for royalty expense based upon 
adjusted test year production and royalty rates.° These two adjustments 
proposed by the Staff are found to be reasonable and appropriate and sup- 
ported by the record. Accordingly, they will be allowed and the company’s 
operating expenses increased in the net amount of $14,282. 

Panhandle proposes to increase its book test year costs in the amount of 
$4,248, representing estimated additional costs for workmens’ compensation 
insurance resulting from wage increases heretofore discussed and partially 
disallowed. While the portion of this increase applicable to the test year 
could properly be allowed, it is not possible to determine from the record 
what portion of this proposed item relates to wage increases occurring during 
the test year ended October 31, 1954, and what portion relates to increases 
occurring after October 31, 1954 (hereinbefore disallowed). This item repre- 
sents such a small amount that it would have no effect on rates. Under these 
circumstances, Panhandle has not shown that it is entitled to make this 
adjustment. Accordingly, Panhandle’s proposed adjustment in the amount of 
$4,243 will be disallowed. 

Panhandle and the Staff both proposed to adjust employees’ welfare ex- 
pense account to reflect increases in group life insurance and hospital and 
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surgical costs resulting from salary and wage increases. Panhandle’s adjust- 
ments are based upon salary and wage increases granted for the period 
November 1, 1953 through July 1, 1955, in the total amount of $40,316. The 
Staff’s proposal is based upon salary and wage increases occurring during the 
test year ended October 31, 1954, and is in the amount of $25,822. The Staff 
did not consider that increases which occurred after the test year could be 
used for test year purposes and only normalized for that period. This re- 
sulted in a difference between Panhandle’s proposed adjustments and those 
proposed by the Staff of $14,494.58 

For the same reasons outlined above in connection with the rejection of 
Panhandle’s salary and wage proposals, this proposal by Panhandle must also 
be rejected. Panhandle, however, has shown that if these expenses are to be 
calculated on the basis advocated by the Staff—that is based on salary and 
wage increases occurring only during the test year—that there would be addi- 
tional group life insurance premium expense in the amount of $1,569. There- 
fore, the proper amount of the adjustment would be $27,391 and not $25,822, 
as calculated by the Staff.5+ 

An adjustment in the total amount of $27,391, represents actual operating 
costs of a recurring nature which arose during the test year, and is found 
to be proper and justified. For the reasons hereinabove expressed in con- 
nection with proposed wage and salary adjustments, an adjustment limited 
to $27,391 will be allowed in the cost of service. 

Panhandle proposes an adjustment in the net amount of $143,972 in con- 
nection with increased pension expenses effective January 1, 1955, and from 
wage adjustments occurring subsequent to the test period.°5 The Staff also 
proposed a similar adjustment, but limited the increased expenses to those 
arising during the test year in the amount of $10,954.% The Staff, as with 
the company’s proposed salary, wage and other adjustments discussed above, 
did not consider that increased expenses arising after the test period were 
justified and only normalized for that period. This, as has been indicated, 
was because Panhandle omitted any showing relating to its capacity, sales 
and revenues during the period subsequent to October 31, 1954, wherein it 
claimed this and other additional expenses in its cost of operation. The differ- 
ence between Panhandle’s proposed adjustment and that proposed by the 
Staff is $133,018. 

Panhandle has not shown that it is entitled to the adjustment which 
it proposes. Panhandle has established, however, that if these expenses are 
to be calculated on the basis advocated by the Staff, there is an incident pen- 
sion premium expense in the amount of $12,692,57 in addition to the $10,954 
calculated by the Staff. The total amount of the adjustment would be $23,646, 
and since this represents actual operating costs of a recurring nature arising 
during the test year, the allowance of this amount in the cost of service is 
found to be proper and justified. For the reasons hereinabove expressed in 
connection with other proposed adjustments, any amount above $23,646 is 
hereby disallowed. 

The Staff proposed to adjust Panhandle’s book expenses covering the general 
office building rents to normalize for the test year increases occurring during 
such period in the amount of $2,734.58 Panhandle proposed to adjust this 
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item to reflect increases occurring in July 1955, in the amount of $9,358.59 The 
adjustment recommended by the Staff in the amount of $2,734, representing 
cost of a recurring nature arising during the test year is found to be proper 
and justified. For the reasons hereinabove expressed in connection with wage, 
salary and other items, the adjustment limited to $2,734 will be made, and 
any amount above such figure is hereby disallowed. 

Panhandle recorded on its books during the test year an accrual to its 
reserve for injuries and damages not covered by insurance in the amount of 
$90,000. 

A reserve account of this character to cover injuries or deaths of em- 
ployees, and others, or to property, non-performance of contractual obligations 
as a result of floods, storm or other causes, not covered by insurance, is pro- 
vided for in the Commission’s Uniform System of Accounts (Account 799). 
The Staff proposes to eliminate the test year book provision for this reserve 
in the amount of $90,000. 

In its cost of service exhibit the Staff indicates that after an analysis of the 
account, it feels that the charge to operating expenses is not justified, and 
that the reserve accumulated as of October 31, 1954, amounted to $875,000. 
The Staff witness responsible for proposing this adjustment testified that no 
charges had been made to this reserve for expenses of injuries not compen- 
sated for by insurance for the past ten years, and he felt the $90,000 accrual 
for the test year should be eliminated. On cross-examination, the witness con- 
ceded that a similar reserve accrual was allowed to Panhandle in Opinion 
No. 269, supra, and in Panhandle’s recent refund case,® for the respective 
test years involved, in the amount of $60,000. 

The Staff in its brief contends that any expenses for damages of a catas- 
trophic nature not covered by insurance, could more properly be charged to 
operating expenses as they occur and included in the cost of service. Such a 
contention seems to give little effect to the provisions of the Uniform System 
of Accounts referred to above. In its brief the Staff further contends that 
Panhandle has adequate insurance protection, and that the witness who ex- 
pressed the opinion that Panhandle’s potential risk exceeds its present policy 
limits is an accountant, “who could not be qualified upon this specialized 
subject.” ® However, the Staff does not in its brief refer to any other wit- 
ness whom it claims refuted this specific testimony. The testimony of Pan- 
handle’s witness on this matter stands uncontradicted, and must be accepted 
and credited. He testified that Panhandle’s line is roughly 1300 miles in 
length, with over 6000 miles of pipelines operating at 600 to 700 pounds 
pressure per square inch; that the lines traverse heavily populated areas; 
spanning the Mississippi River on a highway bridge. He stated that “we 
still feel that we would have to provide for catastrophes an amount over 
and above that afforded by any reasonable insurance program. He referred to 
the fact that it is common knowledge that real catastrophes do in fact occur 
from time-to-time in the handling of explosive or combustible products such 
as natural gas, and he testified that this accrual reserve was intended to take 
care of possible catastrophes such as occurred in a liquefied gas storage plant 
explosion in Cleveland, Ohio, and the Texas City, Texas, disaster. 

The establishment of this reserve account was a matter involving mana- 
gerial discretion and it would appear inadvisable to substitute one’s own 
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judgment for that of management except in a flagrant case which this cannot 
be said to be. Under these circumstances, the reserve accrual of $90,000 for 
the test year set up by Panhandle will not be disturbed. 

The Commission’s Uniform System of Accounts authorizes a natural gas 
company to set up an account to cover possible losses from uncollectible 
accounts. The amount which is set up to cover such contingency should be 
based upon reason and good sense. Panhandle in this connection has been 
recording on its books a large amount as a reserve accrual and has accumu- 
lated $685,000 in this account. 

A major portion of Panhandle’s business is conducted with other pipelines 
and large distributors and no claim is made that any of its accounts with 
such companies do not constitute a first class risk. 

The question at issue is whether it is necessary to set up a $90,000 reserve 
accrual based on the test year as the standard of experience. To support 
such accrual the company points to a law suit which it has with Michigan 
Consolidated Gas Company (Michigan Consolidated) over the sum of $1,757,682 
which Panhandle claims Michigan Consolidated owes it, and wherein Michigan 
Consolidated has asserted a counterclaim. There is no claim and there is no 
suggestion even made that Michigan Consolidated is not good for any judgment 
which Panhandle may possibly obtain against it. What is in dispute is 
apparently the legality and extent of the obligation. There is nothing to 
indicate that Michigan Consolidated is a credit risk to Panhandle. The very 
suggestion that this law suit constitutes a good ground for setting up the 
reserve is indicative of the unstability of the foundation upon which the 
claim rests. 

Panhandle has not shown any good reason to keep adding year after year 
to the amounts set up in this account and has presented no evidence in this 
proceeding to justify adding to this amount indefinitely. On the other hand, 
the Staff’s objection™ to the inclusion of additional amounts in this account 
is based not only on the test year but upon Panhandle’s whole experience, for it 
is clear that if Panhandle had any experience to justify adding this amount, 
it could. be counted upon to present it. Accordingly, this $90,000 reserve 
accrual by Panhandle will be eliminated from the cost of service. 

The Staff proposes to reduce Panhandle’s test year operating expenses by 
$54,253, in order to adjust payments for special services and special legal 
services covering in part those rendered prior to October 31, 1953, the begin- 
ing of the test period. These adjustments are objected to unless the Staff 
makes certain additional offsetting adjustments in the form of deferred pay- 
ments claimed by Panhandle as being appropriate for test year purposes. 
It appears that had the witness who sponsored the Staff’s cost of service 
exhibit known at the time of the preparation of his exhibit of the deferred 
payments to which Panhandle lays claim he would have given further consid- 
eration to them. The amount of these deferred payments will more than 
offset the amount involved in the adjustment recommended by the Staff and 
under consideration at this point. 

Panhandle’s accounting witness testified that ten separate bills for special 
services aggregating $300,560, of which $204,753 was applicable to the test 
year, had been received and paid subsequent thereto. However, these items 
were not subsequently included in the exhibit material which the Staff’s cost 
of service witness sponsored. Neither the Staff nor any other party offered 
testimony to refute these additional test year expenses in the amount of 
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$204,753, and it is found that such expenses are proper and should be allowed. 
Accordingly, the sum of $204,753, less the Staff’s adjustment of $54,253, leaves 
a balance of $150,500 and this amount will be included in Panhandle’s cost 
of service. 

The Staff and Panhandle both propose to adjust so as to eliminate from 
office supplies and expenses miscellaneous non-operating expenses in the amount 
of $20,045.65 Panhandle proposes, however, to include in test year operating 
expenses the amount of $24,074% for expenses incurred in connection with 
rental of IBM tabulating machines delivered in 1955, and for estimated cost 
of operating air conditioning facilities placed in service June 1, 1955. It is 
conceded that the sum of $20,045 represents a non-operating expense which 
cannot be allowed in this proceeding, and this amount is accordingly eliminated. 
The expenses in connection with the rental of the IBM tabulating machines 
delivered in 1955, and the cost of operating the air conditioning facilities 
placed in service June 1, 1955, both represent expenses arising after the test 
period. Consequently, Panhandle’s proposal to increase operating expenses in 
the amount of $24,074 through the inclusion of these post-test year expenses 
will be rejected for the same reasons hereinabove outlined in connection with 
the disallowance of Panhandle’s post-test year salary and wage adjustments. 

There are a number of adjustments as to which the Staff and Panhandle 
are in agreement and as to which no objection has been made for their 
inclusion in Panhandle’s recoverable cost of service. These items may be 
summarized as follows :* 


To normalize salary increases paid general office employees during the 


Ue ka a oe kee ee cinaek nas aa aagicaanaais $8,828 
Increase to cover amount actually spent for non-productive well drill- 

ener RRMEEEE GIN "WUC NN a Se ota bese arn eegrqeaenme erase 34,227 
Deduction of expense accrual in connection with abandoned gas 

leases for period prior to November 1, 1953 ~----------------_-_ (119,785) 


Deduction representing ten-twelfths (10/12) of balance of storage 


expense account applicable to period, January 1 to October 31, 1954 (62,747) 





ANG UIE tana pecceccniincongntiaaeanaen ange amndnaunimmmi (189,477) 





It is found and concluded that the above adjustments are proper and will 
be allowed. 


Depreciation, Depletion and Amortization Expense 


The Staff proposes a total amount of $7,691,815 for this expense.*8 Pan- 
handle proposes the amount of $7,724,554.6 This results in a difference of 
$32,739. The major portion of this difference is attributable to Panhandle’s 
proposing an adjustment in the amount of $20,424, for amortization of air 
conditioning facilities placed in service in June 1955, which is opposed by the 
Staff because relating to expense arising after the test year, and will be dis- 
allowed by the Examiner on that account, and for the reasons hereinbefore 
discussed in connection with the test year and adjustments generally. 

The remaining difference of $12,315 results from computing depletion for 
the test period. Neither Panhandle nor the Staff furnished a detailed explana- 
tion of the computations underlying their depletion proposals apparently for 
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the reason that they both presented showings as to Panhandle’s own produced 
gas on a “fair field price” basis. However, the amount of the difference is 
so small that it may be considered to be de minimis and will not affect rates. 
Accordingly, the $12,315 difference will be eliminated, and the Staff’s proposed 
provision for depletion of $332,321 will be allowed. The Examiner will there- 
fore allow the total amount of $7,691,815 as proposed by the Staff for this 
expense. 


Federal Income Tax 


The amount of return allowed by the Examiner for purposes of computing 
Panhandle’s Federal income tax herein is $9,352,779, as shown on Appendix V 
hereof. 

The Staff in its computation shows tax additions of $8,510,1517 and Pan- 
handle shows the amount of $9,044,066" or a difference of $533,915. This 
difference arises as a result of Panhandle’s addition of amounts for depletion 
of operated leases and gas wells of $344,636, provision for uncollectible ac- 
counts of $90,000, provision for injuries and damages of $90,000 and an addi- 
tional amount of $9,279 for depreciation and amortization. For tax purposes 
the Staff has excluded depletion of operated leases and gas well apparently 
because its showing as to Panhandle’s self-produced gas was on a field price 
basis. The amount for this expense which is included in the Staff’s proposed 
cost of service is $332,321,73 which amount has heretofore been allowed by the 
Examiner in the cost of service and will be used for the purpose of calculating 
taxes. 

The Examiner has also hereinbefore allowed the amount of $90,000 in the 
cost of service for injuries and damages and this amount will likewise be 
used in computing taxes. 

The Examiner has hereinbefore disallowed the amount of $90,000 claimed by 
Panhandle in the cost of service for uncollectible accounts, and this amount will 
be excluded in calculating taxes. The minor difference of $9,279 referred to 
above represents various amounts hereinbefore disallowed by the Examiner 
in the cost of service, and will not be included for the purpose of computing 
taxes. Panhandle and the Staff are in complete agreement with respect to all 
other tax additions to be used in computing Federal income tax and there is 
no dispute regarding these amounts. 

As a result of the foregoing there will be added to the Staff’s proposed tax 
additions of $8,510,151, the amounts of $332,321 and $90,000 or a total of 
$8,932,472 which will be allowed by the Examiner for the purpose of com- 
puting this tax. 

The Commission’s Staff shows tax deductions of $11,618,20174 while Pan- 
handle shows $13,580,277,75 or a net difference of $1,962,076. 

This difference arises from the following: 

1. Statutory depletion of $1,840,195, and intangible drilling costs of $501,087, 
were included in Panhandle’s computation, whereas the Staff excluded these 
two amounts apparently because the Staff’s showing as to Panhandle’s self- 
produced gas was on a ffeld price basis. The amount shown by Panhandle 
for these tax deductions are the only figures available from the record for 
this purpose, are not questioned, and these amounts totalling $2,341,282 will 
be used for the purpose of computing Federal income tax herein. Panhandle 
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contends that it should be permitted to retain the tax benefits arising from 
statutory depletion and intangible drilling costs referred to above. However, 
the Examiner is of the opinion that Panhandle is not entitled to retain such 
tax benefits, and the deduction of $2,341,282 will accordingly be made in com- 
puting Federal income tax. 

Without reverting to Opinion No. 269, it is abundantly clear from the 
opinion of the Court of Appeals in the City of Detroit case, supra, that 
under the “traditional rate-base method,” in the sense in which the court 
used that term, a tax allowance is made only for actual taxes paid. The 
court describes the “prudent investment” rate-base method, or “traditional 
rate-base approach” (230 F. 2d at page 813). The court states that under 
this method the rates are set sufficiently high to recover “all costs of service, 
including taxes.” Clearly, under the court’s concept of the “traditional rate- 
base method,” the tax allowance in the cost of service must be based upon 
actual taxes which would be payable if the allowed return were earned. Obvi- 
ously, this would be true under the “traditional rate-base method” in any 
sense in which this term could properly be used. 

Under the rule which the court enunciated in the City of Detroit case, supra, 
“an increase in the rates above those which would result from use of the 
conventional rate-base method” must be justified in the manner described by 
the court. The applicant in this case has failed to produce any evidence 
which justifies increasing the rates by an allowance for these taxes greater 
than an allowance “in accordance with the actual payments.” Accordingly, 
Panhandle is not entitled to retain these tax benefits, and as indicated above, 
the deduction of $2,341,282 will therefore be made in computing Federal 
income tax. 

2. Another major difference arises from the Staff’s deduction of interest ex- 
pense and amortization of debt discount, expense and premium in the total 
amount of $3,647,733.77 Panhandle has proposed the amount of $3,260,636 7 
for this tax deduction. This results in a difference or decrease in tax deduc- 
tion of $387,097. Panhandle’s deduction for this item excludes interest and 
expense related to debentures issued to finance construction of its major expan- 
sion program facilities which were not placed in service until after the test 
year. These additional facilities were not included in the rate base evidence 
presented by either Panhandle or the Staff. On the other hand the Staff 
witness responsible for computing Federal income tax admitted on cross- 
examination that his deduction for this item included interest and expense 
on debentures attributable to Panhandle’s expansion program. He also ad- 
mitted that under the cost of service proposed by the Staff there would be no 
allowance to Panhandle for return to cover the financial expense associated 
with such expanded facilities. 

Since the expanded facilities are not included in the test year cost of 
service, manifestly it would not be proper to include, as the Staff proposes, 
any deduction for interest and expense associated with these facilities. 
Therefore, the Examiner will allow the amount of $3,260,636, as proposed by 
Panhandle for this tax deduction. 

8. There is also a minor difference of $7,891 78 resulting from tax deductions 
which Panhandle claims for statutory depreciation, leases abandoned, and taxes 
and stores expense capitalized over the amounts proposed by the Staff for 
those items.7? Here, again, the record is not clear as to the details, but the 
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amount is too small to materially affect rates. The tax deductions proposed 
by the Staff for these items, namely, $7,421,963 for stautory depreciation, 
$69,847 for leases abandoned, and $234,655 for taxes and stores expense 
capitalized, will be allowed for the purpose of calculating tax herein. 

The disposition which the Examiner has just made of these differences 
result in the net total of $1,962,076 referred to above. 

Panhandle and the Staff are in complete agreement with respect to all 
other tax deductions to be used in computing Federal income tax and there 
is no dispute regarding these amounts. 

The Federal income tax which will be allowed for the purpose of this pro- 
ceeding has been computed and is set forth in Appendix II of this decision. 


Taxes Other Than Federal Income 


Panhandle and the Staff both propose adjustments to the company’s test 
year book accruals for ad valorem taxes. Panhandle also proposed to in- 
clude ad valorem taxes applicable to property completed and in service on 
October 31, 1954, but still carried in the construction work and progress 
account.” The witness who sponsored the Staff’s cost of service exhibit con- 
ceded on cross-examination that ad valorem taxes would be properly assessable 
against this property, and indicated that the additional tax assessable against 
the same would have been included in his exhibit if he had known of this 
addition when the exhibit was prepared.8! Panhandle’s accounting witness 
testified that the additional ad valorem taxes assessable in this connection 
is in the amount of $16,859. No other party offered testimony to refute 
this additional test year expense in the amount of $16,859. Accordingly, this 
additional amount is found to be proper and Panhandle’s adjusted amount 
of $2,335,062 for ad valorem taxes will be allowed. 

Panhandle recorded on its book for the 12 months ended October 31, 1954, 
gross production tax accruals in the amount of $207,152.82 The Staff pro- 
poses to adjust this amount upward by $23,232 for a total of $230,384 8 so 
as to give effect to “the increase in Texas gross production tax” which 
became effective during such period. Panhandle, however, proposes to in- 
crease the book figure by $61,560, which apparently results from adjusting 
the actual gross taxable production shown for the test year, and estimating 
the tax liability on the basis of Texas gross production tax requirements in 
effect in October 1955. There is a difference of $38,328 between the Staff and 
Panhandle proposals. 

Fairness and equity require that Panhandle be allowed to include in its 
cost of service the increase in Texas gross production tax which became 
effective during the test year, and the propriety of the $23,232 adjustment 
which the Staff proposes is not placed in issue and will be allowed in the 
cost of service. However, Panhandle’s proposed additional increase of $38,328 
will be disallowed for the same reasons outlined above in connection with 
the disallowance of Panhandle’s other proposals which are based upon post- 
test year expenses. + 

Panhandle proposes to increase its book accrual for payroll taxes (State and 
Federal) chargeable to operating expenses for the twelve months ended 
October 31, 1954, in the amount of $15,355.84 This is based upon payroll in- 
creases occurring during and subsequent to such period, and social security 
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tax effective January 1, 1955, calculated thereon. P&nhandle’s proposal to 
increase this expense in the amount of $15,355 through the inclusion of post- 
test year expenses will be rejected for the reasons outlined above. The evi- 
dence establishes that on the basis of the wage and salary adjustments 
reflecting changes occurring during the test period, and hereinabove discussed 
and allowed, there would be an additional related payroll tax expense in the 
amount of $2,852.85 The amount which will be allowed by the Examiner for 
payroll taxes is the Staff’s figure of $133,385 increased by the $2,852 adjust- 
ment above or a total of $136,237. 

Panhandle recorded on its books as use and excise tax chargeable to 
operating expenses for the twelve months ended October 31, 1954, the amount 
of $7,516.87 The Staff proposes to increase this accrual by $11,380, so as to 
allow $18,896 for such taxes.% 

The record is not entirely clear as to the details for either proposal, but 
since the amount involved is de minimis, and since the Staff’s proposal of 
$18,896 cannot be considered unfair to Panhandle, it will be allowed. 

It is found and concluded that Panhandle is entitled to recover in its cost 
of service the following additional uncontested tax items: Maintenance of 
Highway (Kansas), $288.00; Intangible (Michigan), $851.00; Documentary 
Stamps (N.Y.), $28.00; Disability Benefits (N.Y.), $596.00; Franchise Taxes, 
$87,510.00 ; Business Receipt Tax (Michigan), $7,529.00; Occupancy Tax (N.Y.), 
$6.00; Gross Receipts Tax (Ill. and Texas), $154,775.00; State Income Tax, 
$52,500, or a total of $304,083.00 for such taxes.®? 

In its order of December 13, 1954 in this proceeding, the Commission con- 
sidered the matter of the rate of return and said (13 FPC 1570 at 1571): 


It is well established that when a matter has been fully considered and 
decided by us, it must be regarded as settled unless significant new facts 
or changed conditions and circumstances are presented which would require 
its reconsideration. We have considered the evidence submitted by Pan- 
handle in these proceedings in the light of our Opinion Nos. 214, 214-A, 
269 and 274, and we find from such examination that Panhandle has failed 
to show any significant changes in conditions, as hereinafter more fully 
discussed, from those upon which said opinions were based to warrant a 
rehearing and redetermination of issues and principles there decided and 
reasserted here. 

In Opinion No. 269 we allowed 534% rate of return. Here Panhandle 
seeks 63,%. This claim is not premised on a change of conditions, but 
is based primarily on the reassertion of the same theories rejected by us 
in Opinion No. 269 [18 FPC 53 at 97 and 98], and more recently in 
Opinion No. 278, In the Matter of El Paso Natural Gas Company, Docket 
No G-2018, issued November 26, 1954 [13 FPC 421]. Based on Pan- 
handle’s failure to show new facts or changed conditions our prior 


determination that 534% represents a reasonable rate of return must 
stand. 


and the Commission dismissed Panhandle’s application as to the issue of the 
rate of return.™ 


85 Exhibit No. 69, page 1. 

86 Exhibit No. 24, Schedule 13. 

87 Exhibit No. 9, Schedule 5. 

88 Exhibit No. 24, Schedule 13. 

89 Exhibit No. 24, Schedule 13, Exhibit No. 9, Schedule 5. 

90 As already indicated the Commission’s order was affirmed by the Third Circuit. 
Panhandle Eastern Pipe Line Company v. Federal Power Commission, supra. 
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In the light of the Commission’s statement the rate of return issue must be 
regarded as settled, absent a showing of new facts or changed conditions 
which would require its reconsideration. 

On October 4, 1954, Panhandle offered in evidence Exhibit Nos. 15, 16, 17 
and 18. Each of these exhibits dealt with the cost of service for the test 
period in the twelve months ended October 31, 1954, or with allocation of 
cost of service in its various aspects for such test period based upon a rate 
of return of 6.75 percent. 

In connection with the offer counsel for Panhandle stated: 

Candor would require me to say that inasmuch as this evidence includes 
the resurrection and the presentation of the four dismissed issues, that in 
so far as it does that, * * * we are here attempting to adduce evidence 
which the Commission itself has in its order said it doesn’t want to hear. 

Since the exhibits dealt with matters already fully considered by the Com- 
mission and matters on which the Commission had reached a decision, as 
expressed in its order of December 13, 1954, the proffered evidence was re- 
jected. Accordingly, these exhibits may not be considered as having any pro- 
bative force. The only matters properly in the record for decision on this 
phase of the proceedings are matters considered and passed upon by the 
Commission in its order of December 13, 1954 which order is, of course, 
binding upon all parties and upon the Examiner. Therefore, it is concluded 
that the rate of return of 5% percent heretofore fixed by the Commission as 
fair, reasonable and adequate for Panhandle, must be used in this proceeding. 


Contention of Michigan Consolidated Gas Company 


The intervener Michigan Consolidated Gas Company (Michigan Consolidated) 
presented certain evidence purporting to show an unsatisfied demand in its 
service area for interruptible gas which Michigan Consolidated has heretofore 
sought to obtain from Panhandle. In its brief Michigan Consolidated argues 
that Panhandle’s jurisdictional sales volume should be adjusted to reflect the 
sales of interruptible gas which it has sought from Panhandle. 

There can be no doubt that Panhandle’s I-1 rate schedule™ is still in 
existence and has never been eliminated from Panhandle’s FPC Gas Tariff 
by the Commission, and that therefore Panhandle is under a duty to comply 
with such tariff.% However, the fact that Panhandle may not have complied 
with its obligations pursuant to such tariff does not in this proceeding neces- 
sarily lead to the conclusion that the adjustment sought by Michigan Con- 
solidated should be made. Adjustments are presumably to be made on the 
basis of a representative test period. While there is no doubt that Panhandle 
was under an obligation to service Michigan Consolidated, if it had gas avail- 
able under the I-1 tariff, it is not clear on the basis of such tariff and the 
evidence presented that Panhandle should or could have delivered to Michigan 
Consolidated the total amount of gas for which an adjustment is sought. 
Accordingly, there is an absence of evidence of a sufficiently substantial char- 


91 Tr. 560. 

92 The Commission issued an order on January 28, 1955, accepting substitute tariff 
sheets consistent with its December 13, 1954 order. 

93 Panhandle FPC Gas Tariff, Original Volume 1. 

%4 Panhandle Eastern Pipe Line Company v. Federal Power Commission, 232 F. 2d 
467, (CA3), cert. den. 352 U.S. 891 (Affirming Commission Opinion No. 274, issued 
July 28, 1954). See also Michigan Consolidated Gas Company v. Federal Power Com- 
mission, 246 F. 2d 904, (CA8), cert. den. 355 U.S. 894 (Which reversed Opinion 292, 
issued June 30, 1956, (15 FPC 46, 16 FPC 870) on other issues but which cannot be 


held to constitute a reversal of Opinion 274, or the Third Circuit’s affirmance of that 
opinion.) 
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acter upon which an adjusted figure could be predicated. Under these cir- 
cumstances the Examiner concludes that the adjustment sought by Michigan 
Consolidated cannot properly be adopted. 


Gas Purchased From Trunkline 


A substantial portion of Panhandle’s gas supply is purchased from its sub- 
sidiary Trunkline Gas Company near Tuscola, Illinois, where the transmission 
line of the latter connects with the Panhandle system. Panhandle and the 
Staff are in agreement as to the volume of Trunkline gas which Panhandle 
purchased during the test year. Such volume as reflected “per books” was 
96,654,891 Mcf, and no adjustments were made to the actual “per books” 
volume.®% 

The cost of Trunkline’s delivered volumes of gas to Panhandle is here 
predicated upon a cost of service type of tariff through which Trunkline is 
entitled to recover from Panhandle all its costs of service (less other revenue 
credits) including a return of 6 percent on net investment rate base as set 
out in Trunkline’s applicable FPC Gas Tariff, Original Volume No. 1. Various 
adjustments to the cost of service, plant, and taxes will now be discussed. 
A rate-base and return and a cost of service, have been determined, and are 
set forth as Appendix III and IV hereof. 


Trunkline Adjustments 


As we have seen the Commission’s Staff concluded in its field investigation 
that it would be proper to synchronize the test year which it would apply to 
Trunkline and its parent Panhandle and since Panhandle had selected a test 
period, adjusted to October 31, 1954, and for the reasons discussed in con- 
nection with Panhandle’s adjustments, to generally recommend disallowance 
of any proposed adjustments to Trunkline’s book cost for costs arising after 
October 31, 1954. As we have also seen, the Commission’s Staff concluded 
that Trunkline’s cost of service for the test period ending October 31, 1954 
should only include adjustments to the book accounts to reflect the full and 
complete annual effect of all known changes in cost to October 31, 1954, to- 
gether with increased costs which were established to have been the result of 
contractual arrangements completed within the test period. The Examiner has 
hereinabove found for the reasons discussed in connection with various ad- 
justments proposed by Panhandle, that under the particular facts and cir- 
cumstances of this case the Staff’s approach to this problem is appropriate 
and should be followed. Proposed adjustments to Trunkline’s cost of service 
which will be discussed will be considered and disposed of on that basis. 

Panhandle in its reply brief (page 76) states that the Staff simply assumes 
that the adjustments which it proposes in the cost of Trunkline’s purchased 
gas are unwarranted “upon the increase in capacity ground heretofore dis- 
cussed,” but points out that Trunkline’s increased capacity did not go into 
effect until January 1956, “while the increase in costs took place in 1955 * * *.” 
Panhandle complains that the Staff’s approach to this item would not allow it 
to recover the amount it was required to pay Trunkline for gas during the 
year 1955. 

The Staff’s opposition to Trunkline’s proposed adjustment in connection with 
this, and other items in Trunkline’s cost of service which will be hereinafter 
discussed, appears basically to be that the proposed adjustment represents 
costs occurring after the end of the test year (Staff brief, pages 80-82). More- 
over, as the Staff points out and as is acknowledged by Panhandle, Trunkline 


% Exhibit No. 9, Schedule 12.1. Exhibit No. 26, Schedule 8. 
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is an almost entirely owned corporate subsidiary (Panhandle owns 98.8 per- 
cent of the common stock of Trunkline), and is in point of physical operation 
completely integrated with Panhandle, and is in effect operated as a depart- 
ment of Panhandle, and Panhandle and Trunkline have a number of common 
officers and directors. Adjustments must be considered accordingly. 

One of the larger adjustments proposed by Trunkline is in connection with 
the cost of the gas which it purchased. The total volume shown by Trunk- 
line’s books to have been purchased by it during the test year is 100,594,383 
Mcf % at a cost of $8,285,088. Trunkline has adjusted this cost by including 
price increases from various vendors expected to occur up to October 1, 1955, 
and through the shifting of volumes between various suppliers so that while 
the total annual volumes purchased were not increased, larger takes of gas 
were shown from vendors charging higher unit prices. This results in a total 
estimated cost to Trunkline at October 1, 1955, of $10,824,185, or an estimated 
increase of $2,539,097 over the actual book costs for the test year. 

The Staff proposed an adjustment in this connection limited to price in- 
creases “which became effective prior to October 31, 1954, or could be antici- 
pated with reasonable certainty on October 31, 1954.” This proposal would 
increase Trunkline’s book cost for purchased gas from $8,285,088 to $8,498,914, 
or an increase of $213,826 for the test year. Thus, the Staff would allow 
$213,826 for increased cost of gas to Trunkline over that paid for the same 
volume during the test year. 

The allowance proposed by the Staff is on its face based upon sound prin- 
ciples of law and accounting, whereas that proposed by Trunkline would im- 
pose upon Panhandle’s rate payers costs which have not been established as a 
~esult of expenses occurring during the test year. In addition, it is noted 
that the increased amounts claimed by Trunkline for purchased gas include 
amounts arrived at by the application of increases in rates which had been 
sought in proceedings instituted by some of Trunkline’s major gas suppliers, 
but that at the time of the hearing such proceedings had not reached the 
stage of final determination. Consequently, it would not be proper to include 
such higher rates in Trunkline’s test year gas costs. Therefore, Trunkline’s 
proposed adjustment in the amount of $2,539,097 must be disallowed. How- 
ever the Staff’s proposal to increase the cost of gas purchased by Trunkline 
during the test year from $8,285,085 to $8,498,914, a net increase of $213,826, 
is found to be proper, and will be allowed. 

Trunkline proposed to increase its test year cost of service by $463,927 
applicable to the new Mississippi River Crossing placed in service on Decem- 
ber 22, 1954, and $453,036 applicable to the Edna Compressor Station, placed 
in service March 20, 1955.% These increases include estimates for operating 
expenses, depreciation, return on investment and related income and other 
taxes.°® The Staff did not propose any corresponding adjustments. 

The specific figures covering these two amounts do not appear in the evi- 
dence presented but are derived figures appearing first in Panhandle’s initial 
brief. The derivation of these figures employed by Panhandle is obscure and 
the burden of establishing that these adjustments should be made has not 
been met by Panhandle. Furthermore, for the reasons discussed above, the 


96 Exhibit No. 14, Schedule 2. 

9 Exhibit No. 40, Schedule B. 

98 The new Mississippi River Crossing was certificated in Docket No. G-2402 by Com- 
mission order issued June 17, 1954, 13 FPC 1121; Edna Compressor Station was cer- 
tificated in Docket No. G-2509, by Commission order issued September 20, 1954, 13 FPC 
1388. 


99 Attributed to Exhibit No. 14, Schedule 3 in Panhandle’s initial brief, Appendix D, 
pages 17a and 20a. 
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Examiner has concluded that it would not be proper to allow contested ad- 
justments herein covering costs arising after the test year, and, accordingly, 
both of these proposed adjustments in the amounts of $463,927 and $453,036 
will be disallowed. 

Trunkline proposes an adjustment in the total amount of $122,174 for field 
wage increases for pipeline department through August 31, 1955, and also 
proposes an increase of $29,070 for the measurement department for salary 
increases and expenses through July 1955. The Commission’s Staff proposes 
a smaller adjustment covering the period from November 1, 1953 through 
October 31, 1954, normalizing for the entire twelve months for increases oc- 
curring therein, in the total amounts of $15,688 and $11,820. For the reasons 
already discussed in connection with other adjustments proposed by Trunkline, 
based upon expenses arising after the test year, Trunkline’s proposed adjust- 
ments in the amount of $151,244 will be disallowed, and adjustments limited 
to $27,508 as proposed by the Staff will be made in Trunkline’s cost of 
service.1 

Trunkline also proposes an adjustment of the compressor department wages 
and salaries to cover increases for the period January 1, 1955 through August 
$1, 1955, in the amount of $32,713. The Staff makes no adjustment for this 
item. Since the expense covered by the proposed adjustment relates to a 
period subsequent to the end of the test year, the adjustment will be dis- 
allowed.1% 

An adjustment of expense items such as that recommended here by Trunk- 
line might appear superficially to be justified, but when one consider that this 
is an adjustment of expense without relation to possible changes in revenue 
to the party proposing the adjustment, it becomes apparent that there would 
be no justification to support the adjustment. This applies with equal force to 
Trunkline’s other proposed adjustments relating to post-test year expenses 
which have hereinbefore been or will now be discussed. 

Trunkline proposes to increase operating expenses of the pipeline depart- 
ment in the amount of $57,989 due to the “New Pipeline District” which went 
into service subsequent to the end of the test year. Since this proposal also 
relates to expenses arising after the test year the proposed adjustment in the 
amount of $57,989 will be disallowed.1 

Trunkline proposes to adjust the book expense for increased salaries and 
expenses of the communications department through June 1955, in the amount 
of $8,563,108 

This proposed adjustment, likewise relates to expenses arising after the test 
year and it will be disallowed for the reasons hereinabove set forth. 

Trunkline’s proposed adjustment with respect to the gas supply department 
is for estimated increases in personnel, salaries and expenses through May 31, 
1955. Since Trunkline’s proposed adjustment in the amount of $23,565 relates 
to expenses occurring after the test year, it will be disallowed for the reasons 
set forth above. However, the Staff proposed to normalize the full test year 
by increases in salaries and expenses in the gas supply department effective 
during the test year so as to adjust this expense by an increase of $7,560. The 
Staff’s proposed adjustment is found to be proper and will be allowed.1% 

Trunkline proposes to adjust salaries and expenses of the pressure depart- 
ment for increases which became effective through March 31, 1955, in the 


100 Exhibit No. 14, Schedule 3, Exhibit No. 40, Schedule C. 
101 Exhibit No. 14, Schedule 3. 
102 Exhibit No. 14, Schedule 3. 
103 Exhibit No. 14, Schedule 3. 
104 Hxhibit No. 14, Schedule 3. Exhibit No. 40, Schedule C. 
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amount of $2,302°% The Staff does not recommend any related adjustment. 
Trunkline’s proposed increase of $2,302 is based upon costs arising after the 
test year and for the reasons outlined above will be disallowed. 

Trunkline proposes to increase salaries and expenses of the land depart- 
ment to cover increases occurring through January 1, 1955, in the amount of 
$8,954. The Staff’s related adjustment in the amount of $6,629 only covers 
increases which were effective during the test year. Trunkline’s proposal in- 
cludes increased costs arising after the test year and will be disallowed for 
the reasons stated above. However, the Staff’s proposed adjustment in the 
amount of $6,629 is found to be proper and will be allowed.1% 

Trunkline proposes to increase the operating costs of the engineering de- 
partment in the amount of $92,411, for increases in salaries and expenses 
through July 1955.1°% The Staff proposes a similar adjustment in the amount 
of $39,059 to reflect corrections and increases occurring during the test year.1 
Trunkline’s proposed adjustment in the amount of $92,411 includes increases 
occurring after the test year, and for the reasons stated above will also be 
disallowed. On the other hand, the Staff’s proposed adjustment of $39,059 is 
found to be proper and an adjustment limited to that amount will be allowed. 

Trunkline proposes an adjustment in the amount of $79,834 to cover in- 
creases in administrative and general personnel, salaries and expenses through 
July 1955.° This adjustment relates to expenses arising after the test year 
and will also be disallowed for reasons stated above. 

The Staff proposes an adjustment of $7,620 for the legal department and 
senior executives, $9,426 for other general office departments, $23,391 for cor- 
rection of charges to Gulf Interstate Gas Company, and $1,469 for incidental 
costs of the legal department.“° The Staff’s proposed increases and correc- 
tions totalling $41,906 represent expenses correctly determined for the test 
year and will be allowed. 

Both Staff%™ and Trunkline “2 recommend an adjustment in the latter’s 
accounts relating to a payroll bonus provision not applicable to the test year. 
The difference between the amount of the adjustments is minimal and that 
recommended by Trunkline being slightly larger. There appears to be no dif- 
ference in the principle involved. In view of the fact that the Staff’s recom- 
mendation will not be unfair to Trunkline it will be adopted in the amount 
of $41,447. 

Trunkline proposes to make adjustments to Administrative and General 
Expense Accounts through increasing Special Services by $23,607, Special Legal 
Services by $19,873, Insurance Expense by $33,049, Pension Expense by $77,640, 
and other administrative and general expense accounts by $38,492, totalling 
$192,661, as the result of increases occurring during and after the test year. 
The Commission’s Staff proposes comparable adjustments showing a decrease 
of $3,899 in Insurance Expense, an increase of $53,641 in Pension Expense, and 
an increase of $700 in other administrative and general expense accounts.U4 

The Staff witness who sponsored the exhibit material relating to Trunkline’s 
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cost of service conceded 145 that Pension Expense should be increased by the 
additional amount of $15,212 so as to show a total increase to that account of 
$68,853. These net adjustments totalling $76,666 which the Staff proposes are 
the result of changes during the test year and also include delayed payments 
applicable to the test year. 

Trunkline contends that it should be permitted to make certain adjustments 
of expenses totalling $192,661. The evidence which it has produced to support 
its claim is so obscure as to the time factor involved that it cannot be deter- 
mined which specific part thereof, if any, was expended during the test period. 
As Trunkline well knows, it has the burden of establishing every dollar of 
its claims as to the cost of service, it has in this instance not met the statutory 
burden. The Staff, however has presented evidence which was confined to the 
test period showing adjustments in the total net amount of $76,666. It is 
found and concluded that the adjustments recommended by the Staff are 
sound on accounting principles and appropriate for cost of service determina- 
tion purposes and such figure is determined to be the appropriate adjustment 
to make. 

Trunkline proposes an adjustment in the amount of $34,6986 to cover es- 
timated labor and expenses of a compressor engine overhaul program inaugu- 
rated in 1955. The witness who sponsored Trunkline’s cost of service exhibit 
material stated that such a program was not carried on in the year 1954, and 
no such costs were incurred during that year. He testified that some com- 
pressor engine overhaul work was done in 1953, but that those costs were not 
segregated in the company’s books. 

The Staff proposes to allow all regular maintenance costs recorded during 
the test year, but does not propose any adjustment for estimated compressor 
engine overhaul costs. 

Since Trunkline’s proposed adjustment relates to an expenditure which was 
not made during the test period and because for test year purposes future 
expenditures would have to be considered in relation to revenues at the later 
date, it would be inappropriate to grant the proposed adjustment at this time. 
This adjustment will accordingly be disallowed. 

A problem arises relating to the capitalization of Trunkline’s expenditures 
for construction. The situation involved may be described as follows: 

Panhandle obtained money at a cost of 2.8 percent. Trunkline expended 
somewhat over $12,000,000 for construction. To furnish Trunkline with the 
funds necessary to pay for the cost of construction, Panhandle purchased 
additional shares of common and preferred stock from Trunkline. The funds 
to acquire these shares of Trunkline stock were obtained by Panhandle 
through the sale of $35 million of 234 percent debentures at an interest cost 
to the parent of 2.8 percent. Panhandle owns 97 percent of the common stock 
of Trunkline and held 60 percent at the time of the transaction. 

The cost exacted by Panhandle from Trunkline for the construction of the 
latter’s facilities in the amount of $12,300,000 for construction funds needed 
by the latter to December 31, 1952, including allowances of 5 percent plus 
expenses for all common stock money used, as determined by the Staff was 
$3,309,348 or $3,160 more than the $3,306,188 capitalized. The combined al- 
lowances at 5 percent plus expenses for the $3,888,973 of preferred stock money 
and at 6 percent for the $8,376,254 of common stock money furnished by 
Panhandle, however, exceeded by $478,075 the cost of these funds to Panhandle 
during the construction period at 2.8 percent per annum. There is no dispute 
about the mathematics involved. 
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The cases are numerous to the effect that a parent may not make a syn- 
thetic profit through deals with its controlled company. Accordingly, the Staff 
recommended 17 that there be excluded from Trunkline’s plant account herein 
the amount of $474,915, less depreciation, representing the difference between 
the excess of interest capitalized with respect to construction funds furnished 
by Panhandle ($478,075) over the additional interest allowable ($3,160) asso- 
ciated with other than the Panhandle funds. 

The recommendation of the Staff is closely in line with the decided authori- 
ties in this field.™ 

In opposing the Staff’s recommendation, Panhandle relied upon the Commis- 
sion’s Opinion No. 275 In the Matter of Michigan Wisconsin Pipe Company, 
Docket No. G—1678, et al., issued July 30, 1954, 18 FPC 326, Opinion No. 275, 
is distinguishable from the present case. Here the principal source of funds 
for Trunkline’s construction involved a sale of debt securities by the parent 
at a rate of interest less than half the amount sought to be placed in the 
interest capitalization on the back of the affiliate. Insofar as the Michigan 
Wisconsin transaction was concerned, the fact is that the parent financed the 
construction of additional facilities for Michigan Wisconsin but there was no 
showing that the parent made a profit on the financing necessary to obtain 
funds for such construction. At least no issue was raised as to intercorpo- 
rate profits and, therefore, the case cannot be considered as a precedent in 
conflict with the numerous and well-considered. opinions to the effect that 
there shall be no synthetic profits as between affiliated companies. 

The net effect of this adjustment is shown to be a reduction of approxi- 
mately $90,000 in Trunkline’s cost of service. For the reasons indicated above, 
it is concluded that Staff’s proposed adjustment in reducing Trunkline’s gas 
plant account in the amount of $474,915, less depreciation, resulting in a net 
effect on the rate base of $441,671 at October 1, 1953, $433,360 at April 1, 
1954 and $425,049 at October 31, 1954, as shown in Exhibit No. 40, Schedule 
E-1 is proper and will be allowed. 


Depreciation Expense. 


There is a difference of $180,972 between Trunkline™ and the Staff as to 
depreciation.12° This difference arises as a result of Trunkline’s calculation of 
additional depreciation applicable to the Mississippi River crossing and the 
Edna compressor station, in the amount of $164,350 and from the Staff's pro- 
posed exclusion of depreciation of $16,622 applicable to the Staff’s interest 
capitalization adjustment. 

Since these plant costs are being disallowed herein, the depreciation expense 
associated therewith and claimed by Trunkline in the amount of $180,972 must 
also be disallowed. This leaves allowable depreciation expense of $2,774,538. 


Trunkline’s Rate Base. 


There are several differences between Trunkline and the Staff with respect 
to net gas plant. Trunkline proposes to include additional plant and related 
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depreciation reserve for the Edna compressor station and the Mississippi River 
crossing, neither of which was placed in service during the test year. Trunk- 
line’s claim to operating expenses for these two facilities and depreciation 
expense associated therewith has hereinbefore been disallowed. Consistently 
with that treatment, the items of plant and depreciation reserve would like- 
wise be disallowed. 

The Staff proposes to adjust the gas plant downward so as to eliminate 
from Trunkline’s gas plant the excessive interest capitalized. This adjust- 
ment was discussed and disposed of at pages 840-841, supra. 

Trunkline and the Staff are in agreement and there is no controversy re- 
garding the proper amounts to be allowed for gas plant held for future use 
and for contributions in aid of construction, and these figures as allowed 
herein are set forth in Appendix III hereof. 

Trunkline and the Staff are in agreement as to the proper amounts to be 
allowed Trunkline for materials and supplies. Under the Commission’s estab- 
lished practice, Trunkline is entitled to an allowance for 45 days or one-eighth 
of the test year operating expenses, exclusive of purchased gas cost as ad- 
justed, plus the allowance for materials and supplies, as working capital. The 
total working capital as allowed by the Examiner, is shown in Appendix III 
hereof. 

Neither Trunkline nor the Commission Staff propose to include allowances 
for prepayments or certain other items of working capital which have been 
allowed by the Commission in some instances in other rate proceedings. On 
the other hand, neither the Staff nor any other party proposed to make any 
deduction from Trunkline’s working capital for Federal income tax accruals, 
and consequently, the Examiner has concluded that since none of these items 
are being included in working capital, Trunkline’s working capital should not 
be credited with Federal income tax accruals in this proceeding. 


Computation of Trunkline Federal Income Tax. 


There is a difference of $303,027 between Trunkline and the Staff in cal- 
culating return on investment. This is attributable to Trunkline’s having in- 
cluded certain rate base components, which the Staff did not include, in 
calculating return.122 The Examiner has hereinbefore disallowed these com- 
ponents in connection with net gas plant and working capital, and has fixed 
the allowance for return at $4,534,269. 

There are also differences between Trunkline and the Staff as to tax ad- 
justments. The first of these items is a tax addition for depreciation expense. 
The Examiner has hereinbefore allowed for this purpose the amount of 
$2,774,538, and this figure will be used here. The next item which shows a 
difference is a tax deduction for normal tax depreciation. For this purpose 
the Staff proposes the amount of $2,849,721 and Trunkline proposes $3,010,332 
or a difference of $160,611. It is not clear from the record just how this 
difference arose, but it apparently results from Trunkline’s having claimed 
additional tax depreication on the Mississippi River crossing and the Edna 
compressor station, the cost of both of which has already been disallowed by 
the Examiner. Accordingly, the amount of $2,849,721, as proposed by the 
Staff, is found to be proper and will be allowed. There is a minor tax de- 
duction of $2,300 proposed by the Staff and a similar deduction of $297 pro- 
posed by Trunkline. Since neither amount is contested, and the amount pro- 
posed by the Staff cannot be considered unfair to Trunkline, it will be allowed. 
Trunkline and the Staff are in complete agreement with respect to all other 
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tax additions and deductions to be used in computing Federal income tax and 
there is no contest regarding them. The Federal income tax which will be 
allowed for the purpose of this proceeding is in the amount of $3,082,721. 

For taxes other than Federal income, Trunkline proposes an increase of 
$56,188 over the Company’s actual book figures of $949,924 for an adjusted 
total cost of $1,006,062 for the test year.” The Staff, on the other hand, 
proposes a net increase in the book costs of $949,924, by the amount of $5,881 14 
with the resulting total cost of $955,805. The Staff and Trunkline are in 
agreement on costs to be allowed for gathering, horsepower, gross receipts, 
privilege and payroll taxes. The differences between the Staff and Trunkline 
as to the treatment to be given the remainder of these taxes, namely, ad 
valorem, franchise, state income and pipeline franchise taxes, is due to the 
Staff’s limiting its proposal to increases arising during the test year. Trunk- 
line, as in other adjustments which it proposes has included expenses arising 
after the test year, and its proposals as to these taxes will, accordingly, be 
disallowed. 

The Staff’s proposed adjustments which result in a net increase of $5,881 
over the book costs for taxes other than Federal income, are found to be proper 
and will be allowed. Taxes other than Federal income for the twelve months 
ended October 31, 1954, as determined herein, are summarized as follows: 





Actual Adjustments | As adjusted 










I i ie sceeictitirs ak cieicninrecirininielp ecient atic 7 $791,015 
Franchise-..- oan 6, 38, 526 
927 

















A summary of Trunkine’s rate base and return is attached hereto as Appen- 
dix III. The figures contained herein give effect to adjustments hereinbefore 
discussed, and such figures are adopted herein as the appropriate rate base 
and return for Trunkline. 

Appendix IV hereof shows Trunkline Gas Company’s cost of service for the 
test year as determined herein. ‘There is no dispute between the Staff and 
Trunkline as to the actual “per books” cost of service of $21,954,947. The 
figures contained therein give effect to the adjustments hereinbefore discussed. 
There are also shown credits relating to gas used in company operations, and 
miscellaneous operating revenues. As to the first of these, the Staff and the 
company agree on the book figure of $299,693. The Staff proposes to reduce 
this credit by $130,892 for an adjusted credit of $168,801.2*5 Trunkline instead 
proposes to increase the book figure by $54,750 for an adjusted credit of 
$354,443.12 The Staff proposes to reduce the book credit of $16,617 for mis- 
cellaneous operating expenses by $12,249 for an adjusted credit of $4,368. 









123 Exhibit No. 14, Schedule 5. 
1% The Staff in Exhibit No. 40, Schedule G, included an increase of $9,139 for Ten- 
nessee franchise tax. The witness who sponsored the Exhibit testified that this tax did 
not become effective until 1955 and that such amount had been included through error, 
and it has therefore been subtracted from the Staff’s proposed total adjustment re- 
sulting in the net figure of $5,881. 
125 See Exhibit No. 40, Schedule A. 
126 Exhibit No. 14, Schedule 1. 
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Trunkline does not propose to adjust this item. The testimony of the witness 
who sponsored Exhibit No. 40, which contains these two adjustments proposed 
by the Staff, was not impeached and the Staff’s adjustments are accepted as 
eorrect. The cost of service to Panhandle, as determined herein, is $22,719,937. 


Panhandle’s Rate Base 
Gas Plant. 


Panhandle shows a total average investment in gas plant of $224,594,249,%" 
whereas the Staff shows an average amount of $224,554,664,1° or a difference 
of $39,585. This difference results from Panhandle’s including air condition- 
ing equipment placed in service, subsequent to the test year, and a minor 
difference between Panhandle and the Staff, with respect to intangible plant 
(franchises and consents). The Examiner has hereinbefore disallowed operat- 
ing costs related to this air conditioning equipment because these facilities 
were not placed in service until after the test year; accordingly, the cost of 
these facilities will also be disallowed. The Staff’s proposed adjustment of 
franchises and consents exceeds that proposed by Panhandle and cannot be 
considered unfair to Panhandle and the difference may be considered de 
minimis, and the Staff’s adjustment will be allowed. Accordingly, the Staff’s 
proposed average amount of $224,554,664 for investment in gas plant is adopted 
for the purposes of this proceeding. 


Depreciation, Depletion and Amortization Reserves 


There is very little difference between Panhandle and the Staff with respect 
to depreciation reserves. Panhandle proposes the average amount of $67,095,- 
370, for this item and the Staff proposes the average amount of $67,052,799,2° 
or a difference of $42,571. This difference will not materially affect rates, but 


since Panhandle’s figure includes amounts on items hereinbefore disallowed by 


the Examiner, the Staff’s proposed figure of $67,052,799 will be adopted for 
the purpose of this proceeding. 


Contributions in Aid of Construction 


There is no controversy with respect to the average amount for contributions 
in aid of construction, and the amount of $605,773, as proposed by both Pan- 
handle *** and the Staff,*? will be allowed for this purpose. 

After deducting the average reserves for depreciation, depletion and amor- 
tization of $67,052,799, and the average contributions in aid of construction of 
$605,773, the total net plant investment is $156,896,092. 


Panhandle’s Working Capital 


Under the Commission’s established practice, Panhandle is entitled to an 
allowance for 45 days or %th of the test year operating expenses, exclusive 
of purchased gas cost, as adjusted.%* The Examiner has found that the 
company’s test year operating expenses exclusive of purchased gas cost is 


127 Exhibit No. 9. Schedule 7. 

128 Exhibit No. 24, Schedule 7. 

129 Exhibit No. 9, Schedule 8. 

130 Exhibit No. 24, Schedule 7. 

131 Exhibit No. 9, Schedule 9. 

1382 Exhibit No. 24, Schedule 7. 

133 In the Matter of Canadian River Gas Co., et al., 3 FPC 32, 52 (1942); City of 
Cleveland v. Hope Natural Gas Co., 3 FPC 150, 174 (1942); City of Detroit v. Pan- 
handle Eastern Pipe Line Co., 3 FPC 273, 282 (1942); In the Matter of Cities Service 
Gas Co., 3 FPC 459, 477 (1943); In the Matter of Mississippi River Fuel Corp., 4 


FPC 340, 344 (1945); In the Matter of Tennessee Gas Transmission Co., 6 FPC 114, 
115 (1947). 
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$14,521,840. From this amount will be deducted $998,498 for gas well royal- 
ties, $251,150 for abandoned leases, $131,979 for depreciation charged to 
clearing accounts for an adjusted total of $13,140,213. One-eighth of this 
amount is $1,642,527. To this there will be added other items of working 
capital which will be discussed. The total amount thus calculated is $5,760,929. 
From this there will, for the reasons hereinafter discussed, be deducted 
(credited) the sum of $3,240,570 for Federal income tax-accruals, leaving a 
balance of $2,520,359, which the Examiner will allow Panhandle in this pro- 
ceeding for working capital. 


Other items of working capital which are allowed are as follows: 


Prepayments. This is not a contested item and the amount of $585,002 is 
allowed. 

Other deferred debits. Panhandle did not support its proposed figure of 
$132,278, and it cannot be accepted, and the Staff's proposed figure of $123,89" 
is found to be appropriate and will be allowed. 

Materials and supplies. Panhandle claims the amount of $3,205,000, which 
represents the average of the monthly balances shown in the company’s books 
for the test year.*5 The Commission Staff concedes that this figure does not 
represent an average of the monthly balances during the test year (ended 
October 31, 1954) but insists that only $2,885,000 should be allowed for this 
item? 

The Staff witness whu attempted to support the latter figure testified that he 
took the latest year-end balance for materials and supplies shown in the books 
on December 31, 1954, and assumed that it represented an average of the 
monthly balances for materials and supplies after eliminating materials and 
supplies for construction purposes. 

The figure of $3,205,000 represents an average of monthly balances. The 
figure of $2,885,000 contended for by the Staff is simply a year-end figure, 
and the assumption by the Staff witness that it was equivalent of the monthly 
averages is not well founded, and, therefore, cannot be accepted, and the 
figure of $3,205,000 is the appropriate figure to be used for the purpose of 
this proceeding. In this connection, it may be noted that the witness who 
undertook to support the Staff’s proposal was of the opinion from past experi- 
ence in earlier Panhandle rate proceedings that the material and supplies 
account would include material and supplies for construction purposes. How- 
ever, he conceded that from his analysis of Panhandle’s books he did not know 
that amounts for construction purposes were actually included in the materials 
and supplies account. 

The Staff has excluded from working capital the item of line pack claimed 
by Panhandle in the amount of $204,510.57 The Staff’s recommended exclu- 
sion of line pack is based upon the Staff witness’s assumption that gas used 
for this purpose has been charged off to expense. The fact that gas in the 
lines (line pack) at any given moment may have been charged to expense 
in the past does not necessarily mean that Panhandle would have recovered 
the cost of such gas in-the cost of service herein allowed. Since it is necessary 
to retain this gas in the pipeline at all times to enable Panhandle to make 
deliveries, this requires an outlay of capital on which Panhandle should be 
allowed a return. 


An identical allowance of this working capital item was made to Panhandle 


134 Exhibit No. 24, Schedule 11, Exhibit No. 9, Schedule 10. 
45 Exhibit No. 9, Schedule 10.1. 

136 Exhibit No. 24, Schedule 11. 

237 Exhibit No. 9, Schedule 10. 
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by the Commission in Opinion No. 269, supra,’** in connection with the com- 
pany’s prior rate procedings, and an allowance in the amount of $204,510 is 
found to be proper and will be made in this proceeding. 


Crediting Federal Income Tax Accruals Against Working Capital 


An issue arises around the question of off-setting Federal income tax ac- 
cruals against the working capital allowance to be made Panhandle. Pan- 
handle insists that only 3344 percent of such accruals are permanently avail- 
able for company use *** and that its working capital allowance should only be 
reduced to that extent. The Staff, however, asserts that an average of 70 per- 
cent of such accruals are available to Panhandle for working capital and that 
under the Commission’s established practice the working capital allowance 
should be credited accordingly.” 

The Panhandle witness who sponsored the company’s proposal testified that 
he had undertaken to follow the method used by the Commission in fixing 
Panhandle’s working capital allowance in Opinion No. 269, supra,)** except 
that as he construed the provisions of the so-called pay-as-you-go corporate 
tax requirements of the Revenue Act of 1954 (26 USC Section 615(a)(b)), 
Panhandle would only have 334% percent of the Federal income tax accruals 
“permanently available” for company use. This represents the lowest mean 
at a particular time of the year. He testified that beginning June 15, 1955, 
the company’s revenues for the months of January, February, March and 
April had been received, but that the May income (on account of the 45-day 
lag between billings to customers and payment of such bills) is not received 
until after June 15, when the Federal income tax payment is due. He also 
testified that cash revenues received after June 15 (commencing in the year 
1955) are only temporarily available because such cash related to income 
taxes would be required for payment of the taxes on the September 15, 
December 15, March 15 and June 15 payment dates. 

Prior to the Revenue Act of 1950, Federal income tax was payable by Pan- 
handle in equal quarterly installments commencing on March 15 of the year 
(Section 56(b), Internal Revenue Code of 1939, 26 USC Section 56(b)). The 
1950 statute (Revenue Act of 1950, 26 USC Section 56(b), (A)) provided for 
acceleration beginning on March 15, 1951, when the quarterly tax payments 
due in March and June were each increased to 30 percent of the total, and the 
two remaining quarterly installments in 1951 were each correspondingly 
reduced to 20 percent. Each year thereafter, the first two quarterly payments 
were each increased 5 percent per year and the second two decreased by a 
like percentage until March 15 and June 15, 1955, the 1954 income tax was 
paid in its entirety. Thereafter, as of September 15, 1955, the 1954 Revenue 
statute (Internal Revenue Code of 1954, Section 6154, 26 USC Section 
6154(a)(b)) became effective, and 5 percent of the then current year’s tax 
was required to be paid on that date and an additional 5 percent was due on 
December 15 of the same year. Correspondingly, on March 15 and June 15, 
1956, the remainder of the 1955 taxes were paid. This cycle of payments is 


138 Opinion No. 269, supra, Table 5, Appendix 1, 13 FPC 53 at 151, reversed and 
remanded on unrelated issues. City of Detroit v. Panhandle Eastern Pipeline Company, 
230 F. 2d 810, 823; cert. den. 352 U.S. 829, rehearing denied 352 U.S. 919. 

18° Exhibit No. 9, Schedule 10. 

140 Exhibit No. 25. 

141In Opinion 269, the Commission credited 75 percent to Panhandle’s Federal in- 
come tax accruals against working capital over objection of Panhandle, 13 FPC 53 at 
93, 95 and 101, also Table 1, Appendix I thereof, at 151. The Court of Appeals did 
not indicate disagreement with the Commission’s treatment of this issue but reversed 
and remanded on unrelated issues. City of Detroit v. Panhandle Eastern Pipe Line 
Company, 230 F. 2d 810, 823; cert. den. 352 U.S. 829, rehearing denied 352 U.S. 919. 
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repeated annually commencing on the September 15 anniversary date of each 
year to the effect that as of the year 1960 the September and December pay- 
ments are each 25 percent of the then current year’s tax obligation with the 
balance payable on March 15 and June 15, 1961. Thereafter, the payment 
schedule will remain constant unless modified by statute. 

The witness who sponsored the Panhandle proposal picks out the one day 
in the year when the accrual is lowest. He gives no consideration to the 
fact that during other days of the year the percentage may and, according 
to the Staff’s exhibit, does run in excess of 100%. If the lowest mean point 
of the available accrual were to be used, as Panhandle proposes, then fairness 
would seem to require that a greater percentage should also be used 
during the portions of the year when a greater percentage of accruals are 
available. However, this approach would not be practical and would be con- 
trary to general Commission precedents. If Commission precedents generally 
followed were to be disregarded on this issue as Panhandle proposes, then 
consideration should perhaps be given to an allowance of the minimum com- 
pany investment at any one point of the year for other components of working 
capital such as materials and supplies. However, as we have seen, Panhandle 
contends in this proceeding that it is entitled to an allowance for materials 
and supplies based upon the average of the monthly balances shown on the 
company’s books during the test year, and the Examiner over protest by the 
Staff has made such an allowance for that purpose. 

Panhandle’s witness has contended for a treatment of accruals for Federal 
income tax substantially different in principle from that which has been ap- 
plied in practically all prior Commission cases. There is nothing novel about 
the “principles” advanced by Panhandle and they have been rejected by the 
Commission in the past. The fact of the matter is that Panhandle, despite 
its “advance” payments, always has substantial amounts of cash collected 
from customers well in advance of the tax payment dates, and it would be 
inequitable to consider only the low point of the accruals and disregard the 
other times when Panhandle is amply supplied with working capital. There 
is no reason to warrant deviation from past principles employed by the 
Commission. 

The witness who sponsored the Staff’s proposal on this item presented a 
detail study for determination of the percentage of Federal income taxes 
available for working capital utilizing three different bases to establish monthly 
accruals of Federal income taxes indicated. His exhibit shows the percentage 
ratio under three different methods for the years 1954 through 1960. The 
first method is the monthly ratio of Panhandle’s wholesale revenue as reported 
on the books of the company to the total of such sales for the year 1954. 
The second method is the monthly ratio of Panhandle’s net income before 
Federal income taxes to the total of such income for the year 1954. The 
third method is a uniform monthly ratio of revenues for a twelve-month 
period. The exhibit shows the effect of accelerated payment of Federal in- 
come taxes calculated on the average percentage of tax accruals available 
for working capital during the years 1954 through 1960.14 The Staff witness 
averaged the percentages of accruals available for the years 1954, 1955 and 
1956. Under all three methods the average percentage is higher than 70 
percent. However, the Staff only proposed a 70 percent credit. If the Staff's 
proposal is found to be proper, it would seem appropriate to consider not only 


the percentage for the years 1954, 1955, and 1956, but also those shown for 
1957 and 1958. 


142 Exhibit No. 25. 
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Under a long line of Commission precedents and court decisions upholding 
these Commission opinions 1** in pipeline rate proceedings, amounts charged to 
customers each month to cover the annual income tax allowance and retained 
by the selling company prior to payment to the Federal government have been 
credited in part against working capital. The company may use the funds 
for any other legitimate corporate purpose it desires, but as the Commission 
has stated, the corporate decision cannot be utilized as an occasion for in- 
creasing consumer rates and unless income tax accruals are credited against 
working capital, such would be the result. When funds available for work- 
ing capital are supplied by rate payers and result from the annual lag in 
income tax payments, the company has available to it funds which affect 
working capital requirements otherwise to be supplied by investors. It would be 
inequitable to require rate payers to pay a return on working capital to the 
extent that income tax accruals are available from the rate payers. 

From a consideration of the record evidence, the Examiner concludes that 
the Staff’s method of using the average percentage of income tax accruals 
eonforms generally to established Commission standards, and the Examiner 
adopts the method followed by the Staff. The Examiner further concludes 
that Panhandle’s proposal to use the 334 percent tax accrual deduction based 
upon a low point during the year has not been sustained. 

For purposes of this proceding, the Examiner adopts Staff’s uniform monthly 
ratio of revenues to determine the percentage of Federal income tax accruals 
to be credited against working capital,“* and will allow a percentage based 
upon a five-year average (1954 through 1958) as summarized below: 





Year Percent 
Pe ee ee a ee oe eee 77.23 
Ce eet Se a ee er ee, 70.56 
I inch ai aides Atanas Beans eta Dainese hsel 65.56 
BOON tote sees het nastiness 60.56 
et eR te tienen abe 55.56 
EE tio IS 5G Sd nheie seeds 329.47 
Sa ne OUD no es 65.89 


Sixty-five percent will be used in calculating the credit to working capital 
from Federal income tax accruals. 


Summary of Panhandle’s Rate Base and Cost of Service 


A summary of Panhandle’s net investment rate base and return is attached 
hereto as Appendix V. The figures contained therein give effect to the adjust- 
ments herein discussed. The total Panhandle interstate rate base as deter- 
mined herein is $157,653,847. 

A summary of Panhandle’s cost of service for the test year as determined 
herein is attached hereto as Appendix VI. The figures contained therein give 
effect to the adjustments herein discussed. The total interstate cost of service 
as determined herein is $71,961,738. 


143 In the Matter of Alabama-Tennessee Natural Gas Co., Docket No. G-585, Opinion 
No. 226, 11 FPC 75, and Opinion No. 226-A, 11 FPC 114; Alabama-Tennessee Natural 
Gas Co. v. Federal Power Commission, 203 F. 2d 494, 498-499; In the Matter of Trans- 
continental Gas Pipe Line Corp., Docket No. G-1842, Opinion No. 227, 11 FPC 94; 
In the Matter of Panhandle Eastern Pipe Line Co., Docket No. G-1116, et al., Opinion 
No. 269, issued April 15, 1954, 18 FPC 53; In the Matter of Michigan Wisconsin Pipe 
Line Co., Docket No. G-1678, Opinion No. 275, issued July 30, 1954, 13 FPC 326; and 


Northern Natural Gas Co. v. Federal Power Commission, 206 F. 2d 690, cert. den. 346 
U.S. 922. 


144 Exhibit No. 25, Schedule 1. 
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Hydrocarbon Extraction Operations 


At Sneed and Liberal 


Panhandle sells extracted and extractable hydrocarbons at two different 
locations in the field, and a problem arises as to the appropriate treatment 
to be given Panhandle’s profits from those operations in the cost of service. 

Panhandle under a contract with Phillips Petroleum Company entered into 
in 1943, turns over to Phillips at the latter’s Sneed, Texas, gasoline extrac- 
tion plant certain volumes of raw natural gas which Panhandle purchases 
and produces in the Panhandle and Hugoton fields. Phillips extracts the 
gasoline and returns the residue, together with a make-up volume equal to 
the extraction shrinkage, to Panhandle for transportation and sale. After the 
extraction the residue gas is reduced to 1018 Btu content per cubic foot. In 
return, Panhandle receives 58.8 percent of the gross revenues derived from 
the sale of the extracted products. 

Panhandle operates and owns a gasoline and hydrocarbon extraction plant 
near its Liberal, Kansas, compressor station, at which another portion of the 
gas which it purchases and produces in the States of Kansas and Oklahoma 
is processed, and the extracted gasoline and other hydrocarbons are sold by 
Panhandle. After this extraction operation the residue gas is reduced to 
approximately 976.2 Btu content per cubic foot, but is enriched by the inclu- 
sion of Texas gas transported from Sneed, to approximately 987 Btu per 
cubic foot. The gas flows from the Phillips plant at Sneed into Panhandle’s 
main transmission lines through which it is transported past Liberal and on 
to the East to Tuscola, Illinois. The gas from the outlet of the Liberal plant 
also flows to the East and is commingled with the gas from Sneed and like- 
wise flows to Tuscola. 

Prior to its Opinion No. 269, the Commission had traditionally, and in 
numerous cases where the gasoline business was associated with the natural- 
gas company’s pipeline operations, credited the pipeline company’s net revenues 
from the extraction operation to the cost of service to be recovered in rates,1* 
and the Commission’s action had received appellate court sanction.‘ 

In the procedings which resulted in Opinion No. 269, the Commission gave 
consideration to Panhandle’s contention that the extraction from its gas 
stream at Sneed and Liberal of natural gasoline and other liquid hydro- 
carbons was a separate business entered into for profit and that, therefore, 
the net revenues derived from such business should not be credited to the 
cost of service. It was maintained by Panhandle, but disputed by the Staff, 
that it was possible to operate Panhandle’s system successfully and efficiently 
without the extraction of gasoline. The Staff presented its evidence in 
accordance with the traditional method theretofore followed by the Commis- 
sion, and insisted that since the facilities used in the extraction business at 
Sneed and Liberal, and the operation itself was associated with and a part of 
the natural gas business, the net revenues therefrom should, as the Com- 
mission had done in prior proceedings, be credited to Panhandle’s cost of 
service. 


The Commission found (13 FPC 53, at 77 and 78) that Panhandle would be 
able, 


145 In the Matter of Hope Natural Gas Company, 3 FPC 150, 178; In the Matter of 
Cities Service Gas Company, 3 FPC 459, 480-481; City of Columbus v. United Fuel 
Gas Company, 5 FPC 279, 290. 

146 Hope Natural Gas Company v. Federal Power Commission, 134 F. 2d 287, 307- 
308, (CA4), reversed on other grounds, 320 U.S. 591; Cities Service Gus Company v. 
Federal Power Commission, 155 F. 2d 694, 703, (CA10), cert. den., 329 U.S. 773. 
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to discontinue the extraction of gasoline without incurring serious operat- 
ing difficulties, nevertheless it is also true that the reduction in the liquid 
content of the gas through the extraction of the heavier hydrocarbons 
does improve the operating efficiency of Panhandle’s pipe-line system. 


The Commission also found that, 


the record clearly shows that certain of the facilities of Panhandle with 
respect to which we have unquestioned jurisdiction are jointly used by 
the gasoline business and in the business of transporting and selling natural 
gas in interstate commerce for resale. Likewise, expenses are jointly 
incurred in the purchase, production, gathering, and transportation of the 
raw natural gas from the wellmouth or points of purchase to the gasoline 
plants. 

It is our view that the rates which we prescribe for the sale of natural 
gas for resale should not rest in part upon the fluctuating and unregulated 
prices of natural gasoline and other liquid hydrocarbons. 


The Commission concluded that in the circumstances of that case, in arriv- 
ing at the amount which should be credited to the cost of Panhandle’s natural 
gas service by reason of the cost of its unregulated gasoline extraction busi- 
ness, there should be applied to the total joint cost a percentage reflecting a 
reduction in the volume of raw gas equal to the loss in heating value of the 
gas due to the extraction of the liquid hydrocarbons plus the fuel used in the 
process. 

As we have seen, the Court of Appeals for the District of Columbia Circuit 
reviewed the Commission’s Opinion No. 269 and accompanying order in City 
of Detroit v. Federal Power Commission, supra. 

The court took cognizance of the Commission’s findings respecting the effect 
upon the efficiency of the transmission line operations of the extraction of 
liquid hydrocarbons but concluded that, 


These facts regarding the usefulness of the extraction process to the trans- 
mission operations, the joint use of facilities, and the joint incurring of 
expenses, coupled with the obvious fact that the extraction process is 
incident to the over-all pipeline transmission and resale operations, clearly 
bring the extraction operations within the jurisdiction of the Commission. 


The court did not consider acceptable the reasons given by the Commission 
for failure to give credit to these revenues and found that the Commission 
had failed to demonstrate a basis for its conclusion that the extraction busi- 
ness should be treated as nonjurisdictional “to the extent that such extrac- 
tion is not requisite to preparation of the gas for pipe-line transportation,” 
and the court held that credit for these revenues should be given. The Com- 
mission’s order was reversed and remanded specifically on this question and 
the question relating to the Commission’s allowance to Panhandle of a so-called 
fair field price for Panhandle’s self-produced gas. 

In this proceeding, Panhandle and the Staff both presented evidence in 
conformity with the position taken by the Commission in Opinion No. 269, 
treating the gasoline operations as nonjurisdictional, and only reflecting credits 
to the cost of service of a percentage of the joint cost reflecting the reduction 
in volume of raw gas equal to the loss in heating value of the gas due to 
the extraction process plus the fuel used in the process. 

Panhandle subsequently presented the testimony of Benjamin Miller, a 
petroleum engineer, who undertook to show the percentages of extraction 
earried on at Sneed and Liberal which he considered contributed to the 
efficiency of the transmission operation. He arrived at certain percentages 
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of the extraction operations carried on at these two points during the test 
year and recommended that dollar amounts, limited to those percentages of 
the net revenues from such extraction during the test year, should be credited 
to the cost of service.** He concluded that the balance of the extraction 
operations at both points should not be treated as jurisdictional or credited 
to the cost of service. 

The intervener City of Detroit and the Commission’s Staff both took the 
position in their briefs that the decision of the court in the City of Detroit 
case is controlling, and must be followed here, so that the net revenues from 
the gasoline operations must be credited to the cost of service. Panhandle 
takes the contrary position and urges that only the portion of the net revenues 
which its expert witness calculated as representing the percentage of the 
extraction operations at Sneed and Liberal, which were desirable from a stand- 
point of operating the pipeline at a maximum efficiency, should be so credited. 

Upon consideration of all the facts and circumstances, the Examiner con- 
cludes that the evidence in this record does not afford the basis for a finding 
different from the finding of the court in City of Detroit on this question. 
Accordingly, Panhandle’s total net revenues from these extraction operations 
during the test year will be credited to Panhandle’s cost of service. 


At Tuscola 


In addition to the extraction operations at Sneed and Liberal, which are 
disposed of separately herein, a third hydrocarbon extraction operation is 
carried on at the plant of the National Petro-Chemicals Corporation (Petro- 
Chemicals) at a point on Panhandle’s main line near Tuscola, Illinois. Pan- 
handle transports the gas stream leaving Sneed and Liberal a distance of some 
780 miles after it leaves those plants before reaching the Petro-Chemicals 
plant. This operation commenced in July 1953. National Distillers Products 
Corporation and Panhandle are the principal stockholders of Petro-Chemicals, 
owning 60 percent and 40 percent of the stock, respectively. 

The gas stream which originated in the Panhandle and Hugoton areas enters 
the Petro-Chemicals plant at 1014 Btu’s per cubic foot. Panhandle sells 
ethane and heavy hydrocarbons which are then removed, and the gas leaves 
the plant at only 933.38 Btu’s per cubic foot. Panhandle’s tariff contemplates 
a delivery of gas having a minimum of 975 Btu’s per cubic foot. Therefore, 
with the gas leaving the plant containing a lesser number of such units, there 
must be commingled a richer gas to supply the deficiency. This richer gas is 
provided by the supply of gas from Trunkline (averaging 1039 Btu’s per cubic 
foot). Thus, the heat content of the natural gas sold by Panhandle east of 
Tuscola is a composite of the gas passing through the Petro-Chemicals plant, 
gas from Panhandle’s other lines, and the Trunkline gas which are commingled 
at or near the Tuscola compressor station. A problem arises as to the appro- 
prate method of allocating the cost of the Petro-Chemicals sale. 

In this proceeding, Panhandle originally proposed that the cost of this sale 
be allocated on a volumetric basis and its case included evidence in support 
of such an allocation’ The Staff, however, insisted and still urges, that the 
cost of this sale should be allocated on a therm or heating value basis,?* 
and cost allocated to other customers on the customary Mef or volumetric 
basis. The Staff’s evidence was presented upon that basis.‘ 


147 Panhandle’s witness E. L. Dunn, an accountant who is a vice-president of H. 
Zinder & Associates, presented a supplemental allocation of cost of service exhibit 
(Exhibit No. 82) showing these dollar amounts. 

148 In its brief the intervener County of Wayne, Michigan, supports the Staff’s posl- 
tion on this issue. 

149 Exhibit No. 26. 
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The evidence adduced by Panhandle in support of the allocation of the 
Petro-Chemicals sale on a volumetric basis consisted of the testimony of and 
exhibit material sponsored by the witness E. L. Dunn. He testified that he 
had allocated costs to Petro-Chemicals on the same basis as that used for all 
other customers served in Panhandle’s central zone, on a straight volumetric 
basis; that the sale to Petro-Chemicals was a direct industrial sale; that the 
cost of the gas supply and cost of transporting gas on the Panhandle system 
are proportional to the volume. He expressed the opinion, that “there is no 
factual basis in this proceeding” for using a so-called Btu 1° method of allocat- 
ing costs of the Petro-Chemicals sale. The witness testified that the costs 
which he had allocated to the Petro-Chemicals sale were included in the large 
dollar amount shown under “industrial” in his exhibit.% Panhandle in its 
initial brief (page 59) has calculated the amount to be credited to the cost 
of service under Mr. Dunn’s volumetric allocation at $3,431,300. 

The Staff presented the testimony and exhibit material of its witness B. P. 
Stockwell, a petroleum engineer, in support of the therm or heating value 
basis of allocating costs to the Petro-Chemicals sale. Mr. Stockwell, after 
explaining the steps taken in allocating Panhandle’s costs generally, explained 
his method of allocating costs to Petro-Chemicals. He determined the volume 
of gas which entered the plant and its heat content and the volume of gas 
which left the plant and its heat content and the volume of gas sold to 
Petro-Chemicals between the inlet and outlet meters and its heat content. He, 
also, determined the volume of residue gas used by Petro-Chemicals as fuel 
and the number of heat units in such fuel. The total number of Btu’s 
delivered to Petro-Chemicals were then converted to therms (a therm by 
definition being 100,000 Btu’s). He also computed the number of therms in 
the gas sold to all other customers. He then allocated all costs other than 
customer costs on a demand and commodity basis, between Petro-Chemicals 
and all other customers. The customer costs were allocated in proportion to 
the weighted number of customers metering units. Having thus determined the 
total cost of service for customers other than. Petro-Chemicals, the witness 
then allocated such costs to classes of sales exclusive of Petro-Chemicals 
on a system-wide demand, commodity and customer metering unit basis, using 
the average three-day peak sales volume of January 10, 11 and 12, 1954, for 
allocating demand costs, the test year sales volumes for allocating commodity 
costs and the weighted number of customer metering units for allocating cus- 
tomer costs. 

The witness, Stockwell, concluded that: 


If the cost was distributed on an Mcf basis, Petro-Chemicals would benefit 
by getting more than twice the heat value per Mcef, while the cost of this 
additional heat value furnished Petro-Chemicals would be charged to all 
other customers, even though they received no benefit therefrom. 

I have therefore found it necessary to allocate to Petro-Chemicals on a 
therm basis, following which I have allocated the balance of cost to other 
customers on an Mef basis. 


The effect of the Staff’s proposed allocation is to treat the product sold by 
Panhandle to Petro-Chemicals and removed from the gas stream as being 
natural gas. 

In rebuttal of the Staff’s presentation, Panhandle presented the testimony 
of Benjamin Miller, a petroleum engineer, whom it had employed for various 
purposes including the making of a study and recommendation as to the 


150 British thermal unit. 
151 Exhibit No. 13, Schedule 1. 
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allocation to be made of the cost of the Petro-Chemicals sale. He would 
allocate for that purpose only some $35,000? more than the amount recom- 
mended by Panhandle’s witness in its initial presentation. The Examiner has 
given thorough consideration to the evidence thus presented by Panhandle, 
and to the evidence presented by the Staff in support of its therm or heating 
value formula, but has concluded that neither formula of allocation for the 
Petro-Chemicals sale affords the most reasonable, practical and equitable 
method of distribution of the costs involved. 

In Opinion No. 269, the Commission referred to the extraction operation at 
the Petro-Chemicals plant and said in part: 


Here again, the extraction process obviously was not ‘an essential part 
of the business of transporting and marketing the natural gas,’ because the 
plant was built long after the pipe line had been in operation. 
* * * * * * - 

It is apparent that what has been said of the Petro extraction operations 
is equally applicable to the liquified petroleum gas extractions above de- 
scribed. Since, however, the hydrocarbon sales to Petro did not com- 
mence until after the test year, the record as it is before us now does 
not permit a determination of those expenses attributable to the Petro 
delivery, a knowledge of which is necessary before we could give an 
adequate consideration of the reasonableness of Panhandle’s rates in 
view of the reduction in average heating value of its natural gas 
deliveries * * * occasioned by the commencement of the sale of heavier 
hydrocarbons. 


It should be noted that the Commission had previously held that the com- 
modity sold by Panhandle to Petro-Chemicals is not natural gas within the 
meaning of the Act. See Examiner’s Decision, Docket No. G-—2047, et al., In 
the Matter of Panhandle Eastern Pipe Line Company, issued August 13, 1953, 
12 FPC 686; affirmed by Commission order issued October 3, 1953, 12 FPC 706. 

In the Docket No. G—1116, et al., refund proceedings, the problem of allocat- 
ing the costs of the Petro-Chemicals sale again arose. The Staff proposed a 
Btu allocation of costs to the sale, which appears to have been substantially 
identical in results with the therm allocation which the Staff proposes here 
“so that costs may be assessed against the sales to Petro-Chemicals on the same 
uniform basis that is used in assessing costs against all other customers 
served by the transmission system.” Panhandle there proposed that the 
Petro-Chemicals sale be allocated upon a volumetric basis. However, the 
Presiding Examiner recognized that the Commission in Opinion No. 269 had 
reaffirmed the principle that the sale of hydrocarbons can be made without 
changing the nature, as natural gas, of the gas in which they were being 
transported prior to the separation of these components from the gas, and 
that the sale was not a sale of natural gas within the meaning of the Act. 
He found that, essentially, the effect of the Staff’s proposed allocation was 
to treat the commodity sold to Petro-Chemicals as natural gas. He also found 
that the transportation costs (as distinguished from the cost of gas itself) 
were more reasonably associated with gas volume. He concluded and held 
that the gas volume used or lost in the processing of Panhandle’s gas by 
Petro-Chemicals should bear, in addition to the gas supply cost (determined 
on the Btu reduction basis), a fair share of Panhandle’s total transportation 


152 This evidence, together with a supplemental cost allocation by the witness Dunn 
(Exh. No. 82), is relied upon by Panhandle to support the reasonableness of its initial 
presentation as to the allocation of the cost of this sale. See Panhandle’s initial brief, 
page 59. 
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costs including the transportation cost of Trunkline gas.°* In an interim 
order modifying and affirming as modified certain portions of the Examiner’s 
decision, the Commission did not approve at that time either the Staff's 
proposal or Panhandle’s proposal. For the purpose of computing the refund, 
the Commission did use the volumetric method, but pointed out that the use 
of such method of allocation was not to be construed as approval thereof 
“and it is in no way determinative of our final decision thereon.” 154 

As Panhandle points out in its briefs, the Staff’s proposed method of allo- 
eation treats the product sold by Panhandle to Petro-Chemicals as natural 
gas, and this is contrary to the holdings of the Commission. The Examiner 
has concluded that the general approach followed by the Presiding Examiner 
in Docket No. G—1116, et al., refund proceedings in allocating costs of the 
Petro-Chemicals sale is the most reasonable, practical and equitable method 
for the distribution of these costs. Much that was said there is applicable 
here, and will bear repeating in this decision. 

As the Examiner stated in the refund proceeding, the Commission in Opinion 
No. 269 seems clearly to have reaffirmed the principle that the sale of the 
ethane and heavier hydrocarbons can be made without changing the nature, 
as natural gas, of the gas in which the ethane and heavier hydrocarbons were 
being transported prior to the separation of those components from the gas, 
and that the sale of such ethanes and hydrocarbons is not a sale of natural 
gas within the meaning of the Natural Gas Act. Accordingly, the Commission 
found the sale of those components by Panhandle to Petro-Chemicals not to 
be a sale of natural gas within the meaning of the Act. The Commission 
clearly recognized, however, that the expenses are jointly incurred in the 
purchase, production, gathering, and transportation of the gas from the well- 
mouth, or points of purchase, to the gasoline plants. The hydrocarbon sales 
must bear a fair share of the joint costs and an appropriate allocation must 
be made for that purpose. There is no contention in this proceeding that the 
separation process or further processing and sale of the ethanes and hydro- 
carbons after separation are subject to the Commission’s jurisdiction. 

The inherent value of natural gas rests upon the heat (or Btu) units which 
it contains. That is true irrespective of whether the provisions of the contract 
under which it is purchased sets up a fixed price which contemplates a 
minimum number of such units per cubic foot, or results in a price which 
varies as such units vary in quantity per cubic foot. Nor is this any less 
true because the rate schedules under which the gas is resold provide for a 
fixed Mcf price related to a minimum number of heat-units. 

The arrangement between Panhandle and Petro-Chemicals has as its im- 
portant objective the transportation and sale to Petro-Chemicals of certain 
hydrocarbons (constituting heat-units) contained in the natural gas stream. 
The processing of any volume of gas through the Petro-Chemicals plant re- 
sults in a reduction in the number of heat-units. As already indicated, the 
record reveals that there is a reduction in this processing operation of from 
1014 to 933.38 Btu’s per cubic foot. It is clear, therefore, that the net 
deliveries to Petro-Chemicals at the Tuscola plant are not precisely comparable 
to the ordinary sale of natural gas for heating purposes. Panhandle’s utility 
customers should not be required to pay rates which include the cost of 
heat-units diverted to a profitable industrial use by Panhandle through its 
affiliate, Petro-Chemicals. There appears to be no conceivable reason for 


153 In the Matter of Panhandle Eastern Pipe Line Company, Docket No. G-1116, 
et al., Examiner’s decision issued June 7, 1955, 14 FPC 438. 
154 Order issued December 30, 1955, in Docket No. G-1116, et al., 14 FPC 473. 
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permitting Panhandle to remove such valuable heat-units from the gas with- 
out making an appropriate accounting and adjustment for its costs. 

Panhandle’s principal sales outlets are to utility and industrial fuel cus- 
tomers. The basic or primary purpose of these customers is to procure heat- 
units, and any reduction in the number of heat-units per cubic foot in the 
gas delivered by Panhandle to such customers below that contained in the 
gas as purchased in the field constitutes a deprivation of a valuable part of 
such gas. The service is less valuable to such customers in more or less 
direct proportion to the reduction in heat content. Consequently, considera- 
tions of justice, equity and fairness require that the Petro-Chemicals gas 
supply cost be allocated on the basis of the reduction between the Btu content 
at the time of purchase and at the time of sale, namely, by the Btu reduction 
method. As we have observed, the bulk of Panhandle’s sales are of commingled 
gas supply coming from various sources. Accordingly, the total cost of 
gas supply coming from Trunkline and that originating in the Panhandle- 
Hugoton area must be used in determining a fair and equitable gas supply 
cost which is to be allocated to the deliveries to the Petro-Chemicals plant 
at Tuscola (Appendix IX and X). 

The Examiner is not persuaded by the evidence in this record that the cost 
of transporting Panhandle’s gas supply from the fields to the plant at Tuscola 
(or any point on Panhandle’s transmission system) varies to any significant 
extent in proportion to the heat content, or the specific gravity of such gas. 
It appears that the correct inference to be drawn from the evidence is that 
the cost of transporting the gas is more reasonably associated with gas volume 
than with its heating value or its specified gravity and the gas which is 
processed through the plant suffers a reduction in volume as well as heating 
content, as has already been noted. 

Upon consideration of all the evidence presented, it is concluded that the gas 
volumes sold (used or lost) to Petro-Chemicals by Panhandle should bear (in 
addition to the gas supply cost determined on the Btu reduction basis) a fair 
share of Panhandle’s total transportation cost, including the transportation 
cost of Trunkline gas. The gas used or lost in the Petro-Chemicals plant 
should bear transportation costs exactly comparable (on a metered volume 
basis) with the costs borne by the gas sold and delivered to Panhandle’s 
other customers. Transportation costs are assigned to actual metered volumes 
of gas transported without regard to heat content. (Appendix IX and X.) 


Cost Allocation 


The same facilities are used to serve both jurisdictional and nonjurisdic- 
tional customers, and as pointed out by the Commission in Opinion No. 269, 
it is necessary to determine the portion of the total cost of service fairly 
attributable to interstate wholesale customers whose rates are subject to the 
jurisdiction of the Commission. In Opinion No. 269, the Commission followed 
the method of cost allocation which it had used in Opinion No. 225, In the 
Matter of Atlantic Seaboard Corporation, (11 FPC 48), and other subsequent 
decisions. The Staff and Panhandle both presented their proposed cost allo- 
cations in this proceeding (except with respect to the costs attributable to the 
hydrocarbon operations which are elsewhere herein disposed of) generally in 
conformity with Opinion No. 269. 

In making such an allocation, the preliminary step is classification of such 
cost into demand and volumetric functions. Here it appears that the parties 
are in substantial agreement as to the appropriate classification of costs be- 


tween those functions, and that the agreed upon classification generally con- 
forms to that used in Opinion No. 269. 
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Demand costs, so segregated, must be allocated to customers on the basis 
of their respective peak responsibilities during the peak period. Unit costs so 
derived must be applied to demands experienced during the test period. The 
Commission has found in rate proceedings a 3-day sustained peak period to 
be fairly representative. For the purpose of allocating costs for the test 
year ended October 31, 1954, both Panhandle and the Staff selected and used 
the peak period January 10, 11 and 12, 1954. The evidence shows that the 
total average daily sales during the January 1954 peak period used by Pan- 
handle was 1,004,128 Mcf and the Staff’s total average was 1,004,183 Mcf. 
Commodity costs must be allocated to customers in proportion to the annual 
volume of sales to such customers. 

Classified in accordance with the principles set out above the cost of service 
for interstate operations is set forth in Appendix VIII. 

As will be noted, the various appendices attached hereto are based upon 
findings which have been made herein and show how the figures set forth 
therein were determined. It will also be noted that for the test year, namely, 
the twelve months ended October 31, 1954, as adjusted, total revenues as 
computed at G—2506 rates are $74,983,491, total cost as allocated is $63,494,594, 
resulting in a revenue excess at G-—2506 rates of $11,488,897. The revenue 
excess shown is, of course, theoretical since the G—2506 rates did not become 
effective until January 1, 1955, two months after the end of the test year 
utilized ia this proceeding. 

It should also be noted that test year gas sales to National Petro-Chemicals 
Corporation are shown (1) on an as metered, adjusted, basis and (2) on a 
raw gas equivalent basis. The computation of raw gas equivalent volumes 
follows similar computations employed in the Examiner’s decision in the 
Docket No. G—1116, et al., Panhandle refund proceedings, and also reflects cer- 
tain of the principles set out in the Commission’s Opinion No. 269. 

Appendix XI herein shows revenues computed at rates which became 
effective on January 1, 1955 in Docket No. G-—2506 for jurisdictional trans- 
mission system sales during the test year ended October 31, 1954, as adjusted. 
Since we are here concerned with Docket No. G—2506 costs, it is appropriate 
to state such revenues in terms of revenues computed at Docket No. G—2506 
rates. As stated above, the revenues so computed are theoretical, since the 
Docket No. G—2506 rates did not become effective until two months after the 
end of the test year utilized in this proceeding. Such computed revenues do 
serve the purpose of providing a means of indicating the magnitude and 
nature of the impact on Docket No. G—2506 rates of the costs found herein. 
This is the sole purpose of this appendix. The appendices attached hereto 
are based upon findings which have been made herein and are an integral 
part of this decision. 


Rate Form Structure and Levels 


The Commission in Opinion Nos. 214 and 214-A15 established rate forms 
and service conditions for Panhandle, but did not establish rate levels. Pan- 
handle proposed in its initial filing herein to make certain changes in the 
prescribed forms and service conditions, but the Commission by its order 
issued December 13, 1954 rejected these proposed changes and permitted 
Panhandle to file substitute tariff sheets which, among other things, were to 
“eliminate the effect of the rate structure and form of tariff changes.” The 
substitute sheets which Panhandle did file on December 30, 1954, and now 


185 In the Matter of Panhandle Eastern Pipe Line Company, et al., Docket No. G—1116, 
et al., 10 FPC 185 and 10 FPC 322. 
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under consideration, complied with that order. Thus there is no controversy 
regarding the rate forms or service conditions. Accordingly, the rate forms 
and considerations established in the Commission’s Opinion Nos. 214 and 214-A, 
supra, will be used here in the determination of just and reasonable rates. 

The rates prescribed herein are based upon agreed test year jurisdictional 
sales of 227,521,320 Mcf.5* The sum of the billing demands under the two- 
part rates for General Service and for Limited Service is 9,075,448 Mcf.157 To 
these are added equivalent billing units based upon 52.5 percent load factor 
for the Small General Service rate schedules and 100 percent load factor for 
the Storage and Interruptible rate schedules, providing a total demand for 
the test year of 10,891,735 Mcf. System average demand cost based on allo- 
eated demand costs of $18,923,924 is $1.7374 per Mcf. System average com- 
modity cost is 16.06 cents per Mcf, based on allocated commodity cost of 
$44,570,670. 

Historical rate differentials between zones have been retained. Revenue 
from rates prescribed herein applied to test year sales is $63,500,505, or 
$5,911 more than allocated costs found herein for these sales. The levels of 
rates prescribed herein for these sales, which are hereafter set out in Finding 
No. (3) of this decision, have been determined in accordance with the pro- 
cedures set forth in Opinion No. 269, supra, 18 FPC 53, at 110 to 112. 


Additional Findings and Conclusions 


Upon consideration of the entire record made in this proceeding, the evidence 
adduced and the briefs filed, the Presiding Examiner finds and concludes, 
in addition to the findings and conclusions heretofore stated, that: 

(1) The rates and charges for natural gas subject to the Commission’s 
jurisdiction set forth in the tariff filed by Panhandle Eastern Pipe Line Com- 
pany on June 30, 1954, as modified and amended by substitute sheets sub- 
mitted on December 30, 1954, which rates and charges were suspended on 
July 29, 1954, but which went into effect on January 1, 1955 under Pan- 
handle’s corporate undertaking to assure refunds of excess charges, together 
with three tariff sheets which were suspended and went into effect on Febru- 
ary 1, 1955, have not been shown to be just, reasonable, and otherwise lawful 
under the provisions of the Natural Gas Act for the period during which 
they have been in effect. 

(2) For the purpose of determining the excess of the rates put into effect 
by Panhandle for natural gas subject to the Commission’s jurisdiction, over 
and above allowable rates, it is necessary and desirable to determine fair 
and reasonable rates for the period during which the rates have been 
collected. 

(3) The just, reasonable, non-discriminatory and non-preferential rates and 
charges applicable to Panhandle Eastern sales of natural gas for resale in 
interstate commerce during the period in which the rates referred to in 
Finding No. (1) above have been collected, are as follows: 


156 Exhibit No. 13, Schedule 1, Exhibit No. 26, Schedule 5. 
157 Exhibit No. 26, Schedule 2. 
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Monthly charges Monthly bill adjust- 
ments 


Rate schedule Zone 
Monthly Charges Excess Deficiency 


demand | commodity! charge '* | credit 
per Mef per Mcf per Mef per Mcf 


General Service Cents Cents Cents 
RIEL in Sipdiaecncibadinmtabiiinasionl (ae $1.80 16.43 5.92 5.92 
MINEUIES cncniaicstpbendeiemsageaiaiuipee MES wnicmacencpivdrcien 1.60 14. 43 5. 26 5. 26 

MD, ish direc blabaciemiadaial Pe cksiinasscmaidde 1.50 13. 93 4.93 4.93 

Small General Service 

Pe Lebinsncadbbecwucde PNEE, Sicwalncucsedindlasteswicacd 27.79 22. 35 5. 92 
SE cotsilntnteinndedininencadl SI sesitancnnssdinuinibenEemst hacaiigie’: 24.79 19. 69 5. 26 
ee ee oe NIN pisinn-dctcnics antisite) ankebiaenainia 23.79 18. 86 4.93 
16. 43 5.75 5.75 
DRE biccssnccccnsl eaten 

22. 35 


19. 69 
18. 86 |--- 








18 For gas taken in excess of the contract demand under Section 6.1(b) of the General Service and Limited 
Service Rate Schedules and under Section 5.1(b) of the Small General Service Rate Schedules. 
18 For failure to deliver maximum demand established for the month as provided under Section 6.2 of 
= — Service and Limited Rate Schedules and under Section 5.2 of the Small General Service Rate 
chedules. 


(4) To the extent that the amounts which Panhandle has collected under 
the rates referred to in Finding No. (1) above, exceed the amounts obtained 
by application of the rates set forth in Finding No. (8) above to the volumes 
of gas sold during the period of such collection, these amounts should be 
refunded by Panhandle to the customers entitled thereto, with interest at the 
rate of 6 percent per annum from the respective dates of payment. 

All findings of fact or conclusions of law requested by any party to these 
proceedings, which have not been made hereinbefore, either specifically or in 
substance, are hereby denied. 

ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission, on appeal 
or upon its own motion as provided in the Commission’s Rules of Practice and 
Procedure, that: 

(A) The increased rates and charges referred to in Finding No. (1), which 
went into effect under corporate undertaking on January 1 and February 1, 
1955, be and the same are disallowed. 

(B) Within 45 days from the date of issuance of this order Panhandle shall 
refund to those who were its customers during the period of collection of the 
rates referred to in Finding No. (1), the difference between the amounts 
collected from them under Panhandle corporate undertaking to assure re- 
funds of excess charges under such rates, and the amounts which result from 
the application to the volumes of gas sold during the period of the rates 
found just and reasonable in Finding No. (3), together with interest at the 
rate of 6 percent per annum from the respective dates of receipt of such 
excess amounts to the date of refund. Panhandle shall bear all costs inci- 
dental to the making of such refund. 

(C) Within 70 days from the date of the issuance of this order, Pan- 
handle shall report to the Commission in writing and under oath the terms 
of its calculations resulting in the refunds ordered pursuant to Paragraph (B) 
above, together with copies of releases from its customers with respect to 
such refunds. 


RicHarp N. Ivins, 
Presiding Examiner 
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APPENDIX I 
PANHANDLE EASTERN Pipe Line Co. 


COST OF PRODUCED GAS—FIELD PRICE BASIS USING EXAMINER’S VOLUMES AND 
PANHANDLE’S FIELD PRICES FOR GAS PRODUCED ! 















Production | Panhandle 
Mef at 14.65#| field prices Amount 


cents per Mcf? 


yg SS EE eS 33, 196, 817 
















10. 00000 $3, 319, 682 
Oklahoma Hugoton Field...............---.......-... 15, 315, 207 10. 21125 1, 563, 874 
—— Basin Liberal Light Field (Okla.).......... 188, 412 11. 38948 21, 459 
nsas: 

Pleasant Valley Field 40, 591 12. 00000 4, 871 
Hugoton Field.......... 30, 027, 494 11. 07271 3, 324, 857 
McKinney Field-... 2, 786 2 12. 00000 334 
WOR. «..ccndcnndinnvctdndciaibctsamtianinansiuiaiabiinabiaieal 8, 235, 077 

Cost of produced gas—Examiner’s Wellhead cost basis 
a scocaiiithsinihinciteitivciaidr itachi aeincieta eg dadaieancennepticsippeiainiesiiaaalaceanail $1, 211, 523 
Exploration and development._........ oo 706, 882 
Administrative and general __.............. on 87, 667 
Depreciation, depletion and amortization. - F , 644 
Oo lend cctedeaiibndnanmneei os 320, 992 
en ee a SS EE AEE OS FE 627, 144 


NN itinssesatiitinn ch et enitncecnvaecsileagiainselacdippeaialabiainiaibcisiiicijuiaiaipiabmneiaaiaaiets 
Mcef at 14.65#—Gas produced _-.................-.- 
Average cost—Cents per Mef. 





Comparison between field price basis and cost basis 





Volumes Average 
Basis Mefat 14.65#| Amount amount 
cents/Mcf 
Re aw cccinbteG nina tlicieedadimamiitibaiea eam bin 78, 771, 307 $8, 235, 077 10. 4544 
DER ciicnnnstnndnt viernes stbneninamnaanmentneimigginnaean 78, 771, 307 3, 281, 852 4. 1663 
CRG 50.0 snsinintikinctanncincanbintiippiaciidindsidtiaacaniideiian aman 4, 953, 225 6. 2881 





1 For interstate operations. 
? Record shows no wellhead field price. 12¢ arbitrarily used for this minor production. 
§ Field prices at wellhead delivery points as refiected by Panhandle’s Exhibit 9, Schedule 12, 
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862 FEDERAL POWER COMMISSION 


APPENDIX III 


TRUNKLINE Gas COMPANY 


RATE BASE AND RETURN FOR THE TWELVE MONTHS ENDED OCTOBER 31, 1954 





Bet SIRE RIGID. «. «ed dniicnncnntcne 
Gas plant held for future use-_-.......- 


Less: 
Reserve for depreciation........... 
Contributions in aid of construc- 


Net plant before interest adjustment _ 
Interest adjustment... -................ 


Net plant as adjusted............ 
Plus: 


Working capital: 

Materials and supplies and 34 
of operating expenses adjust- 
ments to operating expenses 
ET isn ceinccwices 


Return: 
Rate base as above. --........----. 
Rate: Number of months @ .5 
Monthly (6% Annually)..-....-- 











Rate Base as at 


Full Total 
Oct. 1, 1953 


$81, 244, 574 
4, 000 


oD 





81, 248, 574 







5, 743, 537 
211, 773 273, 122 ED Ennicnnnsnalcniewimeanais 
5, 955, 310 7, 484, 510 8, 960, 757 
Sate] MRIS] MaRS 








74, 851, 593 73, 666, 758 FEI OO [os cenndccvienteesinnces 






1, 525, 231 1, 505, 989 
75, 172, 747 


76, 376, 824 


1,319,875 | $19,735 }....-....... 


73, 696, 228 TN. BOO) Lakaccicannen 








76, 376, 824 75, 172, 747 73, 696, 228 98, 788 |... scnce 


5 6 


1, 909, 421 2, 255, 183 










APPENDIX IV 


TRUNKLINE Gas CoMPANY 


COST OF SERVICE TO PANHANDLE EASTERN PIPE LINE COMPANY FOR THE 12 MONTHS 
ENDED OCTOBER 13, 1954, NORMALIZING FOR CHANGES OCCURRING IN THE TEST 




























YEAR 
Actual per | Adjustments | Adjusted cost 
books allowed of service 
URE OF ie DIONE on cccdincnantieeepiewinncugnimncaunenl $8, 285, 088 $213, 826 $8, 498, 914 
Less: Gas used in company operations._..............-.-. (299, 693) 130, 892 (168, 801) 
Balance—Gas purchased for resale. -.............-.-.-.- 7, 985, 395 344, 718 8, 330, 113 
Operating expenses: 

I CRIN Gs, inn ocudgucdincdoundongeniisnentiqnennsd 80, 581 3, 234 83, 815 
Oder Gas SUDINY CAUIIOE.. 55. cecincncddndgncandsunce a 188, 959 8, 518 197, 477 
Transmission expenses—Other than fuel_--_..... 1, 710, 015 21, 301 1, 731, 316 
Transmission expenses—Compressor fuel. 296, 300 (129, 410) 166, 890 
Distribution expenses..............-... a 74, 371 (80) 74, 291 
Administrative and general expemses...................... 894, 347 124, 908 1, 019, 255 
NNN c cocdendedeacunabonveontniet ippadnasuaagewase 11, 229, 968 373, 189 11, 603, 157 
Depreciation_... 2, 791, 160 (16, 622) 2, 774, 538 
Taxes—Other............ 949, 924 5, 881 955, 805 
Taxes—Federal income. - - 2, 701, 452 381, 269 3, 082, 721 
TE och tb iingnipncdeesnsdeanasiginseeacddgubabenmbl 4, 525, 245 9, 024 4, 534, 269 
RRR c chvndocuelshnnchpuaemneekeneeedncndgeodunceund 22, 197, 749 752, 714 22, 950, 490 

Less: Miscellaneous operating revenues...........- one (16, 617) 12, 249 (4, 368) 
Other than Panhandle Eastern sales revenues...._.....- SG SP ebektcacamnien (226, 185) 

Cost of Service to Panhandle Eastern Pipe Line Co...-- 21, 954, 947 764, 963 22, 719, 937 
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FEDERAL POWER COMMISSION 


APPENDIX VII 
PANHANDLE EASTERN Pires Line Company 


TRUNKLINE GAS COMPANY—CLASSIFICATION OF COST OF SERVICE; TWELVE (12) 
MONTHS ENDED OCTOBER 31, 1954 ! 






Gathering, Other Gas 
































Cost of Pur- | Supply and Transmission 
Particulars chased Gas 
Commodity 
Commodity 
: Operating expenses 
Production expenses: 
Ce BE « ccencansnndintecs cen $8, 498, 914 SII Enitdcctccuttsosbeaseanne 
Gas used in company operations— 
CGN. ds tabeumincbecsanechoweenne (168, 801) CRT ictcccstccccasickeconainans 
OTe CUNO ren eee cade WEE Linccsnncnecsediees $83, 815 








Other gas supply expenses.............. PEGE Didrcicviuhcstintinindhiniensrenenmaisl 197,477 


Total production expenses..........-.- 8, 611, 405 PEED Th ccacunnnincine 281, 292 





Transmission expenses 












Operation: 
Supervision and engineering............| 120, 742 |.--.-...-----.- 82, 105 
Compressor station fuel. ....-......-.-- FM GE Iikvedsecescsashacnnsnebonnaua 166, 890 


Compressor station supplies and ex- 
















































Ch csadi Mediicchetedenanananted SY Es tiniissninaroakdcs Racin sienna 383, 735 
Other operation expenses.............- 682, 311 341, 155 341, 156 
eo ee ee 1, 353, 678 |- 379, 792 973, 886 
Maintenance: a 
Supervision and engineering. ...-. 37, 619 
Compressor station equipment.........; | 57,005 |..-...........|..........-... 57,005 
Other maintenance expenses. - - 210, 155 210, 155 





Total maintenance---_..... 5 239, 749 














304, 779 
Total transmission expense: , 898, 619, 541 
PIII: ccutpeetnnhacaceoaes 74, 291 37, 145 
Administrative and general - - 1,019, 255 320, 760 


Total operating expenses 11, 603, 157 














Depreciation. aaa , 774, 

Taxes—Other--.......... 

Taxes—Federal income-.-.. 

Return 0b 6 parent sa ccsc ce sw cccccstscassssine 534 2, 267, 134 2, 267, 135 
Total cost of service...........-..-....... 6, 651, 111 7, 969, 266 

Miscellaneous operating revenues—Credit-_...-. (1, 266) (1, 516) 










Oren — Panhandle Eastern sales revenues 
DD wdisiedudutidinsdinnenadsabasanmmadinna 


Cost of service to Panhandle Eastern Pipe 
RE DOsbidciidawsipacenacécdiinedmanked 





(65, 548) (78, 532) 


6, 584, 297 7, 889, 218 


1 As adjusted. 
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APPENDIX X 


PANHANDLE EASTERN Pipe LINE CoMPANY 





SALES TO NATIONAL PETRO-CHEMICALS CORPCRATION 
(Mef at 14.73 psia, 60° F., Sat.) 



















As metered, Raw 
Particulars adjusted equivalent 
(1) (2) (3) 
Total sales for test year: ! 
aI 7, os svexcxsitesagscthebuiibeniepuitticiisdednbiuenabiesdtcitaiaminseliteamiatimiiaie dain te orate 8, 130, 236 18, 478, 125 
UE idincitinnitincinihnedimmiaadin miedo 5, 933, 524 , 468, 851 


23, 946, 976 





1 Twelve (12) months ended October 31, 1954, as adjusted. 

3 Sales as metered, adjusted, in column (2) taken directly from e 1, corrected, Exhibit 26. Raw gas 
equivalent sales in column (3) computed by dividing sales in therms times 100 by heat content in B.t.u. per 
cubic foot of the raw gas delivered to National Petro-Chemicals’ Hydrocarbon Extraction Plant for process- 
ing. Sales in therms taken from page 1, corrected, Exhibit 26. eat content of the raw gas in B.t.u. per 
cubic 


foot taken from page 7 of Exhibit 33, which snows 1,013 B.t.u. per cubic foot for raw gas delivered to 
the Petro-Chemicals plant during the test year. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G-2306; 
MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NO. G-2327; 
AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G-—10396 ; 
PANHANDLD EASTERN PIPE LINE COMPANY, DOCKET NO. G-11061; 
TRUNKLINE GAS COMPANY, DOCKET NO. CP60-22 (PHASE TWO) ; 
PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60-40; 
PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60-60; 
PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60-126 ; 
VILLAGE OF TREMONT, ILLINOIS, DOCKET NO. CP61-8; PANHANDLE 
EASTERN PIPE LINE COMPANY, DOCKET NO. CP61-36; CITIZENS 
GAS COMPANY, DOCKET NO. CP61-54; CITY OF LaCYGNE, KANSAS, 
DOCKET NO. CP61-68; CENTRAL ILLINOIS LIGHT COMPANY, DOCKET 
NO. CP61-114; CENTRAL ILLINOIS LIGHT COMPANY, DOCKET NO. 
CP61-115; PANHANDLE EASTERN PIPELINE COMPANY, CP61-136; 
ILLINOIS POWER COMPANY, CP61-160; CITIZENS GAS COMPANY, 
DOCKET NO. CP61-191; CITIZENS GAS COMPANY, DOCKET NO. 
CP61-192 


ORDER GRANTING INTERIM RELIEF AND REQUIRING A DIVISION OF GAS 
THROUGH AND INCLUDING OCTOBER 31, 1961 


(Issued April 28, 1961) * 


The various proceedings involved herein, including the application filed by 
Panhandle Eastern Pipe Line Company (Panhandle) to abandon delivery of 
127,000 Mcf per day to Michigan Consolidated Gas Company (Michigan Con- 
solidated) (Docket No. G—11061), were consolidated by orders of the Com- 
mission issued December 1, 1960, January 6, 1961 and February 9, 1961, in 
Docket No. G—2306, et al. The hearing in these consolidated proceedings began 
on January 31, 1961, and is currently in progress before a hearing examiner. 

On July 22, 1960, Michigan Consolidated filed with the Commission a Motion 
for Interim Order and expressly requested that Panhandle resume immediate 
interim delivery of 127,000 Mcf per day with October 31, 1960 as “an appro- 
priate cut-off date if a final order has not been issued by that time” (Motion, 
pp. 3, 7).2 Michigan Consolidated also expressly stated that it was not 
requesting resumption of deliveries from Panhandle on a “year-round basis 
pending final determination by the Commission on remand” (Motion, p. 2) 
On August 1, 1960, Panhandle filed an answer in opposition to the motion of 
Michigan Consolidated. 

The Commission issued an order on September 21, 1960, 24 FPC 493, 
granting the motion filed by Michigan Consolidated in part and denying 
the request by Panhandle for a hearing on the motion. The Commission 
ordered Panhandle to deliver 100,000 Mcf of gas to Michigan Consolidated 
commencing on September 23, 1960 and on each day thereafter to and 
including October 31, 1960 under Rate Schedule X-1 (Short Term Firm 


* Rehearing denied by order issued June 15, 1961, 25 FPC 1134. 

1See Michigan Consolidated Gas Company v. FPO, et al., 108 U.S. App. D.C. 871, 
282 F. 2d 854 (No. 15358, decided July 11, 1960), cert. denied, 364 U.S. 913 (1960), 
and Michigan Consolidated Gas Company v. FPC, et al., 108 U.S. App. D.C. 409, 283 
F. 2d 204 (No. 14975, et al. decided April 29, 1960), cert. denied, 364 U.S. 913 (1960). 

2See 108 U.S. App. D.C. at 374, 282 F. 2d at 857 (Jd.). 
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Service), subject to refund, if any, as may be determined in Docket No. 
RP60-8. 

On March 13, 1961, Michigan Consolidated filed a Motion for Second 
Interim Order for Resumption of Deliveries of Off-Peak Gas, and expressly 
requested that Panhandle resume delivery of 100,000 Mcf of natural gas per 
day to it on April 1, 1961 and to continue such deliveries until the final 
order of the Commission in the remanded proceedings or until October 31, 
1961, whichever first occurs. (Motion, p. 5). On March 23, 1961, Panhandle 
filed an Answer to Motion for Second Interim Order, wherein it objected 
to the motion filed by Michigan Consolidated. 

As a result of a study of the pertinent files and records of the Commission, 
including those referred to by the parties herein, and a study of the pleadings 
filed in connection with the instant motion, it would appear that there is a 
sufficient unused capacity on the Panhandle system at this time to permit 
restoration of services to Michigan Consolidated on an interim and temporary 
basis prior to and including October 31, 1961, or until a final order of the 
Commission if it be issued prior to that date. 

For example, a comparison of system capacity and sales by months for 
Panhandle reveals the following :* 























| Claimed 
| Average Storage javerage day 
1960 day sales‘ | injection system Capacity MMef 
MMef MMecf capacity § 
MMef 
CINE, cc ncisinacatihacapeeaneibeapeaatin 1,271 None 1, 255 (16) 
NN iscsi kciataticgatidierciienecescateenl 1, 281 None 1, 260 (21) 
M 1,273 None 1, 257 (16) 
1,128 None 1,219 91 
1,082 None 1, 201 119 
982 None 1, 165 183 
937 None 1,145 208 
NI ich tacit nian tats caine sarain icin inimneiaiia 956 None 1, 145 189 
September--. se 990 None 1, 164 174 
October. -.....- < 1,095 None 1, 187 92 
November. aes 1, 184 None 1,210 26 
i ebiicéscadatnbinetedédowiiiensa 1, 257 None 1, 246 (11) 
Excess capacity M Mef 
1961 Estimated 
With stor- | Without 
age storage 
enevnnedsawidesacsseusdsessous 1,092 55 1,219 127 
anbocgenbecagepseunnsmacagines 966 64 1, 201 235 
pula nabehaaieannmedunmaiintntnt 954 68 , 165 211 
ised tetcahsiasieecniinseiabatinte tei denmaiaaivantae 924 65 1,145 221 
i acieneniaseensscigsen sdenepnieiiiadeialiattamedejeipiens ecient 939 63 1,145 206 
I cashinns ipcinsinlensne nabs aueiideh iamenaiata 971 63 1, 164 193 
et lad di oii i mama RANE 1,037 60 1, 187 150 





‘Source: 1960, FPC Form 11; 1961, customer estimates as adjusted to reflect direct sale and export 
volumes. See regulations under Natural Gas Act, 1958, as amended, § 260.3. 
’ Source: Statement J, Schedule 4, Docket No. G-19780. 


The 1961 requirements were compiled from estimates submitted directly 
by the customers of Panhandle in response to the questionnaire directives 
issued by the Commission on November 4, 1960.6 The summation, when ad- 


?See also the comparison figures set forth in the order of the Commission issued 
September 21, 1960, supra. 

6 It is to be noted that the questionnaire directives were sent to all then served utility 
customers of Panhandle and Trunkline Gas Company. Such directives were also sent 
to all then served utility customers of the American Natural Gas Companies, of which 
Michigan Consolidated is a part. 
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justed, reflects the historical and projected direct sale and export obligations 
of Panhandle, which have averaged approximately 135 M Mcf per day during the 
seven off-peak months. Storage injection requirements for the proposed Pan- 
handle storage fields at Waverly, Illinois, and Howell, Michigan, are separately 
tabulated since neither proposal has been authorized.” 

An interpretation of the historical data of Panhandle, together with a pro- 
jection of sales through October of 1961, indicates that Panhandle could re- 
instate deliveries to Michigan Consolidated at the present time in the amount 
of 100,000 Mcf per day. 

It appears that Michigan Consolidated can take the gas which will be avail- 
able to it during these off-peak months. Since this order grants interim 
relief over an extended period, Michigan Consolidated shall file with the Com- 
mission monthly statements of its purchases by sources and the disposition 
(including its storage injection and its sales by classes of service) for the 
period of the interim Panhandle delivery required hereby. 


The Commission finds: 


(1) Michigan Consolidated and Panhandle are competing parties insofar as 
the 127,000 Mcf per day of abandonment gas is concerned and no final order 
concerning the abandonment application filed by Panhandle has been entered 
by the Commission to date. 

(2) The motion for second interim relief filed by Michigan Consolidated 
lies within the jurisdiction of the Commission and, further, the Commission 
may make a determination of such motion, without a hearing, upon the basis 
of its particular knowledge of the controversy, its own files, dockets and expe- 
rience, and upon the pleadings filed by the parties under oath. 

(3) The motion for second interim relief and the action of the Commission 
thereon will be without prejudice to such final disposition of the application 
of Panhandle to abandon delivery of 127,000 Mcf per day to Michigan Con- 
solidated as the ultimate record may require. 

(4) The interests of the gas consuming public, after a review of the physi- 
cal, financial and equitable considerations involved and after balancing the 
claimed hardships between the parties permit a division of gas to consist of 
delivery of 100,000 Mcf per day to Michigan Consolidated by Panhandle at 
the Michigan Consolidated delivery connection on a temporary and interim 
basis between May 1, 1961 and October 31, 1961, or until the final order of 
the Commission in the remanded proceedings, whichever first occurs, in ac- 
cordance with the Rate Schedule attached hereto as Appendix A. 

(5) The interests of the gas consuming public requires that any further 
request for interim relief be made by subsequent motion. 


The Commission orders: 


(A) The motion for second interim relief filed by Michigan Consolidated is 
granted in part. 

(B) Panhandle shall deliver 100,000 Mcf of natural gas to Michigan Con- 
solidated commencing on May 1, 1961, and on each day thereafter to and in- 
cluding October 31, 1961, or until the issuance of a final order by the Com- 
mission in Docket No. G—11061, whichever shall first occur. 

(C) Panhandle shall deliver such 100,000 Mcf per day in accordance with 
Rate Schedule X-2 which is attached hereto as Appendix A, which Rate 


™The Examiner’s initial decision in the Waverly proposal was issued on April 24, 
1961 (Docket No. G-19461). The Howell proposal has been consolidated with the in- 
stant proceedings (Docket No. CP61-136) and is yet to be considered by the designated 
hearing examiner. 
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Schedule shall be incorporated into Panhandle Eastern Pipe Line Company’s 
FPC Gas Tariff, Original Volume No. 1, and shall be effective only until the 
termination date of the interim relief required by this order, and which rate 
shall be subject to refund, if any, as may be determined in Docket No. RP60-8. 

(D) Panhandle shall notify the Commission immediately of the commence- 
ment and termination of delivery of the interim gas. 

(E) Michigan Consolidated shall file monthly statements with the Commis- 
sion indicating its purchases by sources and the disposition of its gas, in- 
cluding its storage injection and its sales by classes of service, for the period 
of the interim relief required by this order. Such statements shall be filed 
within twenty days after the end of each month during which interim gas 
was delivered ,and service thereof shall be made upon Panhandle. 


APPENDIX A 


Panhandle Eastern Pipe Line Company 
FPC Gas Tariff, Original Volume No. 1 


RATE SCHEDULE X-2 


Short Term Firm Service 

(1) Availability 

This rate schedule is available to Michigan Consolidated Gas Company 
(hereinafter called Buyer) for the purchase of natural gas service from 
Panhandle Eastern Pipe Line Company (hereinafter called Seller) at a de- 
livery point of the Seller’s system in Melvindale, Michigan. This rate 
schedule shall be available from May 1, 1961, until October 31, 1961, or the 
effective date of any final order issued in Docket No. G—11061, whichever date 


is earlier. No service agreement will be required for service under this rate 
schedule. 


(2) Applicability and Character of Service 
This rate schedule shall apply to the sale and delivery by Seller to Buyer 
of 100,000 Mcf of natural gas per day. The delivery pressure is 100 psig. 
Gas sold hereunder shall be delivered on a firm basis subject to interruption 


only as provided in the General Terms and Conditions as prescribed in this 
Tariff. 


(3) Rate 
33.9 cents per Mcf of gas delivered during the month. 
(4) Minimum Monthly Bill 


A sum equal to 33.9 cents times 75 percent of the volume obtained by multi- 
plying 100,000 Mcf by the number of days in which deliveries were made dur- 
ing the month. 


(5) Adjustment for Heating Value 


In the event the drithmetic average total heating value of the gas delivered 
by Seller to Buyer in the delivery month is less than 975 or more than 1,025 
Btu per cubic foot, the total charge for such month shall be decreased in 
proportion to the decrease below 975 or increased in proportion to the increase 
above 1,025 Btu per cubic foot. 


(6) Measurement Base 
Refer to Section 3 of the General Terms and Conditions. 
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(7) General Terms and Conditions 


The General Terms and Conditions are applicable to this rate schedule and 
are hereby made a part hereof. 


[LETTHR-ORDER GRANTING TEMPORARY AUTHORIZATION] 


Docket No. G-19417 
Pan American Petroleum Corporation 
AIRMAIL 


Aprit 28, 1961.* 
Pan American Petroleum Corporation 
P.O. Box 591 
Tulsa 2, Oklahoma 


Attention: John F. Jones, Attorney 


GENTLEMEN: Temporary authority is hereby issued to Pan American Petroleum 
Corporation to sell natural gas for resale in interstate commerce to Cimarron 
Transmission Company as proposed in the amendment filed February 27, 1961 
in Docket No. G—19417, subject to the following conditions: 

(1) That the upward Btu price adjustment clause shall be eliminated 
from the subject gas sales contract insofar as it relates to the sale from the 
additional acreage involved herein. 

(2) That the total initial price therefor shall not exceed 15 cents per 
Mcf at 14.65 psis. 

(3) The filing within 20 days hereof of a supplement to the rate schedule 
consistent with (1) and (2) above. 

(4) Written acceptance of this authorization by a responsible official of 
the company within 20 days of the date hereof. 

Your related proposed rate schedule will be considered accepted for filing 
upon compliance with the above conditioned authorization to be effective on the 
date of initial delivery subject to the provisions of Sections 154.94(c) and 
154.101 of the Commission’s regulations under the Natural Gas Act. 

The supplement to the rate schedule has been designated as follows: 


Description Designation 
Supplemental Agreement Supplement No. 3 to Pan American Petroleum 
12-28-60. Corporation’s FPC Gas Rate Schedule No. 277. 


Please advise the Commission of the date of commencement of deliveries under 
such supplement to the rate schedule making reference in your communication 
to the supplement as designated above. 

In addition, please advise the Commission as to whether you would accept 
permanent certificate authorization under the conditions specified in (1) and 
(2) above. Such acceptance may permit disposition of the subject application, 
as amended, under the abridged hearing procedure provided no protest or 
petitions to intervene in opposition to the application, as amended, are filed. 

This authorization and the acceptance of the above supplement are without 
prejudice to such final disposition of the application, as amended, for certificate 
as the record may require. Furthermore, once service is commenced under this 
authorization it may not be discontinued without permission of the Commission 
issued pursuant to the provisions of the Natural Gas Act. 

By direction of the Commission. 


*Reconsideration denied May 31, 1961, 25 FPC 1065. Remanded, 302 F 2d 731 (CA10— 
1962). 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. RP61-7 


ORDER BEVERSING REJECTION OF SERVICE AGREEMENT PROVIDING FOR HEARING ON AND 
SUSPENSION OF SERVICE AGREEMENT AND MAKING SERVICE AGREEMENT EFFECTIVE 
SUBJECT TO FUTURE COMMISSION ACTION 


(Issued April 28, 1961) 


On February 20, 1961, Panhandle Eastern Pipe Line Company (Panhandle) 
tendered for filing a new service agreement with Richmond Gas Corporation 
of Richmond, Indiana (Richmond). The agreement provided for increases in 
Richmond’s contract demand volume: increases of 1,000 Mcf per day for five 
months and 1,200 Mcf per day for two months during the period April 
through October. Panhandle proposed that the agreement be made effective 
as of June 1, 1961. By letter of March 22, 1961, the Secretary of the Com- 
mission rejected the tendered service agreement on the grounds that the 
filing was premature because such service properly depended on a future 
decision in the proceeding in Docket No. CP60-60 (presently in hearing with 
Docket Nos. G—2306, et al.). 

On April 11, 1961, Panhandle petitioned the Commission to reverse the 
Secretary’s rejection of the service agreement. Panhandle urges that the 
rejection discriminates against Richmond, departs from Commission policy, 
creates unwarranted delay, and is inconsistent with the public interest. Pan- 
handle relies especially on the Commission’s acceptance of similar service 
agreements filed by Panhandle on August 15, 1960. 

The Secretary’s rejection of the service agreement with Richmond was 
properly responsive to the situation as it appeared March 22, 1961. The 
expanded service agreement was associated with Richmond’s plan to serve a 
proposed plant of Johns-Manville Corporation. It would have been unfair 
and misleading to encourage investment in that plant by permitting a gas 
service that might be cut back after a decision in the proceedings in 
Docket Nos. G—2306, et al. It is true that other expanded service agreements, 
tendered August 15, 1960, by Panhandle, have been accepted for filing. But 
these agreements cover situations where additional volumes were already being 
taken by Panhandle’s customers; and even these agreements were suspended— 
in the proceeding in Docket No. RP61-7—and expressly made effective sub- 
ject to future Commission action. 

However, it is now clear that deliveries by Richmond to Johns-Manville 
during winter periods will be out of the existing winter contract demand 
volumes. Furthermore, it appears that the expansion of the Johns-Manville 
plant is underway. Thus, the proposed service of additional gas to Richmond 
will parallel the additional summer service under the other expanded service 
agreements mentioned above. Under these changed circumstances, the Secre- 
tary’s rejection of the Richmond service agreement should be reversed. But 
the agreement should be suspended for one day in the proceeding in Docket 
No. RP61-7 and should then become effective subject to future Commission 
action. We wish to make clear that this expanded service may have to be 
cut back upon the final disposition of the proceedings in Docket Nos. G—2306, 
et al. 

The proposed changes in contract demand, as described above, may be un- 
just, unreasonable, unduly discriminatory, or preferential, or otherwise un- 
lawful. 


693-489—_64——_58 
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The Commission finds: 


(1) Good cause exists for reversing the Secretary’s rejection of Panhandle’s 
service agreement with Richmond tendered for filing on February 20, 1961. 

(2) It is necessary and proper in the public interest and to aid in the en- 
forcement of the provisions of the Natural Gas Act that the Commission enter 
upon a public hearing concerning the lawfulness of Panhandle’s service agree- 
ment with Richmond, filed on February 20, 1961, and that the said service 
agreement be suspended and the use thereof be deferred as hereinafter ordered. 


The Commission orders: 


(A) The Secretary’s rejection of the above-described service agreement is 
hereby reversed. 

(B) Pursuant to the authority of the Natural Gas Act, particularly Sections 
4 and 15 thereof, the Commission’s Rules of Practice and Procedure, and the 
regulations under the Natural Gas Act [18 CFR, Chapter I], a public hearing 
shall be held on a date to be fixed by notice from the Secretary concerning 
the lawfulness of Panhandle’s service agreement with Richmond, filed on Feb- 
ruary 20, 1961. 

(C) Pending such hearing and decision thereon, said agreement is hereby 
suspended and the use thereof deferred until June 2, 1961, whereupon it shall 
become effective subject to future Commission action. 

(D) Notices of intervention or petitions to intervene may be filed with the 
Federal Power Commission, Washington 25, D.C., in accordance with the Rules 
of Practice and Procedure [18 CFR 1.8 and 1.37 (f)] on or before June 16, 
1961. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PRINCE MARINE DRILLING & EXPLORATION COMPANY, DOCKET NO. 
G-13508; PRINCE MARINE DRILLING & EXPLORATION COMPANY 
(OPERATOR), ET AL., DOCKET NOS. G-13510, G—17065, G—20216, AND 
RI61-248 


ORDER ACCEPTING OFFER OF SETTEMENT AND TERMINATING PROCEEDINGS 


(Issued April 28, 1961) 


On March 28, 1961, Prince Marine Drilling & Exploration Company (Prince) 
tendered for filing a proposed increased rate of 15¢ per Mcf, contained in a 
filing designated Supplement No. 5 to Prince’s FPC Gas Rate Schedule No. 2, 
for the jurisdictional sale of gas to Texas Eastern Transmission Corporation 
(Texas Eastern) from Nada Field, Colorado County, Texas. A rate of 14.4¢ 
per Mcf under Rate Schedule No. 2 is presently in effect subject to refund in 
the proceeding in Docket No. G—13508. 

Also, Prince Marine Drilling & Exploration Company (Operator), et al. 
(Prince) has on file a proposed rate of 15¢ per Mcf, contained in Supplement 
No. 14 to Prince’s FPC Gas Rate Schedule No. 1, for the jurisdictional sale of 
gas to Texas Eastern from the Englehart Field, Colorado County, Texas; that 
rate has been suspended until May 1, 1961, in the proceeding in Docket No. 
RI61-248. Previously filed increased rates under Rate Schedule No. 1 have 
been suspended and later made effective subject to refund in Docket Nos. 
G-13510, G-17065, and G-—20216. 
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On March 28, 1961 Prince submitted an Offer of Settlement proposing that 
the 15¢ rates under Prince’s FPC Gas Rate Schedule Nos. 1 and 2 become 
effective, that the above-designated proceedings be terminated, and that Prince 
be relieved of any obligation to refund in these matters. In return, Prince 
would eliminate from its contracts any provision (other than tax reimburse- 
ment provisions) for price increases, including favored-nation, redetermination 
and periodic price increases. 

Texas Eastern has concurred in the offer and agrees to make the contract 
changes. No one has objected to the offer of settlement. 

In conformity with our Statement of General Policy No. 61-1, as amended, 
and for the reasons therein stated, the above-designated supplements should 
be allowed to become effective without obligation to refund and the afore- 
mentioned proceedings should be terminated. 


The Commission finds: 


(1) The proposed settlement of these rate proceedings on the basis described 
above as more fully set forth in the Offer of Settlement filed by Prince with 
the Commission on March 28, 1961, is in the public interest and appropriate to 
carry out the provisions of the Natural Gas Act and should be approved by 
the Commission and made effective as hereinafter ordered. 

(2) The rate suspension proceedings herein should be terminated. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Prince on March 
28, 1961, is hereby approved in accordance with the provisions of this order. 

(B) Prince shall execute with Texas Eastern and shall file within 30 days 
from the date of issuance of this order, amendments to its Gas Purchase Con- 
tracts with Texas Eastern on file with the Commission as Prince’s FPC Gas 
Rate Schedule Nos. 1 and 2, which filings shall conform to Prince’s Offer of 
Settlement in all respects. 

(C) Upon Prince’s compliance with the terms and requirements of this 
order, Supplement Nos. 14 and 5 to Prince’s FPC Gas Rate Schedule Nos. 1 
and 2, providing for rates of 15¢ per Mcf, shall become effective as of April 
28, 1961, without refund obligation thereunder; and the proceedings in Docket 
Nos. G—13508, G1-3510, G—17065, G—20216, and RI16~-248 shall be terminated and 
Prince shall be relieved of any refund obligations therein. 

(D) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted by or against Prince. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ALTON COATS, ET AL., DOCKET NO. G-20117 
ORDER ACCEPTING OFFER OF SETTLEMENT 


(Issued May 1, 1961) 


On October 30, 1959, Alton Coats, et al. (Coats) tendered for filing Supple- 
ment No. 9 to Coats’ FPC Gas Rate Schedule No. 1 proposing to increase their 
rate from 12.62¢ per Mcf to 14.4248¢ per Mcf at 14.65 psia for their jurisdic- 
tional sales of natural gas to Tennessee Gas Transmission Company (Tennessee 
Gas) from the Bethany Field, Panola County, Texas (Railroad Commission 
District No. 6). By order issued herein on November 20, 1959, the Commission 
suspended the effectiveness of the proposed increased rate until May 1, 1960, 
and thereafter until such time as it is made effective in the manner prescribed 
by the Natural Gas Act. No motion has been filed by Coats requesting that the 
suspended rate be allowed to become effective. 

On March 23, 1961, Coats submitted an Offer of Settlement pursuant to Sec- 
tion 1.18(e) of the Commission’s Rules of Practice and Procedure with respect 
to this proceeding and Coats’ FPC Gas Rate Schedule No. 1. 

In their offer of settlement Coats proposes that the 14.4248¢ per Mcf rate, 
suspended in Docket No. G—20117, be allowed to become effective without refund 
obligation as of the date of the order accepting the offer of settlement and that 
the suspension proceedings herein be terminated. Under the terms of the offer, 
the favored-nation and price redetermination clauses would be eliminated from 
the contract involved and a revised schedule of three 1.0¢ per Mcf increases at 
five-year intervals beginning in November 1964 (maximum rate of 17.4248¢ per 
Mcf in 1974) would be substituted for the present schedule of 1.0¢ per Mcf 
increases to a maximum rate of 16.5¢ per Mcf in November 1974. In addition, 
the tax provision would be amended to provide for partial reimbursement of 
any increase after November 1959 rather than October 1954. If the offer is 
accepted by the Commission, Coats has agreed to file an appropriate contract 
amendment to give effect to the terms of the offer of settlement. 

In support of their offer of settlement, Coats states that the favored-nation 
and price redetermination provisions contained in the basic contract were im- 
portant elements of consideration required by Coats under such contract for the 
long term commitment of their gas reserves to the performance of said contract ; 
that in the interest of settling this case, Coats is now willing to give up for the 
remainder of the term of the contract the important advantages of the favored- 
nation and price redetermination provisions. In addition, Coats states that the 
proposed increased rate of 14.4248¢ per Mcf is less than the area price level of 
14.6¢ per Mcf announced in the Second Amendment to Statement of General 
Policy No. 61-1. 

Tennessee Gas has concurred in the offer of settlement and has agreed, in the 
event the offer is accepted by the Commission, to make the necessary contract 
changes or amendments provided for in the offer. None of Tennessee Gas’ cus- 
tomers has intervened in this proceeding nor indicated to the Commission any 
opposition to the offer of settlement. 

Since the proposed rate of 14.4248¢ per Mcf at 14.65 psia is acceptable under 
the provisions of the Second Amendment of the Commission’s Statement of Gen- 
eral Policy No. 61-1 [18 CFR, Chapter I, Part 2, Section 2.56], issued December 
20, 1960, 24 FPC 1101, for jurisdictional sales of natural gas for Texas Railroad 
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Commission District No. 6, it is believed that the public interest will best be 
served by accepting Coats’ proposed settlement as hereinafter set forth. 

However, we desire to make it clear that acceptance of this offer of settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Coats under the periodic escalation provisions or otherwise. 


The Commission finds: 


The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Coats with the Com- 
mission on March 23, 1961, and in the Appendix* to this order, is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act and 
should be approved by the Commission and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed by Coats with the Commission on March 23, 
1961, is hereby approved in accordance with the provisions of this order. 

(B) Coats shall execute with Tennessee Gas, and shall file within 30 days 
from the date of issuance of this order, an amendment to their Gas Purchase 
Contract with Tennessee Gas dated October 5, 1954, on file with the Commission 
as Coats’ FPC Gas Rate Schedule No. 1, which filing shall conform to Coats’ 
Offer of Settlement in all respects and with the Appendix attached to this order. 

(C) Upon compliance by Coats with the terms and conditions of this order, 
the rate and charge of 14.4248¢ per Mcf contained in Supplement No. 9 to Coats’ 
FPC Gas Rate Schedule No. 1 and suspended by the Commission’s order issued 
in this proceeding on November 20, 1959, shall be effective without obligation to 
refund as of the date of the issuance of this order, and the proceeding in Docket 
No. G-20117 shall be terminated. 


(D) The acceptance of this offer of settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereinafter instituted by or against Coats. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COTTON VALLEY OPERATORS COMMITTEE (OPERATOR), ET AL., 
DOCKET NOS. RI60-195, R1I61-254 


ORDER AMENDING ORDER ACCEPTING OFFER OF SETTLEMENT ACCEPTING SUPPLEMENTS 
FOR FILING AND TERMINATING PROCEEDINGS 


(Issued May 1, 1961) 


The first paragraph of the Commission’s order issued April 14, 1961, 25 FPC 732, 
in the above-entitled proceedings, is hereby amended to read as follows: 

In compliance with the order accompanying Opinion No. 314 issued July 23, 
1958, 20 FPC 70, as amended by order issued December 10, 1959, 22 FPC 1028, 
Cotton Valley Operators Committee (Operator), et al. (CVOC), on February 
18, 1960, tendered for filing its FPC Gas Rate Schedule No. 1 with supplements 
thereto for jurisdictional sales of gas to Louisiana Nevada Transit Company 
(Louisiana Nevada) from the Cotton Valley Field, Webster Parish, Louisiana. 
Included in its filings of February 18, 1960, CVOC tendered a supplement to 
its contract proposing to supersede the rate schedules and supplements of those 
interest owners in the Cotton Valley Unit who had previously made individual 


*Omitted in printing. 
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filings for the October 26, 1954 increase in rate, which supplement was desig- 
nated in Docket No. RI60-195 as Supplement No. 3 to CVOC’s FPC Gas Rate 
Schedule No. 1. In addition, CVOC tendered a supplement to its contract pro- 
posing to increase its rate for the said sale from 9.6208¢ to 11.2742¢ per Mcf, 
which supplement was designated as Supplement No. 4 to CVOC’s FPC Gas 
Rate Schedule No. 1. By order issued March 18, 1960, in Docket No. RI60-195, 
among other things, the refunding obligations of certain specified co-owners 
were continued under Supplement No. 3 and Supplement No. 4 was suspended 
until March 21, 1960, and until such further time as it is made effective in the 
manner prescribed by the Natural Gas Act. Upon the filing of an appropriate 
agreement and undertaking, the aforesaid suspended rate was made effective 
subject to refund as of March 21, 1960. 











































Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NORTH CENTRAL GAS COMPANY, DOCKET NO. CP60-107 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued May 1, 1961) 





On May 19, 1960, North Central Gas Company (Applicant) filed an application, 
as supplemented on June 30, 1960, in Docket No. CP60-107, pursuant to Section 
7(c) of the Natural Gas Act, for a certificate of public convenience and neces- 
sity seeking authorization to construct and operate natural gas facilities in 
order to enable it to render natural gas service at retail in the town of Lyman, 
Scottsbluff County, Nebraska. 

Applicant proposes to construct and operate six miles of 3'4-inch lateral pipe- 
line from a point on it’s 10-inch transmission system in Nebraska to Lyman, to- 
gether with measuring and regulating appurtenances at an estimated cost of 
$44,765, which cost is to be financed out of current working funds. 

In Lyman, Applicant will construct distribution facilities at an estimated 
cost of $32,300. 

The following are the estimated peak day and annual requirements of Lyman: 


Mef at 14.73 psia 
Year Peak day Annual 


Rita tee caiman eee ean aama a aemanse oan 242 26, 112 
Dis csh iccries as ccnp naples cicscanasaitaiaglipite die ian pi Racal 286 31, 212 
cnn ai Seta K ea ts ta ig a cig 293 34, 578 


Temporary authorization was granted applicant by letter, dated July 22, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 17, 1961, respecting the matters involved in and the issues presented by 
the application, as supplemented, herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that 
the Commission render a decision herein pursuant to Section 1.30(c) (1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, North Central Gas Company, a Wyoming corporation having 
its principal place of business in Casper, Wyoming, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of February 23, 1943, in Docket No. G-380 (3 FPC 925). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the transpor- 
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tation of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
certificate hereinafter issued to Applicant and to the exercise of the rights 
granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, North Central Gas Company, to construct 
and operate the proposed facilities and to transport natural gas as hereinbefore 
described, all as more fully described in the application, as supplemented, 
herein, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraph (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
to the issuance of the certificate granted in paragraph (A) hereof and to the 
exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


CITY OF PASADENA, CALIFORNIA, PROJECT NO. 1250 
ORDER GRANTING EXEMPTION FROM PAYMENT OF ANNUAL CHARGES 


(Issued May 1, 1961) 


Application was filed on March 24, 1961 by the City of Pasadena, California, 
licensee for Project No. 1250, for exemption from payment of the net amount 
of annual charges under the license for the project for the year ended December 
31, 1960, pursuant to the terms of Section 10(e) of the Federal Power Act 
and regulations of the Commission thereunder, on the ground that the balance 
of project power not used for municipal purposes was sold to the public 
without profit. 

The annual charges under the license for the project for the year ended 
December 31, 1960 amounted to $162.42. However, in accordance with the 
Commission’s regulations, the statement of annual charges rendered by the 
Commission for the project for the period involved, billed the licensee for 
$112.62, or 69.3896 percent of the total charges assessable, representing the 
ratio of the power sold by the licensee during the year 1960 to the total power 
generated. 
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The licensee is a municipality within the definition of Section 3(7) of the 
Federal Power Act, and is entitled to claim exemption from payment of annual 
charges under Section 10(e) of the Act. 

The application shows that the project operations for the year 1960 resulted 
in a net loss of $52,496.05 and that the balance of the power was sold by the 
licensee only to ultimate consumers without profit. 


The Commission finds: 


The licensee for Project No. 1250 is entitled to exemption of the net amount 
of annual charges for which it was billed for the year 1960. 


The Commission orders: 


The licensee is hereby exempted from liability under the license for Project 
No. 1250 for payment of the net amount of annual charges of $112.60 for which 
it was billed for the calendar year 1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ALLEGHENY LAND AND MINERAL COMPANY, DOCKET NO. G-19030 


ORDER GRANTING PETITION TO ALLOW RATES TO GO INTO EFFECT WITHOUT REFUND 
AND TERMINATING PROCEEDING 


(Issued May 2, 1961) 


This case, which involves a proposed rate increase filed by Allegheny Land 
and Mineral Company (Allegheny) under Section 4(d) of the Natural Gas 
Act (Act), is before us on a petition filed by Allegheny on January 19, 1961, 
requesting that we allow it to collect the proposed increased rate without any 
conditions for the sale of natural gas to Hope Natural Gas Company (Hope) 
which was heretofore permitted to become effective subject to refund, and that 
we terminate the proceeding without hearing. The sale in issue, made under a 
contract entered into on September 17, 1958, involves natural gas from certain 
leases located in Ritchie, Doddridge, and Lewis Counties, West Virginia. The 
initial rate under the contract was 23 cents per Mcf.* On June 4, 1959, Hope 
notified Allegheny that it was increasing the price paid for West Virginia gas 
delivered under contracts executed on or after June 1, 1959, by 5 cents per Mcf 
and under the escalation provisions of their contract Allegheny was eligible for 
a similar increase. On June 11, 1959, Allegheny tendered the proposed rate 
change.” By order issued July 24, 1959, the Commission suspended the proposed 
increased rate which amounts to approximately $5,400 annually until December 
29, 1959, when it became effective, subject to refund. 

The sales contract here involves two separate sales from 56 producing wells 
drilled on lands dedicated to the contract. However, the suspension applies only 
to the sale of gas from the 22 wells situated on properties covered by the original 
certificate of public convenience and necessity issued on September 25, 1959, in 
Docket No. G—17106.* 


1 The pressure base for all rates cited herein is 15.325 psia. 

2 Supplement No. 3 to Allegheny’s FPC Gas Rate Schedule No. 3 containing a proposed 
increased rate to 28 cents per Mcf. 

®Since September 17, 1958, there has been a considerable amount of acreage dedicated 
to the contract and there has been a total of 56 producing wells drilled by Allegheny. 
Of these wells 34 are on 3,074 acres in Lewis and Gilmer Counties subsequently dedicated 
to the contract and are covered by a temporary unconditional certificate issued by the 


Commission on November 7, 1960, in Docket No. CI61-—376 authorizing sales at 28 cents 
per Mcf. 
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In any event, for purposes of this proceeding, we should give full consideration 
to all the sales encompassed by the contract. Because there appears to be no 
great difference as to the time when all 56 wells were drilled, or as to their loca- 
tions, or as to the investments involved therein, we are of the opinion that the 
sale of gas from the 22 wells which are the subject of this proceeding would more 
appropriately fall into the rate level category of initial sales as set forth in our 
Statement of General Policy No. 61-1, issued September 28, 1960, as amended.‘ 
Therefore, considering all the circumstances of this case, we will grant the peti- 
tion. The production from the wells subject to this proceeding represents only 
a small portion of Allegheny’s total production dedicated to the sales contract. 
The most significant portion of the gas purchased by Hope under this contract 
results from new production and sales temporarily certificated by us at 28 cents 
per Mcf in Docket No. CI61-376. It would be anomalous, unreasonable, and 
illogical to deny the rate increase for the sales of the relatively insignificant 
volumes involved in the proceeding, where, as here, the greater part of the gas 
sold under the contract has been newly dedicated to that contract at a higher 
rate to the producer. In our opinion, the establishment of the 28 cent per Mcf 
rate for all gas sold under the contract will encourage exploration and 
development. 

Furthermore, while it appears that Allegheny is contractually obligated con- 
tinually to drill and complete wells on leases listed in the contract or “on such 
other leases as may hereafter be added by agreement of the parties” Hope is 
only required to take gas produced from the dedicated wells during the six 
winter months of each year. In effect, Hope is using Allegheny’s wells as storage 
with the result that Allegheny cannot sell its gas quickly and its unit cost of 
production is increased. For successful operations in light of such circum- 
stances, Allegheny requires revenues for not only the productive periods but 
also for the non-productive periods. 

Admittedly, the volumes of gas involved here are small.* However, the public 
as a whole benefits from the continuing successful operations of Allegheny’s 
fields. Allegheny’s producing fields are strategically located near the heart of 
industrial America with its huge densely populated areas. Because of its prox- 
imity to that great market, the cost of transporting the gas from the wellhead 
to the customer is considerably less than the cost of piping gas from the south- 
west to the same customers.* Consequently, 28 cents per Mcf for Allegheny’s 
gas is considerably less than the price paid for gas piped from Louisiana and 
Texas, which generally has a lower Btu content. Furthermore, the location of 
Allegheny’s producing fields provides such markets with ready, naturally con- 
structed storage areas from which gas can be drawn during peak periods obvi- 
ating the costly construction of underground storage areas and the expenses of 
placing and storing and maintaining the more costly imported gas underground. 

In light of our knowledge gained in regulating producers in the Appalachian 
area, we conclude that 28 cents per Mcf is neither out of line for the locality 
where Allegheny’s subject wells are located nor for the Appalachian gas pro- 
ducing area as a whole. In Columbian Carbon Company, Docket No. G—19782, 
issued March 3, 1961, 25 FPC 265, we found 28.04 cents per Mcf to be a just and 
reasonable rate for the sale of gas from wells in West Virginia not too distant 
from Allegheny’s leases.’ Since 1954 we have certificated an appreciable number 


*The price level guide contained in the policy statement for initial sales in West 
Virginia is 28 cents per Mcf. 

5 As a matter of fact, the gas reserves in the entire Appalachian area account for only 
1.8 percent of the nation’s total proved recoverable gas reserves. 

* Hope pays 38.94 cents and 45.07 cents per Mcf for southwest gas delivered ; Eq itable 
Gas Co. pays 39.28 cents and 36.58 cents per Mecf for such gas. 

7 Columbian’s wells are located in Nicholas and Fayette Counties. 
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of gas sales in the Appalachian area ranging from 27.50 cents to 32.01 cents per 
Mef. Further, we note that the unit cost of production for the various pipeline 
producers throughout the Appalachian area varies from 20.75 cents to $1.71 per 
Mcf (with a weighted average of such pipeline producers’ costs approximating 
38 cents per Mcf). 


The Commission finds: 


The increased rate at issue in this proceeding should be allowed to remain in 
effect without refund obligation and this proceeding should be terminated. 


The Commission orders: 


The proposed increased rate in Supplement No. 3 to Allegheny’s FPC Gas Rate 
Schedule No. 3 is hereby allowed to remain in effect without refunding 
obligations and this proceeding is hereby terminated. 

Commissioner Kline concurring in result. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


INTERSTATE POWER COMPANY, DOCKET NO. E-6931 


SUPPLEMENTAL ORDER AMENDING ORDER AUTHORIZING THE ISSUANCE OF 
PROMISSORY NOTES 


(Issued May 2, 1961) 


By order issued April 29, 1960, 23 FPC 644, in the above-entitled matter, the 
Commission, pursuant to Section 204 of the Federal Power Act, authorized 
Interstate Power Company (Applicant) to issue unsecured Promissory Notes not 
to exceed $6,500,000 in aggregate principal amount outstanding at any one time, 
upon the terms and conditions set forth in that order, which included, among 
others, the requirement in paragraph (B) of the order that the final maturity 
dates of all Notes issued pursuant thereto be not later than May 31, 1961. 

In an amendment to its application in this proceeding filed March 16, 1961, 
Applicant stated it had issued pursuant to the afore-mentioned order an aggre- 
gate of $6,000,000 principal amount of Promissory Notes evidencing bank loans 
made by eleven banks, all of said Notes expressed to mature May 31, 1961. It 
further stated that it did not avail itself of the privilege of issuing the remaining 
$500,000 principal amount of Notes. 

By its afore-mentioned amendment to its application in this proceeding, Appli- 
cant has requested authority to extend at the prime commercial rate of interest 
of The Chase Manhattan Bank prevailing at the time such extension is actually 
granted by the note holders concerned, for a period not exceeding 90 days from 
May 31, 1961, certain Promissory Notes described hereinafter, aggregating 
$5,000,000 in principal amount, issued pursuant to the aforementioned Commis- 
sion order of April 29, 1960. In support of its request, Applicant makes refer- 
ence to an Application filed by it March 16, 1961 (Docket No. E-6985), with 
the Federal Power Commission for authority to issue $9,000,000 Principal 
Amount of First Mortgage Bonds and 223,833 shares (maximum) of Additional 
Common Stock and states that the afore-mentioned extension would be needed 
in the event that the closing date for the First Mortgage Bonds, tentatively May 
26, 1961, should be postponed. 

Applicant seeks no other change in the authorization previously issued in this 
matter. 
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The Commission finds: 


Good cause has been shown and it is necessary and appropriate for the 
purposes of the Federal Power Act that paragraphs (A) and (B) of the Com- 
mission’s order issued in this proceeding April 29, 1960, be modified as herein- 
after provided. 


The Commission orders: 


(A) Paragraphs (A) and (B) of the Commission’s order issued in this pro- 
ceeding April 29, 1960, are hereby amended to read as follows: 


(A) The proposed issuance by Applicant of Promissory Notes not exceeding 
$6,500,000 in aggregate principal amount outstanding at any one time, upon 
the terms and conditions and for the purposes set forth in the application as 
originally filed, as described above, and as amended March 16, 1961, is hereby 
authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes to be issued pursuant hereto being not later than May 31, 1961, except 
that: Applicant may extend at the prime commercial rate of interest of The 
Chase Manhattan Bank prevailing at the time such extension is actually granted 
by the note holders concerned, for a period not exceeding 90 days from May 31, 
1961, the following Promissory Notes, issued pursuant to this order, aggregat- 
ing $5,000,000 in principal amount: 

Two Notes, each in the principal amount of $500,000, each dated June 10, 1960, 
and each bearing interest at 5% per annum payable respectively to The Chase 
Manhattan Bank, New York, New York, and Manufacturers Trust Company, 
New York, New York. 

Two Notes, each in the principal amount of $1,500,000, each dated October 
21, 1960, and each bearing interest at 442% per annum payable respectively to 
The Chase Manhattan Bank, New York, New York, and Manufacturers Trust 
Company, New York, New York. 

Two Notes, each in the principal amount of $500,000, each dated December 22, 
1960, and each bearing interest at 44% per annum payable respectively to The 
Chase Manhattan Bank, New York, New York, and Manufacturers Trust Com- 
pany, New York, New York. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


INTERSTATE POWER COMPANY, DOCKET NO. E-6985 


ORDER AUTHORIZING ISSUANCE OF FIRST MORTGAGE BONDS AND ADDITIONAL COMMON 
STOCK 


(Issued May 2, 1961) 


Interstate Power Company (Applicant), incorporated under the laws of the 
State of Delaware and domesticated in the States of Illinois, Iowa, Minnesota, 
and South Dakota, with its principal business office in Dubuque, Iowa, filed 
an application on March 16, as supplemented April 21, 1961, for an order pur- 
suant to Section 204 of the Federal Power Act authorizing the issuance and sale 
at competitive bidding of $9,000,000 principal amount of First Mortgage Bonds, 
Series due 1991, and the issuance and sale of 223,833 shares (maximum) of Ad- 
ditional Common Stock, par value of $3.50 per share. 

Applicant proposes to issue the Bonds under its Indenture of Mortgage, dated 
as of January 1, 1948, to The Chase Manhattan Bank and Arthur F. Henning, 
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(successor) Trustees, as heretofore supplemented, and as to be further supple- 
mented by a proposed Eighth Supplemental Indenture to be dated as of May 
1, 1961. 

According to the application, Applicant proposes initially to offer for sub- 
scription by its common stockholders 202,333 shares of Common Stock. Rights 
to subscribe are to be evidenced by a single form of transferable Subscription 
Warrant expressed in terms of Rights, the number of Rights evidenced by each 
Warrant to be equivalent to the number of shares of Applicant’s common stock 
held of record on the record date (3:30 P.M., New York Time, on May 18, 1961) 
by the stockholder. Warrant holders are to have a “Primary Subscription Right” 
to subscribe for these shares of Common Stock on the basis of one share for 
each 16 shares of common stock held of record; in addition, where holdings are 
not evenly divisible by 16 or are less than 16, Warrant holders are to have an 
“Incidental Right” to subscribe for one full share with the number of Rights 
which exceed a multiple of 16 or are less than 16, together with a conditional 
“Secondary Subscription Right” of oversubscription. Up to 21,500 more shares 
of Common Stock (maximum) will be issued only to the extent, if any, that it 
is necessary to issue more than the afore-mentioned 202,333 shares by reason of 
the exercise of “Incidental Rights.” 

The price at which the Common Stock is to be offered to common stockholders 
will be determined by the Board of Directors of Applicant, such price to be fixed 
in relation to, and at an appropriate discount from, the then market price of 
Applicant’s presently issued and outstanding common stock. Any of the 202,333 
shares of Common Stock which are not subscribed for pursuant to the afore- 
mentioned subscription offer are proposed to be sold to underwriters at the same 
price at which shares of the Common Stock are to be offered to stockholders. 
The compensation of the underwriters for commitment to purchase any such un- 
subscribed Common Stock at such price is proposed to be fixed by competitive 
bidding. 

On or about May 4, 1961, Applicant proposes to invite sealed, written bids 
for the purchase of the Bonds and any unsubscribed Common Stock by news- 
paper publication and by distribution of public invitations for bids. Copies of 
the terms and conditions relating to the bids will be made available by Applicant. 
All bids, whether from a single bidder or a group of bidders, are to be in writing 
on the forms of bid furnished by Applicant and are to be for the purchase of the 
entire issue of Bonds or Common Stock. Each bid on the Bonds is to specify, 
among other things, (1) the coupon rate of the Bonds, which is to be a multiple 
of % of 1%, (2) the price, exclusive of accrued interest, to be paid to Applicant 
for the Bonds which is to be not less than 99% and not more than 102%% of 
the principal amount thereof, and (3) that accrued interest from May 1, 1961, 
to the date of payment and delivery will be paid to Applicant by the purchaser or 
purchasers. Each bid on the unsubscribed Common Stock is to specify, among 
other things, (1) the price per share to be paid to Applicant (which price is to 
be the price determined by Applicant, as fore-said) and (2) the aggregate amount 
to be paid by Applicant to the bidder or bidders as compensation for their com- 
mitments and obligations in connection with the purchase of the unsubscribed 
Common Stock. 

Unless postponed, all bids for the purchase of the proposed issuance of Bonds 
and unsubscribed Common Stock are to be delivered to Applicant at the office of 
The Chase Manhattan Bank, 28d floor Conference Room, 1 Chase Manhattan 
Plaza, New York 15, N.Y., at or before 11:00 AM for the Common Stock bids 
and 11:30 am for the Bond Bids, New York Time, on May 18, 1961. The terms 
and conditions relating to the bids provide that Applicant may return or reject 
all bids on the Bonds or unsubscribed Common Stock or both or may exclude 
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individual bids for certain specified reasons. Of those bids not so rejected or 
excluded Applicant will accept that bid for the Bonds which provides the lowest 
“annual cost of money” to Applicant, to be determined as provided in the 
terms and conditions relating to bids for the Bonds; and that bid for the un- 
subscribed Common Stock which specifies the lowest aggregate amount of com- 
pensation to be paid by Applicant to the bidder or bidders, in accordance with 
the terms and conditions relating to bids for the unsubscribed Common Stock. 
Each bid on Bonds must be accompanied by a certified or official bank check or 
checks for 3% of the principal amount of the Bonds, namely $270,000. Each 
bid for the unsubscribed Common Stock must be accompanied by a certified or 
official bank check or checks in the aggregate amount of $50,000. 

According to the application the net proceeds to be received by Applicant 
from the issuance and sale of the Bonds and Common Stock, an estimated 
$13,000,000, will be used by Applicant to discharge $6,000,000 principal amount 
of promissory notes* evidencing bank loans made by Applicant during 1960 
which were used to pay for a portion of its construction program; and secondly, 
towards payment of an estimated $12,761,000 construction program of Applicant 
for 1961. This program includes estimated expenditures of $5,997,000 for con- 
struction work in progress for the addition of generating unit No. 3 at the 
Fox Lake Plant at Sherburn, Minnesota; $205,000 to complete a 161 kv line 
between Applicant and a neighboring Iowa utility company; and $500,000 to 
extend gas service to new markets. The balance of the estimated expenditures 
for the 1961 construction program will be used principally for extensions and 
improvements of existing electric transmission and distribution lines and ex- 
tensions and improvements to gas distribution systems. 

Written notice of the application has been given to the Commerce Commission 
of Illinois, the Minnesota Railroad and Warehouse Commission, the South 
Dakota Public Utilities Commission, and the State Commerce Commission of 
Iowa. Notice has also been given by publication in the Federal Register on 
April 1, 1961 (26 F.R. 2762), stating that any person desiring to be heard or 
to make any protest with reference to the application should file a petition or 
protest on or before April 19, 1961, with the Federal Power Commission, Wash- 
ington 25, D.C. No protest, petition, or request to be heard in opposition to 
the granting of the application has been received. 


The Commission finds: 

(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act subject to the jurisdiction of the Commission 
as heretofore described and set forth in the Commission’s order issued May 12, 
1959, In the Matter of Interstate Power Company, Docket No. E-6877 (21 FPC 
678). 

(2) The proposed issuance and sale of Bonds and Common Stock, as described 
above, will constitute an issuance of securities within the purview of Section 
204 of the Federal Power Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issiies here involved are regulated by a State Commission 
within the meaning of Section 204(f) of the Act, and the proposed issuance of 
securities are, therefore, not exempt by virtue of that Section from the require- 
ments of Section 204 of the Act. 

(4) The proposed issuance and sale of Bonds and Common Stock, as herein- 
after authorized, will be for a lawful object, within the corporate purposes of 
Applicant and compatible with the public interest, which is appropriate for and 


*These notes were issued pursuant to authorization granted by Commission order 
issued April 29, 1960, Interstate Power Company, Docket No. E-€6931 (23 FPC 644). 
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consistent with the proper performance by Applicant of service as a public 
utility and which will not impair its ability to perform that service, and is reason- 
ably appropriate for such purposes. 


The Commission orders: 


(A) The proposed issuance and sale of Bonds and Common Stock, upon the 
terms and conditions and for the purposes specified in the application, as de- 
scribed above, are authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding and the 
proposed issuance and sale of Common Stock in the manner set forth in the 
application shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k) (3) of the Commission’s Regulations under the Federal Power 
Act relating to compliance with competitive bidding requirements, and Section 
34.2(k) (4) of those Regulations relating to affiliation, and shall have either filed 
such amendments or shall have mailed them and advised the Commission by 
telephone and telegraph, as contemplated in Section 34.9 of the Regulations. 

(ii) The Commission, by further order, shall have approved the price to be 
received by Applicant for the proposed issuance of Bonds and the interest rate 
thereof, the price per share to be received by Applicant for the Common Stock, 
and the amount of any compensation for underwriters to be paid by Applicant 
in connection with the Common Stock. 

(C) This authorization shall expire unless the transactions hereby authorized 
are consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States with respect to any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


KANSAS-NEBRASKA NATURAL GAS COMPANY, DOCKET NO. G-12391 
ORDER AMENDING OPINION AND ORDER AND DENYING APPLICATIONS FOR REHEARING 


(Issued May 2, 1961) 


Northwestern Public Service Company by petition for rehearing filed April 
3, 1961, and other jurisdictional customers of Kansas-Nebraska Natural Gas 
Company,’ by joint application for rehearing on the same date, have requested 
rehearing of the Commission’s opinion and order issued March 8, 1961, 25 FPC 
448, in the above entitled proceeding. In our opinion and order we determined 
issues not settled by stipulation consisting of 1) the return on investment and the 
reflected income tax thereon, 2) the allocation to jurisdictional customers of 
the stipulated cost of service, 3) rates, and 4) purchased gas costs during the 
refund period. In reaching our results we found that a fair rate of return would 
be 6% percent. We allocated all production costs in the Hugoton Field in 
Kansas and the Julesburg Basin in western Nebraska and Colorado on the 


1City of Alma, Nebraska, City of Central City, Nebraska, City of Hastings, Nebraska, 
Nebraska Natural Gas Company, Natural Gas Distributing Company of Nebraska, Natural 
Gas Distributing Company, Central Electric & Gas Company. 
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system basis. For purposes of allocation and rate design we established two 
zones. The first zone, located nearest the sources of supply includes Kansas, 
Colorado, and part of Nebraska. The second zone includes the parts of the 
system in Nebraska more remote from the sources of supply. We allocated 
transmission costs using the Mcf-mile method between the two zones and between 
jurisdictional and non-jurisdictional sales within the zones; and we determined 
demand and commodity rates for each zone. 

The applicants for rehearing object to our using pipeline mileage as the basis 
of our allocation contending that we ignored the factor of pipe diameter. Con- 
trary to this contention we did take all of the relevant factors into consideration 
and concluded that mileage was the controlling factor to be considered in this 
ease. The basis of the applicants’ contention is that they as jurisdictional 
customers are served in general from the larger diameter lines, while most 
of the small diameter branch lines are used to serve non-jurisdictional cus- 
tomers.? They point out further that while the large diameter pipelines cost 
more than the small diameter lines, their capacity is proportionally greater 
so that the unit transmission cost is less, everything else being equal. We are 
cognizant of these principles, but are of the opinion that other factors offset this 
tendency. 

As we pointed out in our opinion, jurisdictional and non-jurisdictional sales 
are made over hundreds of miles of territory with all of the jurisdictional sales 
in Nebraska and the non-jurisdictional sales in the three states of Kansas, 
Nebraska and Colorado. There are no large concentrated load centers on the 
more distant parts of the system in Nebraska, rather, the loads are dispersed 
throughout the system in small load centers. The load factor of the combined 
jurisdictional and non-jurisdictional Zone 1 sales is 70.9 percent whereas the 
equivalent load factors of Zone 2 is 49.9 percent, thus tending to increase the 
unit costs in Zone 2. The evidence further shows that the more remote portions 
of the system in Nebraska were constructed most recently at a higher cost for 
equivalent pipeline and therefore involve lower applicable reserves for de- 
preciation. These additional considerations tend to increase unit costs in the 
more remote parts of the system and give weight to the mileage factor, so that 
we are of the opinion that the Mcf-mileage method should be used. Any method 
that does not give full weight to mileage does not do justice between Kansas- 
Nebraska’s various customers. The examiner pointed out that the inch-mile 
method advocated by Northwestern, by which pipe length is multiplied by pipe 
diameter, allocated approximately the same costs to the jurisdictional customers 
as the system-wide method of allocating transmission costs. Yet we know that 
the average distance of the jurisdictional customers is some 80 miles farther 
from the sources of supply than the non-jurisdictional customers. 

We may adopt the following language of our Northern Natural case,’ where, 
as here, there was a disparity of pipe diameters: 


Considering the data ...as well as the more detailed evidence in the 
record, we find that there is no such concentration of sales in a single area 
of the system as would countervail against the arguments of the Proponents 
and the Staff that the distance of transmission—the mileage of haul—is 


the primary and controlling factor in the determination of the basic issue 
here. 


While we considered mileage a primary factor in that case and the present one, 
we actually modified the mileage method so as to ameliorate the cost disparity 


2In spite of the fact that the preponderance of large diameter pipe is located in Kansas 
where it is, of course, used to carry both jurisdictional and non-jurisdictional gas. 

3 Northern Natural Gas Co., 14 FPC 11, affirmed Interstate Power Co. v. F.P.C., 236 F. 
2d 372 (CA 8), certiorari denied 352 U.S. 96. 








894 FEDERAL POWER COMMISSION 


between the zones that we established. More particularly, the rates we pre- 
scribed reflected approximately 50 percent of the differential in costs between 
the zones. 

Both applications for rehearing contend that we were not justified in using 
the Mcf-mile method in allocating transmission costs between jurisdictional and 
non-jurisdictional customers. In the first place, as we have indicated in our prior 
opinion, every sale cannot be treated separately. Therefore, a certain amount 
of grouping is necessary. We think it entirely equitable to apply the Mcf-mile 
method to such groupings. If the average distance of one group, the jurisdic- 
tional customers, from the sources of supply is greater than the average distance 
of another group, the non-jurisdictional customers, it is proper that the juris- 
dictional group be subject to a higher allocation of costs. Using volumes of 
gas alone as advocated on rehearing would not be as equitable as giving weight 
to the distance factor as between the two groups. In our original opinion, we 
indicated, however, that the application of the mileage method to the entire 
system could result in a jurisdictional sale, made at approximately the same 
point as a non-jurisdictional sale, being billed at a higher rate. This situation 
could result from the fact that on the entire system the average distance of 
the jurisdictional sales is about 80 miles farther from the sources of supply 
than the non-jurisdictional sales. But, as we indicated at page 456 of our original 
opinion, whether or not such situation does in fact materialize is simply a 
matter of determining just how many of the jurisdictional and non-jurisdic- 
tional points are to be grouped for the purpose of deriving equitable rates. By 
the use of a zoning system we have reduced the differential between jurisdic- 
tional and non-jurisdictional sales to a pragmatic limit. For instance, in our 
Zone 1, the average distance of the jurisdictional sales is about 145 miles, while 
the average distance of the non-jurisdictional sales is about 123 miles, a differ- 
ence of only 22 miles, while in Zone 2, the average distance of the jurisdictional 
sales is 285 miles and the non-jurisdictional sales 289 miles, four miles farther. 
The result may still offer disparities and anomalies in certain instances, but 
these may not be wholly avoided by any method of allocation or by zoning or 
not zoning. It is basic, of course, that rate making is an averaging process and 
the indicated differences are of such a small magnitude that the result cannot 
be characterized as unjust or discriminatory. 

In connection with the question of mileage, Northwestern argues that pipe 
lines serving irrigation projects should be classified as distribution rather than 
transmission and, further, that the miles of “transmission” through these same 
lines was omitted from the Mcf-mile computations. In our computations we 
included all lines classified on Kansas-Nebraska’s books as transmission and 
excluded those classified as distribution. Northwestern has not presented suffi- 
cient evidence to show that these lines or part of them should be reclassified. 
The testimony, in fact, indicates that some of these irrigation lines serve 
municipalities as well as the irrigation projects. We do not consider pipe size 
as controlling the classification between distribution and transmission. 

The applicants for rehearing contend that the Commission improperly estab- 
lished zones without giving the parties opportunity for hearing on the necessity 
of zones, the number of zones and the location of the zone boundaries. They 


contend that the establishment of zones was not an issue. Actually, in our 


order issued July 17, 1959, accepting the stipulation, we specified that evidence 
would be received on “the appropriate allocation to jurisdictional customers 
of the total cost of service,-and the proper rates related to such cost of service.” 
After studying the examiner’s decision, the exceptions, and the record, we 
concluded for the reasons ‘set forth in our opinion, that zoning would be neces- 
sary in order to achieve substantial justice. The record was entirely adequate 
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for this purpose. We had full data on the physical details of the system, 
that is, the mileages and the gas volumes involved, the location and nature of 
each sale, and all other necessary information. We do not believe that we 
should be prevented from reaching a necessary conclusion upon an adequate 
record because the parties had not put our particular solution in issue. The 
problem of the allocation of costs involves our judgment.‘ It has been decided 
that we may alter a zoning plan that had already been the subject of a hearing 
without further hearing.” If we may alter a zoning plan, we are able to create 
one. This Commission is qualified to form its own conclusions on the record 
without the aid of expert opinions.® 

The joint applicants contend that the zone boundaries established by the 
Commission are unjust and inequitable in that certain towns close to the 
boundary in Zone 1 are slightly farther from the sources of supply than other 
towns close to the border in Zone 2. This is true on the basis of the record, 
but no boundary can precisely separate the towns of this system on the basis 
of distance without extreme irregularities. This is because of the numerous 
connecting lines and laterals as shown on the system map. Such irregularities 
appear to us to be unnecessary in this case and inherently unfair. To prescribe 
a highly convoluted boundary strains the practical limitations on regulation. 
Furthermore, we presume that Kansas-Nebraska’s system will change and de- 
velop. If a rigid adherence to mileage in drawing the zone boundary is the 
rule for this system, new sales or new lateral lines built might require continu- 
ous changes in the zone boundary. Therefore, we drew the zone boundary at 
a point approximately half way between the sources of supply and the extremi- 
ties of the system in a manner to effect an equitable division without attempting 
to divide the towns precisely on the basis of pipe mileage to each one. 

In our Northern Natural opinion, it is true that we modified proposed alloca- 
tions to achieve just such the precision advocated here. However, the physical 
pattern of the Northern Natural system is susceptible of a more precise zoning. 
It was appropriate and possible there to adjust the zone boundaries so that 
the distance on certain laterals would equal the distance on the mainline. 

The applicants, other than Northwestern, contend further that the zones 
prescribed by us are inequitable because they do not coincide with the com- 
pany’s own zones for retail sales. Kansas-Nebraska, according to the record, 
has established 11 zones with 11 different zone rates. If the two zones estab- 
lished by us are reasonable, we should not modify our findings to establish an 
entirely different system of zones because the company, with respect to sales 
outside of our jurisdiction, has chosen to do so. 

Northwestern contends that we should not have used the date of May 31, 
1959, for computing rate of return as it might be deprived of part of its refund 
during the early part of the refund period beginning October 1, 1957. However, 
as we have indicated in our prior opinion, we were prescribing rates for the 
entire period from October 1, 1957, extending through May 31, 1959, and into 
the future. We are of the opinion that Kansas-Nebraska should not be held 
to a rate of return suitable only for the earlier part of the refund period. 
Rather than break the period into parts we have employed a rate of return 


* Colorado Interstate Gas Co. v. F.P.C., 324 U.S. 581, 589. 


5 Interstate Power Co. v. F.P.C., 236 F. 2d 372, 382-383 (CA 8), certiorari denied 352 
U.S. 967. 


®*Compare Market Street R. Co. v. Commissioner, 324 U.S. 548, 560-561. 
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that would be fair from and after October 1, 1957, bearing in mind that assum- 
ing a given rate of return, the record shows a tendency for Kansas-Nebraska’s 
allowance for common equity to decrease from 1956 to May 31, 1959, and the 
same factors would cause further decrease after that date. 

Northwestern contends that the Commission erred in other respects. It 
notes that in the calculation of return, there is no reduction of working capital 
for accrued Federal income taxes payable. There should have been such credit 
and revised Appendices 1, 2, and 4 are attached hereto to take this credit 
into account. In making the recomputation, we have classified return and 
Federal income taxes in accordance with the pattern shown by the stipulation. 
The result of the recomputation is to reduce the total cost of service from 
$15,470,053 to $15,415,563 and to reduce the demand charge in Zone 1 from 
5.18 cents per Mcf per day to 5.12 cents per Mcf and the demand charge in 
Zone 2 from 6.67 cents per Mcf per day to 6.6 cents per Mcf. 

Northwestern further argues that the tax credit should be based upon ac- 
cruals for both Federal income taxes payable and Federal income taxes deferred. 
We think that the company should be given the benefit of including deferred 
taxes in its cost of service as shown in the stipulation, and this benefit should 
not be in part nullified by a proportional reduction in working capital.’ Our 
order of July 17, 1959, leaves open the matters of rate of return and the ap- 
plicable income tax reflecting change in return on investment based thereon. 

Northwestern and the other applicants also argue that in our Northern Natural 
case, 14 FPC 11, the Commission found that Transportation of Gas by Others 
and Administrative and General Expenses should not be allocated on a mileage 
basis, while in the present opinion these items have been allocated on a mileage 
basis following witnesses for both Kansas-Nebraska and the staff. The total 
amount for Transmission and Compression of Gas by Others is $9,192, a com- 
paratively minute amount. The total amount of Administrative and General 
Expenses is $1,179,559, of which only $305,534 is allocated in the stipulation to 
the transmission function, and so allocated by the mileage method. The issue 
concerning these items, whose effect would be minor, was not developed in the 
record or the briefs. The interveners merely pointed to the apparent dis- 
crepancies with precedent without any clear showing of the effect or of the rela- 
tive merits of the question of allocation. Under these circumstances, we do not 
believe that we should, for the purposes of this case, reallocate such costs fully 
on the basis of precedent for the record contains the contrary allocations of the 
expert witnesses. 

Apart from these considerations, it is entirely proper to allocate both items 
with other transmission costs. The cost of Transmission for Others is reasonably 
related to the other transmission costs of the Kansas-Nebraska system. That 
part of the item of Administrative and General Expenses, which includes salaries 
of general officers and executives, insurance, injuries and damage, maintenance 
of structures and improvements, and maintenance of communication equipment, 
stipulated to be applicable to transmission, would appear to be, in this case, 


roughly related to the miles of pipeline and should be allocated with other 
transmission costs. 


The Commission further finds: 


The assignments of error and grounds for rehearing set forth in the applica- 
tions for rehearing filed herein on April 3, 1961, by Northwestern and by other 
interveners listed in footnote (1), set forth no new facts or principles of law 
which were not fully considered by the Commission when it issued its opinion 


7 El Paso Natural Gas Co., 22 FPC 260, 267, 271, reversed on other grounds as El Paso 
Natural Gas Co. v. F.P.C., 281 F. 2d 567 (CA 5) cert. den. sub. nom. People of State of 
California v. FPC, 366 U.S. 912. 
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and order of March 8, 1961, or which, having now been considered, warrant any 
change in or modification of the said opinion and order except as specified below. 


The Commission orders: 

The applications for rehearing of the Commission’s order issued March 8, 1961, 
filed herein by Northwestern and by the other interveners listed in footnote (1), 
on April 3, 1961, are hereby denied except with respect to an adjustment to work- 


ing capital and the allocation of return and Federal income taxes as set forth 
in the revised Appendices 1, 2, and 4, attached hereto. 


APPENDIX 1 (REVISED) 


Cost oF SERvVICE—6144% RATE OF RETURN—YEAR 1956 (ExcLUSIVE OF CAMRICK 




































FIELD) 
| City | Regu- | Return 
Produc- | Transmis-| gate and| Local dis- | latory | exclusive 
Particulars Total tion and sion main | tribution | Com- | of produc- 
gathering line in- mission tion 
dustrials expense 
(a) (b) (ce) (d) (e) (f) (g) (h) 
_ ——— an 
Operating expense, deprecia- } 
tion, depletion, and amorti- 
zation, State and other 
taxes, lessothergasrevenues 
taken from Schedule “A” 
used for stipulation. -........ $10, 735, 718 |$5, 215, 567 |$2, 898, 450 |$356, 522 |$2, 247,714 |$17, 465 |.......... 
icine idicndtinehndinans $2, 877, 118 $795, 811 |$1, 668, 728 | $33,374 $379, 205 j........ $2, 081, 307 
a IE IN sical Be scsactatcainicaeancel in seienamanineane 80. 18% 1.6% Si i ietaiericcitinacaamitids 
Federal income taxes: 
Currently payable - -....-. PR GOAN Encctina ont endntathinntbneiaet ni edhibanhielnwevhentinmaaiinmaiel 
$353, 039 |$1, 162,360 | $23, 195 Fs I Wictecnrarncnsesleadisipidleetinsints 
RINE. «ade csasesnansc CE Uennnneekshilcqcncuutvtticaidatsadiiaebbadentnesinedieaga 
Total cost of services. _./$15, 415, 563 |$6, 
Deduct distribution....-. $2, 891, 052 
$12, 524, 511 
Allocation of return to func- 
tions on basis of ratio of re- 
turn for each function to 
total return as shown in 
Exhibit No. 1 (stipulation 
COUN). ca nsdiscevcnsas 100% 27. 6% 58. 00% 1. 16% SOTO. nese poem 
STORE Ci: Cie cicneenewegateceesstennicnninnnaanganRmidinanmiaaphaiaiam 1, 802, 727 
ee re CIS Ol iin scindincintccdnncescscssunnedsignbesnadainnhandaanl , 039 
Distributed as follows: 1, 449, 688 
RT Ta iiviiiicsesiisininsttintinncnicsteinniiineanstienbndibentinditiniaindasniakaaiimpgiraniitaicial 1, “1, 162, 360 
City Gate, ete., 1.6% 






Distribution, 18.22 percent 
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APPENDIX 4 (REVISED) 


COMPARISON OF REVENUES UNDER RATES DETERMINED HEREIN WITH PREVIOUS 
RATES AND PROPOSED RATES 




































































Revenues | Revenues | Revenues Increase Decrease 
under rates| under pre- | under pro- jcol. (1) overjcol. (1) over 
| here deter- | vious rates |posed rates} col. (2) | col. (3) 
mined 
| | 
(1) (2) o° i in re 
I RN 8 os nrsccecencensienmn $39, 864 $38, 968 $46, 985 $896 $7, 121 
Nat. Gas Dist. Co.—Zone 1___...-....----- 90, 221 88, 199 105, 879 2, 022 | 15, 658 
Nebraska Nat. Gas Co.: 
ee a 317, 135 310, 066 372, 207 7,069 | 55, 072 
BN Dccasinicteocsnnitieitnindaidnndaienee 165, 864 139, 968 167, 688 | 25, 896 | 1, 824 
IP: <cnciowrtehctabsisllaacihiaehipdiinsichiitaadeats 482, 999 450, 034 539, 895 | 32, 965 56, 896 
Nat. Gas Dist. Co. of Nebr.: | 
SII sss sich aleciiasmcseuinidmsaeisiidinalestiatl 56, 843 55, 571 66, 546 1, 272 9, 703 
TE ctinncdninindctiioketescasmmnel 46, 531 39, 194 47, 059 7, 237 528 
POPU <celiaserstsin acl llatieicaststgeineeesiatinaptisdia 103, 374 94, 765 113, 605 8, 609 10, 231 
Northwestern PS Co.: | ie 
SID Ua «isin mninchipsignsadioestahcpnstiienadiaeeinsaniciicigtonl 366, 404 358, 193 429, 212 8,211 | 62, 808 
NE Bas ctrkecdisdnsnncdenncnanesbad 1, 028, 397 866, 505 1, 040, 007 | 161, 892 11, 610 
| | 
FE, \siieanlnigienianteactleinndactieanaimaniona 1, 394, 801 1, 224, 698 1, 469, 219 170, 103 74, 418 
City of Hastings—Zone 2.................- 656, 315 552, 470 | 663, 841 | 103, 845 7, 526 
Central E & G—Zone 2____..-- 875, 372 739, 608 884, 807 | 135, 764 | 9, 435 
City of Central City—Zone 2 84, 856 71, 239 85, 873 13, 617 1,017 
Total jurisdictional .................. 3, 727, 802 3, 259, 981 3, 910, 104 467,821 | 182, 302 
Demand ! |Commodity 
Rates here determined: 
Zone 1: Cents Cents 
a a occas cia eee sslatep aol 5.12 21.0 
RI accdiscsesceesapsndathoe teseusienibnaneiniotnie cae ah massa risa 24.4 
Zone 2: 
a a aa cet cael 6.6 23.0 
ko inten ch dcnatanadicusnionauaunneaomeil 26.0 





1 Demand charge per day. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PACIFIC GAS & ELECTRIC COMPANY 


ORDER ACCEPTING RATE SCHEDULE FOR FILING AND DIRECTING 
INITIATION OF INVESTIGATION 


(Issued May 3, 1961) 


Pacific Gas and Electric Company (PG&E), San Francisco, California, on 
March 17, 1961, tendered for filing pursuant to Section 205 of the Federal Power 
Act, a revised rate schedule applicable to wholesale electric service which it 
renders to Sierra Pacific Power Company (Sierra). The revised schedule, desig- 
nated as PG&E’s Rate Schedule FPC No. 8 and Supplement No. 1 thereto, super- 
sedes PG&E's Rate Schedule FPC No. 3 effective May 1, 1961. 

Physically, Rate Schedule No. 8 embodies the language or terms of a con- 
tractual document purportedly “entered into” as of January 1, 1960, but not 
“executed” by corporate officials of Sierra and PG&BH, respectively, until Febru- 
ary 23, 1961. That contract by its terms is for the initial period ending Novem- 
ber 7, 1971, and from year to year thereafter subject to earlier termination at 
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the option of Sierra upon the occurrence of specified conditions. Supplement 
No. 1 consists of a schedule of demand and energy rates and related provisions 
relative to the measurement of Sierra’s billing demand, minimum charges and 
power factor adjustments. That schedule also appears as a term of the con- 
tractual document embodied in Rate Schedule FPC No. 8 together with a number 
of other schedules of rates. Certain of those various schedules as set forth in 
the contract between PG&E and Sierra are stated to be applicable to PG&E’s 
service to Sierra during specific calendar years 1960 through 1964, in the event 
that Sierra does not install additional electric generating units in excess of 25 
megawatts capacity, or install additional base load steam electric generating 
equipment of its own or increase its existing purchases of electric power and 
energy from others than PG&E for its (Sierra’s) base load operation in excess 
of 5000 kilowatts.’ In the event that Sierra increases its installed electric gen- 
erating capacity or existing electric purchases from sources other than PG&E 
for base load operation alternative schedules of rates are stated to be applicable 
to PG&E’s service to Sierra.’ 

Under the schedule of rates set forth in Supplement No. 1 and Exhibit A to the 
February 23, 1961 contract under the caption “Effective 1-1-61” PG&E will in- 
crease its rates and charges to Sierra by an estimated $245,565 (10%) for the 
period May through December 1961 over the rates embodied in PG&E’s Rate 
Schedule FPC No. 3. The additional schedules of rates set forth in Exhibit A 
under the captions “Effective 1-1-62,” “Effective 1—-1-63,” and “Effective 1-1-64” 
would result in further estimated rate increases to Sierra of approximately 5% 
over each preceding year. Following that pattern of rate increases PG&E’s pro- 
posed rate to Sierra as of January 1, 1965, would approximate the level of 
PG&E’s intrastate resale rate presently designated as Schedule R. 

The Public Service Commission of Nevada by telegram of March 31, 1961, and 
letter dated April 13, 1961, protested PG&E’s revised Rate Schedule FPC No. 8 
and Supplement No. 1, thereto, and requested that the Commission enter upon a 
hearing concerning their lawfulness and suspend their operation for a period of 
five months pursuant to Section 205 (e) of the Power Act. In addition, that 
Commission indicated that PG&E’s rates and charges to Sierra for wholesale 
electric service rendered to the latter during the calendar year 1960 and prior 
to May 1, 1961, may have been computed at schedules of rates set forth in the 
February 23, 1961 contract between PG&E and Sierra, rather than the rates as 
set forth in PG&E’s filed and effective rate schedule, Rate Schedule FPC No. 3. 

Based upon our examination of PG&E’s Rate Schedule FPC No. 8 and Sup- 
plement No. 1 thereto, together with PG&E’s supporting cost and other data 
and the protests and comments of the Public Service Commission of Nevada, 
we find it necessary and appropriate for the purposes of the Power Act (par- 
ticularly Sections 205, 301, 307 and 309 thereof) that: 

(1) The contractual document of February 23, 1961 between PG&E and Sierra 
be accepted for filing as PG&E’s Rate Schedule FPC No. 8 together with Supple- 
ment No. 1 thereto, superseding PG&E’s Rate Schedule FPC No. 3 effective as to 
the deliveries of PG&E to Sierra on and after May 1, 1961. This acceptance of 
the February 23, 1961 contract as an effective rate schedule is limited to its ac- 
ceptance for the period on and after May 1, 1961, during which the schedule of 
rates set forth in Supplement No. 1 to PG&E’s Rate Schedule FPC No. 8 shall be 
applicable. Billing by PG&E at rates, other than those set forth in Supplement 
No. 1, shall be deemed a rate change within the purview of Sections 205 (d) and 


1 These schedules are set forth in Exhibit A to the February 23, 1961 contract between 
PG&E and Sierra ; reproduced as Table I hereto. 


2 These schedules are set forth in Exhibit C to the February 23, 1961 contract; repro- 
duced as Table II hereto. 
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(e) of the Power Act requiring prior submission of a successor rate schedule 
filing by PG&E embodying the February 23, 1961 contract together with the 
then proposed superseding rates all as a “change” within the meaning of Sec- 
tions 205 (d) and (e) of the Power Act. 

(2) PG&E submit within a period of 30 days photostatic copies of all bills 
presented to Sierra for wholesale electric service rendered to the latter during 
each month of the calendar year 1960 and the months of January through 
April 1961, together with a statement of all revenues actually received from 
Sierra by PG&B for its service to Sierra during that period. 

(3) The staff of this Commission undertake a field examination of the 
operations and the books and records of PG&E and Sierra relative to PG&E’s 
costs of providing service to Sierra at the schedule of increased rates which 
PG&E contemplates filing hereafter with this Commission to become effective 
January 1, 1962; and the effect of the design of those rates upon Sierra’s electric 
utility operations and plans for expanding its power supply. The results of that 
field examination will be considered by the Commission along with all other 
relevant facts in determining whether to enter upon a hearing concerning the 
lawfulness of the contemplated rate schedule change at the time a successor rate 
schedule filing is tendered by PG&E. 


The Commission orders: 


(A) PG&E’s Rate Schedule FPC No. 8 and Supplement No. 1 thereto, are 
accepted (in the manner as set forth above) for filing pursuant to Section 
205(d) of the Power Act and Section 35.3(c) of the Commission’s regulations 
under the Power Act to become effective as to deliveries on and after May 1, 
1961. 

(B) PG&E shall submit within a period of 30 days from the issuance of this 
order two photostatic copies of all monthly bills for service rendered to Sierra 
during the calendar year 1960 and prior to May 1, 1961, together with monthly 
statements of all revenues actually received from Sierra by PG&E for its service 
to Sierra during the period January 1960 through April 1961; such monthly 
statements shall be submitted in duplicate. 

(C) PG&E and Sierra shall afford the Commission staff access to their 


facilities, books and records for purposes of the staff investigation directed 
herein. 
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EXHIBIT A 


TABLE I—Rates for service to Sierra Pacific Power Company 


| Emective Janu-| Effective Janu- | Effective Janu-| Effective Janu- | Effective Janu- 
ary 1, 1960 ary 1, 1961 ary 1, 1962 ary 1, 1963 ary 1, 1964 











Effective rates: 
Demand charge: 


First el a $1, 454.775/mo $1, 516.460/mo /$1, 580. 860/mo $1, 647. 930/mo 
. 3563/kw 





All excess kw-.- kw . 3734/kw . 3914/kw . 4102/kw . 4299/kw 
Energy charge: (in 
mills/kwh): 
First 150 kwh/ 
kw: 
First 
8,000,000 | | 
kwh..__- 7.1319 7.4911 7. 8684 8. 2646 8. 6808 
Balance. _. 6. 6403 } 6. 9934 7. 3653 7. 7570 8. 1695 
Next 150 kwh/ | 
RW iccbctiod | 4.6131 | 4. 8753 5. 1524 5. 4453 5. 7548 
Allover 300 | 
kwh/kw-.-... 3. 5872 | 3. 7902 4. 0047 4. 2314 4. 4709 


Minimum charge: 

Applicable when the Created Demand in the current month or in the preceding 11 months has exceeded 
25,000 kw.: $1.00 per month per kw. of such Created Demand. 

Special conditions: 

(a) Demand.—(1) Created Demand: The average kw. delivery of the 30-minute interval in which such 
delivery is greater than in any other 30-minute interval in the month; provided, that if the load is intermit- 
tent or subject to violent fluctuations a 5-minute interval may be used. (2) Billing Demand: The maxi- 
mum demand to be used in computing charges other than the minimum charge under the above rates will 
be the mean of the Created Demand and 110,000kw. For any month in which the Created Demand exceeds 
110,000 kw., the Billing Demand will be the Created Demand. 

(b) Off Peak Demand.—Demands occurring between 10:30 p.m. of one day and 6:30 a.m. of the next fol- 
lowing day, and on Sundays and legal holidays, will be ignored in determining the demand used for com- 
puting charges. 

(c) Power Factor.—The total charge for any month as computed on the above rates will be decreased or 
increased, respectively, by 0.25% (0.2% if energy used in the month exceeded 8,000,000 kwh) for each 1% 
that the average power factor of customer’s load in that month was greater or less than 85%, such average 
power factor to be computed (to the nearest whole percent) from the ratio of lagging kilovolt-ampere-hours 
to kilowatt-hours consumed in the month, provided, however, that no power factor correction will be made 


for any month when customer’s Created Demand was less than 10% of the highest in the preceding 11 
months. 


EXHIBIT C 


TABLE II.—Rates for service to Sierra Pacific Power Company 


Effective to Effective Effective 
December 31, 1963 January 1, 1964 | January 1, 1965 
Rates: 
Demand charge: 
— — kw or less of maximum | $173,097/mo-_-__....- $181,830/mo_......- $191,070/mo. 
lemand. 
For each additional kw of maximum | $1.574/kw_........- $1.653/kw.......... $1.737/kw. 
demand above 110,000 kw. 
rae oe (to be added to Demand | $0.003485/kwh--.-- $0.003683/kwh _ ...- $0.003891/kwh. 
arge). 


Special Conditions: 

(a) Demand.—The maximum demand in any month will be the average kw delivery of the 30-minute 
interval in which such delivery is greater than in any other 30-minute interval in the month; provided that 
if the load is intermittent or subject to violent fluctuations a 5-minute interval may be used. 

(b) Off Peak Demand.— Demands occurring between 10:30 p.m. of one day and 6:30 a.m. of the next follow- 
ing day, and on Sundays and legal holidays, will be ignored in determining the demand used for computing 
charges. 

(c) Power Factor.—The total charge for any month as computed on the rates effective prior to Jan. 1, 
1965 will be decreased or increased, respectively, by 0.25%(0.2% if energy used in the month exceeded 8,000,000 
kwh) for each 1% that the average power factor of customer’s load in that month was greater or less than 
85%, such average power factor to be computed (to the nearest whole percent) from the ratio of lagging kilo- 
volt-ampere-hours to kilowatt-hours consumed in the month, provided, however, that no power factor 
correction will be made for any month when customer’s maximum demand was less than 10% of the highest 
in the preceding 11 months. 

The total charge for any month as computed on the rates effective Jan. 1, 1965 will be decreased or 
increased, respectively, by 0.1% for each 1% that the avorees pone factor of customer’s load in that month 
was greater or less than 85%, such average power factor to be computed (to the nearest whole eee from 
the ratio of lagging, kilovolt-ampere-hours to kilowatt-hours consumed in the month, provided, however, 
that no power factor correction will be made for any month when customer’s maximum demand is less 
than 10% of the highest demand in the preceding 11 months. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


SIERRA PACIFIC POWER COMPANY, DOCKET NO. E-69S4 
ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK AND FIRST MORTGAGE BONDS 
(Issued May 2, 1961) 


Sierra Pacific Power Company (Applicant), incorporated under the laws of 
the State of Maine and qualified to do business as a foreign corporation in the 
States of California and Nevada, with its principal place of business in Reno, 
Nevada, filed an application on March 14, 1961, as amended April 10 and April 
20, 1961, for authorization, pursuant to Section 204 of the Federal Power Act, 
to (1) issue and sell 132,570 shares of Common Stock, par value $3.75 per share, 
on a pro rata basis to Applicant’s Common Stockholders; and (2) issue and sell 
at competitive bidding $6,500,000, principal amount of First Mortgage Bonds, 
Series due 1991. 

According to the application, the proposed shares of Common Stock are to be 
offered, pursuant to preemptive rights, to Applicant’s Common Stockholders of 
record as of the close of business on May 2, 1961, at a subscription price per 
share of not less than 90% of the average of the bid prices of the common stock 
of Applicant in the over-the-counter market as published by the National Quota- 
tion Bureau, Inc., for the business day next preceding the fixing of said sub- 
scription price by the Board of Directors of Applicant, on the basis of one share 
for each 12 shares of common stock held. Rights to subscribe are to be evi- 
denced by transferable subscription warrants carrying an oversubscription privi- 
lege subject to allotment. The proposed issuance of Common Stock will not 
be underwritten. 

Applicant proposes to issue the Bonds under its Indenture of Mortgage, dated 
December 1, 1940, as heretofore supplemented, and as to be further supplemented 
by a Seventh Supplemental Indenture, dated as of May 1, 1961. 

Applicant proposes, on May 4, 1961, to publicly invite sealed bids for the 
purchase of the proposed bonds and make available for public inspection copies 
of the Terms and Conditions for Bids and other relevant documents. All bids, 
whether from a single bidder or a group of bidders, must be in writing on the 
Form of Bid furnished by Applicant, and must be for the purchase of the entire 
issue of bonds. Each bid must specify, among other things, (1) the interest rate 
to be borne by the Bonds, which rate shall be a multiple of 144th of 1%; (2) the 
price expressed as a percentage of the principal amount, exclusive of accrued 
interest, to be paid to Applicant for the Bonds, which price shall be not less than 
100% of the principal amount of the Bonds nor more than 102%% of the princi- 
pal amount thereof; and (3) in the case of a bid by a group of bidders, the 
principal amount of Bonds to be purchased by each member of the group. 

Unless postponed, all bids for the purchase of the proposed Bonds must be 
presented in duplicate to Applicant at 49 Federal Street (8th Floor), Boston, 
Massachusetts, before 11:00 AM, Boston Time, on May 11, 1961. Unless Ap- 
plicant shall reject all bids, or exclude a bid or bids for reasons set forth in 
the statement of terms and conditions, it will accept the bid which results in 
the lowest cost of money to it, determined in accordance with the terms and con- 
ditions. Each bid must be accompanied by a certified, bank cashier’s or trust 
company treasurer’s check or checks, payable in Boston Clearing House funds, 
in the aggregate amount of $195,000. 

Applicant states that the net proceeds from the proposed Bonds and Common 
Stock will be used to pay bank loans which were the subject of Docket No. 
E6961, to reimburse its treasury for construction expenditures heretofore made, 
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and to finance additional construction. Applicant anticipates that expenditures 
for construction in 1961 will amount to approximately $9,206,400, divided among 
the three departments approximately as follows: $6,917,200 for the Electric De- 
partment, $425,700 for the Gas Department, and $1,863,500 for the Water De- 
partment. In the Electric Department, approximately $1,939,000 will be spent 
on generating equipment, $1,592,000 on line extensions and connections for new 
customers, $3,170,600 for other distribution and transmission improvements and 
additions, and $215,600 for miscellaneous equipment. Construction expenditures 
attributable to the Gas and Water Departments will be principally for improve- 
ments to the distribution systems and line extensions and services required to 
meet increased demands for service. 

Written notice of the application has been given to the Public Utilities Com- 
mission of California and to the Public Service Commission of Nevada and to 
the Governor of each of those States. Notice has also been given by publication 
in the Federal Register on March 30, 1961 (26 F.R. 2698), stating that any per- 
son desiring to be heard or to make any protest with reference to the applica- 
tion should file a petition or protest with the Federal Power Commission, Wash- 
ington 25, D.C., on or before April 17, 1961. No petition, protest or request to 
be heard in opposition to the granting of said application has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission as 
heretofore described and set forth in the Commission’s order issued May 14, 
1959, In the Matter of Sierra Pacific Power Company, Docket No. E-6873. 

(2) The proposed issuance and sale of Bonds and the proposed issuance and 
sale of Common Stock, all as described above, will constitute issuances of 
securities within the purview of Section 204 of the Act. 

(3) The proposed issuance and sale of Common Stock will be exempt from 
the competitive bidding requirements of Section 34.la of the Commission’s 
Regulations under the Federal Power Act by reason of Paragraph 34.1a(a) (1) 
thereof. 

(4) Applicant is not organized and operating in a State under the laws of 
which the security issues here involved are regulated by a State Commission 
within the meaning of Section 204(f) of the Act; and the proposed issuances 
of Bonds and Common Stock are, therefore, not exempt by virtue of that Section 
from the requirements of Section 204 of the Act. 

(5) The proposed issuance and sale of Bonds, and the proposed issuance 
and sale of Common Stock, all as hereinafter authorized, will be for a lawful 
object, within the corporate purposes of Applicant and compatible with the 
public interest, which is appropriate for and consistent with the proper per- 
formance by Applicant of service as a public utility and which will not impair 
its ability to perform that service, and is reasonably appropriate for such 
purposes. 


The Commission orders: 


(A) The proposed issuance and sale of Bonds, and the proposed issuance 
und sale of Common Stock, all as described above, upon the terms and conditions 
and for the purposes specified in the application, as amended, are authorized, 
subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding and the 
proposed issuance and sale of Common Stock shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k) (3) of the Commission’s Regulations under the Federal Power 
Act relating to compliance with competitive bidding requirements, and Section 
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34.2(k) (4) of those Regulations relating to affiliation, and shall have either filed 
such amendments or shall have mailed them and advised the Commission by 
telephone and telegraph, as contemplated in Section 34.9 of the Regulations. 

(ii) The Commission shall have approved the interest rate and the price to 
be received by Applicant for the Bonds and the price per share to be received 
by Applicant for the Common Stock by a further order. 

(C) This authorization shall expire unless the transactions hereby authorized 
are consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or obliga- 
tion on the part of the United States in respect of any securities to which this 
order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


EAST TENNESSEE NATURAL GAS COMPANY, DOCKET NO. CP60-5 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 3, 1961) 


On January 12, 1960, East Tennessee Natural Gas Company (Applicant) filed 
an application for a certificate of public convenience and necessity, pursuant to 
Section 7(c) of the Natural Gas Act seeking authorization to construct and 
operate certain facilities in order to sell and deliver to Monsanto Chemical 
Company (Monsanto) the latter’s natural gas requirements for its phosphate 
processing plant located near Columbia, Tennessee, all as more fully set forth 
in the application. 

Applicant herein proposes to construct and operate: (i) a 65-inch O.D. pipe- 
line extending from a physical connection with Applicant’s so-called “Columbia 
Loop Lateral’ to the plant premises of Monsanto, a distance of approximately 
1.8 miles; and, (ii) a measuring and regulating station. Applicant states that 
its proposed facilities will handle not only Monsanto’s immediate requirements 
but also its full potential requirements. 

Applicant estimates the total capital cost of its proposed facilities at approxi- 
mately $59,000, which will be financed out of available funds on hand. 

Applicant states that it has been advised by Monsanto that Monsanto, in 
order to improve production efficiency, desires to immediately replace carbon 
monoxide gas with natural gas in Monsanto’s rotary coke driers and, in all prob- 
ability, will desire to convert other processing equipment to natural gas in the 
near future. Applicant estimates Monsanto’s natural gas requirements, for the 
aforesaid rotary coke driers, to be identical for the first three years of operation 
and to be as follows: 
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Eventually Monsanto expects to increase its purchases beyond these estimates. 
Applicant’s contract with Monsanto obligates it to provide up to 1,200 Mcf per 
day to Monsanto. Applicant has the supply available to render this service. 
The service will be interruptible. 

On February 2, 1960, the Commission granted temporary authority to 
Applicant. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 27, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(c)(1) of its Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be constructed and operated by Applicant will be used 
for the transportation of natural gas in interstate commerce and the con- 
struction and operation thereof are subject to the requirements of Subsections 
(c) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities and transportation 
of natural gas by Applicant as herein described, and as more fully described 
in the application as amended in Docket No. CP60-5 are required by the public 
convenience and necessity and a certificate therefor should be issued as herein- 
after ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (c) (4), and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant in Docket No. CP60-5 
and to the exercise of the rights granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission's 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to construct and operate natural gas facilities and to transport 
and deliver up to 1,200 Mcf per day of natural gas to Monsanto Chemical Com- 
pany as described herein and as more fully described in the application in 
Docket No. CP60-5. 

(B) The general terms and conditions set forth in paragraphs (c) (4) and 
(e) of Section 157.20 of the Commission’s General Rules and Regulations, in- 
cluding Rules of Practice and Procedure, shall attach to the issuance of the 
certificate granted in paragraph (A) hereof, and to the exercise of the rights 
thereunder. 





908 FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


HOUSTON TEXAS GAS AND OIL CORPORATION, DOCKET NO. CP61-218 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 3, 1961) 


Houston Texas Gas and Oil Corporation (Applicant), P.O. Box 10400, 
St. Petersburg 33, Florida filed an application on February 24, 1961, pursuant 
to Section 7(c) of the Natural Gas Act, for a certificate of public convenience 
and necessity authorizing the construction and operation of natural gas facili- 
ties, and for the transportation and delivery of natural gas as hereinafter 
described, subject to the jurisdiction of the Commission, all as more fully 
represented in the application. 

Applicant seeks authorization to construct and operate 240 feet of 344 inch 
pipe lines extending from two points on its 20-inch main line in Osceola County, 
Florida, southeast of the City of Kissimmee, to adjacent sites, where meter and 
regulator stations will be constructed on the property of Deseret Farms for the 
sale of natural gas on a direct firm basis and on a direct preferred interruptible 
basis. 

Applicant states that the firm gas will be used by Deseret Farms in its com- 
pany owned houses and that the interruptible gas will be used in processing 
farm products. 

Applicant states that the gas supply will come from its present sources with- 
out the necessity of additional field purchases. Its gas supply is considered 
reasonably adequate to perform the proposed service. 

Applicant estimates that the third year annual firm delivery will be 12,000 
therms. The maximum daily contract quantity, and the annual quantity of 
direct preferred interruptible gas will be 12,960 therms and 970,900 therms 
respectively. The cost of construction of the proposed facilities is estimated 
to be $12,000 which will be financed from Applicant’s current funds. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
April 27, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the ap- 
plication having been received, staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and the Commission render a decision 
herein pursuant to Section 1.30(c)(1) of its Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act heretofore found by the Commission. 

(2) The facilities to be constructed and operated by applicant will be used 
for the transportation of natural gas in interstate commerce and the construc- 
tion and operation thereof are subject to the requirements of Subsections (a), 
(b), (ce) (3), (ce) (4) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities and the transporta- 
tion of natural gas as herein described, and as more fully described in the ap- 
plication in Docket No. CP61-218 are required by the public convenience and 
necessity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the genera] terms and con- 
ditions set forth in paragraphs (a), (b), (c) (3), (c)(4), and (e) of Section 
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157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant in Docket 
No. CP61-218, and to the exercise of the rights granted thereunder, and that the 
time within which construction of facilities authorized by this order shall be 
completed and in actual operation should be fixed at six months from the date 
on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30 (c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and not 
having been denied by the Commission is granted pursuant to Section 1.30 (c) 
(1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued authoriz- 
ing Applicant to construct and operate natural gas facilities as described herein, 
all as more fully described in the application in Docket No. CP61-218 and to de- 
liver to Deseret Farms up to 12,000 therms (1,200 M’*BTU) per year of direct 
firm gas and up to 970,900 therms (97,090 M’BTU) per year of direct preferred 
interruptible gas. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) 
(3), (c) (4) and (e) of Section 157.20 of the Commission’s General Rules and 
Regulations, including Rules of Practice and Procedure, shall attach to the is- 
suance of the certificate granted in paragraph (A) hereof, and to the exercise 
of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at six months from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PENNSYLVANIA ELECTRIC COMPANY, PROJECT NO. 2280 
ORDER ISSUING PRELIMINARY PERMIT 


(Issued May 3, 1961) 


Application was filed on September 28, 1960, by Pennsylvania Electric Com- 
pany, (Applicant) of Johnstown, Pennsylvania, for a preliminary permit under 
Section 4(f) of the Federal Power Act (Act) for proposed Project No. 2280 
to be located on the Allegheny River in the Townships of Kinzua and Glade, 
in Warren County, Pennsylvania, and affecting lands of the United States 
within the Allegheny National Forest and lands of the United States acquired 
by the United States Corps of Engineers for the construction and operation 
of the Allegheny River Reservoir. 

As described in the application, the proposed project, to be known as the 
Kinzua Pumped Storage Project, would consist of a high level off-stream 
reservoir to which water will be pumped from the Allegheny River Reservoir 
und a powerhouse containing hydroelectric generators of from 75,000 to 300,000 
KW capacity. Pumping energy will be furnished by Applicant’s off-peak steam 
power. 

The Public Utility Commission, Commonwealth of Pennsylvania, acknowl- 
edged, without further comment, its receipt of our notice of the filing of the 
application. The Department of Forests and Waters has advised that the 
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Commonwealth of Pennsylvania reserves the right to protest at a later date 
when more complete plans and proposals have been submitted by Applicant 
and reviewed by the Department. 

The Chief, Forest Service, acting for the Secretary of Agriculture, who has 
supervision over the Allegheny National Forest, in commenting on the appli- 
cation, stated that the Service has no objection to the issuance of a preliminary 
permit as hereinafter conditioned. 

In letter dated January 5, 1961, the Assistant Director of Civil Works, Corps 
of Engineers, Department of the Army, in commenting on the application, 
recommended for inclusion in any permit or subsequent license issued a pro- 
vision to the effect that Applicant’s project operation shall not adversely affect 
the authorized functions of flood control and low flow regulation of the Corps’ 
Allegheny project as hereinafter provided. A copy of the Assistant Director’s 
letter has been sent Applicant which advises Applicant, that if its project is 
constructed, it would be required to reimburse the Government for any addi- 
tional costs incurred by the Government which are attributed to Applicant’s 
project, as well as a reasonable annual charge for the use of the Government 
dam. 

An Assistant Secretary of the Interior, in commenting on the application, 
stated that the project as proposed would not affect significantly fishery re- 
sources, but that construction of the proposed high-level reservoir and other 
features of the project would destroy wildlife habitat in the project area. 
The National Parks Service states it is possible the area involved contains 
archeological values, and suggests that if any permit is issued, the permittee 
consult with the Carnegie Museum in Pittsburgh, Pennsylvania, to determine 
the probable cost of salvage if construction is undertaken. 

Applicant requests a preliminary permit for a period of 12 months. 

No construction is authorized under a preliminary permit. A permit gives 
permittee, during the period of the permit, the right to priority of application 
for license while the permittee undertakes the necessary studies and exami- 
nations, including the preparation of maps and plans, in order to determine 
the economic feasibility of the proposed project, the means of securing the 
necessary financial arrangements for construction, the market for the project 
power, and all other information necessary for inclusion in an application for 
license, should one be filed. 


The Commission finds: 


(1) Applicant is a corporation organized under the laws of the Common- 
wealth of Pennsylvania. 

(2) ‘Public notice of the filing of the application has been given as required 
by the Act. No protests have been filed and no conflicting application is before 
the Commission. 

(3) The project as proposed will affect lands of the United States within 
the Allegheny National Forest, other lands of the United States, and a Govern- 
ment dam. 


The Commission orders: 


(A) This preliminary permit is issued to Pennsylvania Electric Company 
(hereinafter referred to as the Permittee), for a period of 12 months, effective 
as of April 1, 1961, for the sole purpose of maintaining priority of application 
for license for Project No. 2280, to be located on the Allegheny River, in Warren 
County, Pennsylvania, subject to the terms and conditions of the Act, which 
is incorporated by reference as a part of this permit, and subject to such rules 
and regulations as the Commission has issued or prescribed under the pro- 
visions of the Act. 
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(B) This permit is also subject to the terms and conditions set forth in Form 
P-1, entitled “Terms and Conditions of Preliminary Permit” (16 FPC 1303- 
1305), which terms and conditions (designated as Articles 1 through 8) are at- 
tached hereto and made a part hereof; and further subject to the following 
special conditions set forth herein as additional articles : 

Article 9. The Permittee shall submit at the close of each six-month period, 
from the effective date of this permit, to the Regional Engineer, Federal Power 
Commission, New York, having supervision over the project, or to such other 
officer as the Commission may designate, accurate statements of the work ac- 
complished during the period, and of the work contemplated under this pre- 
liminary permit for the ensuing period. 

Article 10. The Permittee shall during the period of project planning co- 
operate with the Pennsylvania Fish Commission and the Department of Forests 
and Waters in order that adequate provisions may be made for the protection of 
the interests of those agencies. 

Article 11. The Permittee shall, during the period of project planning, co- 
ordinate its studies with those of the District Engineer, U.S. Army Engineer 
District, Pittsburgh, Pennsylvania, in order that operating methods may be 
developed so that the project, when and if constructed, will not affect adversely 
the authorized functions of flood control and low flow regulation of the Corps 
of Engineers’ Allegheny project. 

Article 12. The Permittee shall, prior to undertaking any investigation work 
under this preliminary permit on national forest lands, consult with the Re- 
gional Forester, United States Forest Service, 6816 Market Street, Upper Darby, 
Pennsylvania, or his representative, as to reasonable requirements relative to 
operations, field surveys and explorations, and shall abide by such requirements ; 
and shall cooperate with the United States Forest Service during the period of 
this permit to develop a plan for alleviation of damage to, and for achieving 
maximum utilization of, national forest resources insofar as affected by the 
proposed project. 

Article 13. The Permittee shali cooperate with the Pennsylvania Game and 
Fish Commissions and the U.S. Fish and Wildlife Service during the period of 
project planning in order that adequate provisions may be made for the pro- 
tection of the fish and wildlife resources of the affected areas. 

Article 14. The Permittee shall consult with the Carnegie Museum, 4400 
Forbes Street, Pittsburgh, Pennsylvania, to determine the probable cost of 
archeological salvage if construction is undertaken. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the Act, 
and failure to file such an application shall constitute acceptance of this pre- 
liminary permit. In acknowledgment of the acceptance of this preliminary 
permit, it shall be signed for the Permittee and returned to the Commission 
within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. a 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP61-103 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 


(Issued May 3, 1961) 


On September 30, 1960, Panhandle Eastern Pipe Line Company (Applicant) 
filed an application, as supplemented on January 10, 1961, in Docket No. CP61- 
693-489—64 


60 
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103, pursuant to Section 7 of the Natural Gas Act, for a certificate of public 
convenience and necessity seeking authorization to establish a new delivery 
point for its existing customer, Central Illinois Light Company (Central Illinois), 
and for permission and approval to abandon by sale its Morton, Illinois, 3-inch 
lateral pipeline to Central Illinois. 

The lateral pipeline to be sold consists of approximately 5 miles of existing 
8-inch pipeline and appurtenances extending from the proposed new point of 
delivery on Applicant’s Peoria lateral northeastward to a point near the City of 
Morton, Illinois. 

At the present time, the only customers being served from the 3-inch line are 
eleven residential farm-tap customers receiving service from the Town Gas 
Company which buys the gas from Applicant. Central Illinois and Town Gas 
Company have entered into an agreement whereby the former has purchased from 
the latter the farm-tap services which presently exist. Under the proposal, Pan- 
handle would sell gas to Central Illinois (in lieu of Town Gas) for resale to 
the farm-tap customers. 

Central Illinois proposes to use the 3-inch lateral as a part of its distribution 
facilities for possible future service in the Village of Groveland, Illinois, when 
additional volumes of gas are available from Applicant. The subject applica- 
tion does not request authority at this time for the construction of a new meter 
station to permit service to Groveland. At the present time, the individual meters 
used to measure the gas to the farm tap customers will be used to measure the 
volume of gas delivered by Applicant to Central Illinois for resale to such custo- 
mers. The application shows that the total quantity of gas to be delivered on a 
peak day to the farm-tap customers is less than 15 Mcf. 

Central Illinois will pay Applicant the net book value, $6,553, for the facilities 
to be purchased. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 27, 1961, respecting the matters involved in and the issues presented by 
the application, as supplemented, herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Panhandle Eastern Pipe Line Company, a Delaware corpora- 
tion having its principal place of business in Kansas City, Missouri, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of October 17, 1945, in Docket No. G—254 
(4 FPC 1081). 

(2) The proposed new delivery point hereinbefore described, as more fully 
described in the application, as supplemented, in this proceeding, is to be used 
in the transportation and sale of natural gas in interstate commerce, subject to 
the jurisdiction of the Commission and the operation thereof by Applicant is sub- 
ject to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) The proposed new delivery point of Applicant is required by the public 
convenience and necessity and a certificate therefor should be issued as herein- 
after ordered and conditioned. 


(4) The facilities to be abandoned, as heretofore described, are subject to the 
jurisdiction of the Commission, and abandonment of such facilities is subject 
to the requirements of Subsection (b) of Section 7 of the Natural Gas Act. 
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(5) Such abandonment by Applicant, as heretofore described, is permitted by 
the public convenience and necessity, and an order authorizing and approving 
same should be issued as hereinafter ordered. 

(6) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(3) and (e) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant and to the exer- 
cise of the rights granted thereunder, and that the time within which the new 
delivery point shall be established and in operation shall be 3 months from 
the date on which this order issues. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Panhandle Eastern Pipe Line Company, 
to establish and operate the proposed new delivery point as hereinbefore de- 
scribed, all as more fully described in the application, as supplemented, herein, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c)(3) and (e) of Section 157.20 of the Commission’s Regulafjgns under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The establishment and operation of the new delivery point hereby au- 
thorized shall commence as provided by paragraph (b) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act within 3 months from the 
date on which this order issues. 

(D) Permission for and approval of the abandonment by Applicant of the 
facilities hereinbefore described, all as more fully described in the application, 
as supplemented, in this proceeding, be and the same is hereby granted. 

(E) Applicant shall advise the Commission of the date of the abandonment 
within 10 days of the date thereof. 

(F) Authorization of the new delivery point to Central Illionis does not 
cover possible future service to Groveland, Illinois, mentioned herein. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COLORADO-WYOMING GAS COMPANY, DOCKET NO. CP61-165 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 3, 1961) 


On December 13, 1960, as supplemented on January 9, February 6, and 
February 27, 1961, Colorado-Wyoming Gas Company (Applicant), filed in Docket 
No. CP61-165 an application pursuant to Section 7(c) of the Natural Gas Act for 
a certificate of public convenience and necessity authorizing the construction 
and operation during the calendar year 1961 of certain unspecified pipeline taps 
to provide natural gas service to existing resale distribution customers, all as 
more fully set forth in the application and supplements. 
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The proposed installations will provide additional main line taps to serve 
Public Service Company of Colorado, Cheyenne Light, Fuel and Power Com- 
pany, Greeley Gas Company and Rocky Mountain Natural Gas Company, Inc. in 
rural areas of small load concentration. 

The proposed taps will fall into three categories: farm tap connections for 
less than ten customers, costing approximately $100 each; small group con- 
nections for from ten to fifty customers, costing approximately $960 each; and 
large group connections for more than fifty customers where a major meter 
station or town border facility is not justified, costing approximately $1,700 
each. 

The total estimated cost of all construction during 1961 under this application 
is a maximum of $10,000, with a limit of $2,000 for any single project. 

The estimated total natural gas requirements for the sales proposed here- 
under are approximately 200 Mcf per peak day and 30,000 Mcf per year. These 
volumes of natural gas should not appreciably affect Applicant’s gas supply or 
the operation or capacity of its existing facilities. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 25, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applica.t, Colorado-Wyoming Gas Company, a Delaware corporation hav- 
ing its principal place of business in Denver, Colorado, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of June 5, 1945, in Docket No. G-285 (4 FPC 988). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation, as supplemented, in this proceeding, are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the jurisdic- 
tion of the Commission, and the construction and operation thereof by Applicant 
are subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) The construction and operation of the facilities and the delivery of na- 
tural gas during the calendar year 1961 as proposed by Applicant are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for pipeline taps as 
proposed by Applicant should be limited to a maximum of $10,000, with no single 
project to exceed a cost of $2,000. 

(6) The facilities proposed should be used only for sales to Applicant’s author- 
ized resale customers within the effective contract delivery or contract demand 
delivery obligation of Applicant to such resale customers, as set forth in Appli- 
ceant’s filed FPC Gas Tariff. 

(7) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit on or before March 1, 1962, a 
statement under oath showing, by projects: (a) location, (b) description, 
(c) name of resale customer served, (d) actual final cost of facilities installed, 








FEDERAL POWER COMMISSION 915 


{e) the use to which the gas is put, and (f) the estimated annual and peak day 
deliveries to each resale customer. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (ce) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Colorado-Wyoming Gas Company to construct and operate 
the natural gas facilities as hereinbefore described and as more fully described 
in the application, as supplemented, in this proceeding, upon the terms and 
conditions of this order. 

(B) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, and the total expenditures for pipe- 
line taps as proposed by Applicant are hereby limited to a maximum of $10,000, 
with no single project to exceed a cost of $2,000. 

(C) The facilities authorized herein shall be used only for sales to Applicant’s 
authorized resale customers within the effective contract delivery or contract 
demand obligation of Applicant to such resale customers, as set forth in 
Applicant’s filed FPC Gas Tariff. 

(D) Applicant shall submit on or before March 1, 1962, a statement under 
oath showing, by projects: (a) location, (b) description, (c) name of resale 
customer served, (d) actual final cost of facilities installed, (e) the use to which 
the gas is put, and (f) the estimated annual and peak day deliveries to each 
resale customer. 

(E) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-214; UNITED 
GAS PIPD LINE COMPANY, DOCKET NO. CP61-215 


ORDER PERMITTING AND APPROVING ABANDONMENT OF NATURAL GAS FACILITIES 
(Issued May 3, 1961) 


El Paso Natural Gas Company (El Paso), a Delaware corporation, whose 
mailing address is P.O. Box 1492, El Paso, Texas, and United Gas Pipe Line 
Company (United), a Delaware corporation with its principal place of business 
at 1525 Fairfield Ave., Shreveport, Louisiana, filed applications pursuant to 
Section 7(b) of the Natural Gas Act for permission and approval to abandon 
natural gas facilities as hereinafter described, subject to the jurisdiction of the 
Commission, all as more fully represented in the respective applications. 

El Paso in Docket No. CP61-214 seeks permission and approval to abandon 
a portable measuring and regulating station, a main line tap, and the natural 
“was service rendered thereby. Materials are to be removed and returned to 
stock. 

The facilities which El Paso proposes to abandon were utilized for the tem- 
porary sale and delivery of natural gas to Utah Gas Service Company (Utah) 
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for resale to Pacific Natural Gas Exploration Company for use in the drilling 
of a well. The application states that drilling operations have ceased and that 
the gas service rendered to Utah is no ionger required. 

United in Docket No. CP61-215 seeks permission and approval to remove and 
abandon a 1-inch tap and gas measurement and appurtenant facilities located 
near Milepost 1.3 on its 2-inch Taylorsville line in Jones County, Mississippi. 
The application states that the facilities to be removed have been used by 
United to render direct industrial gas service to a pumping station of Interstate 
Oil Pipeline Company pursuant to authorization heretofore issued in Docket 
No. G-16158. 

The application states that Interstate advised United that the consumption 
of gas at this location does not warrant the continued sale. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 25, 1961, respecting the matters involved in and the issues presented by the 
applications. No petitions to intervene or protest to the granting of the applica- 
tions have been received. Staff Counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and the Commission render a decision 
herein pursuant to Section 1.30(c)(1) of its Rules of Practice and Procedure. 
The Commission finds: 

(1) Applicants are “natural-gas companies” within the meaning of the 
Natural Gas Act as heretofore found by the Commission. 

(2) The facilities and service to be abandoned as hereinbefore described 
and as more fully described in the respective applications in Docket Nos. CP61- 
214 and CP61-215, are subject to requirements of Section (b) of Section 7 of 
the Natural Gas Act. 

(3) Such abandonment of natural gas facilities and service as heretofore 
referred to are permitted by the public convenience and necessity and should 
be permitted and approved as hereinafter ordered. 

(4) A request during the public hearing by Staff Counsel for omission of 
the intermediate decision procedure under Section 1.30(c)(1) of the Commis- 
sion’s Rules of Practice and Procedure was unopposed by any party of record 


and not having been denied by the Commission is granted pursuant to Sec- 
tion 1.30(c) (1) of said rules. 


The Commission orders: 


(A) Applicants are hereby permitted to abandon the natural gas facilities 
and service as hereinbefore described, all as more fully described in the respec- 
tive applications in Docket Nos. CP61-214 and CP61-215. 

(B) Applicants shall advise the Commission of the dates of abandonment of 
their respective facilities and service within 10 days after such abandonment. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. CP61-73 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 3, 1961) 


On September 9, 1960, as supplemented on February 24, 1961, Texas Gas Trans- 
mission Corporation (Applicant), filed in Docket No. CP61-73 an application 
for a certificate of public convenience and necessity authorizing the construction 
and operation of natural gas pipeline and compression facilities, during the 36- 
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month period following the date of granting of such authorization, to enable 
Applicant to determine, by injecting and withdrawing certain volumes of natural 
gas, the capacity, deliverability and security of unspecified prospective gas stor- 
age reservoirs, all as more fully set forth in the application and supplement. 

The total expenditures contemplated under this “budget-type” application are 
not to exceed $6,000,000 for the three-year period or $2,000,000 for any one-year 
period, and no single project under this application is to exceed a cost of 
$1,250,000. These costs include expenditures for leases, wells, field and other 
facilities, but not the cost of the gas to be used. Financing will be from cash on 
hand or by short-term bank notes. 

The total volumes of natural gas to be injected into the prospective under- 
ground storage projects during the three-year period are not to exceed 10,000,000 
Mcef, with no more than 2,000,000 Mcf injected in any single project. 

Only off-peak gas will be used for the testing purposes hereunder, and no stor- 
age field developed under this program will be utilized to render actual service 
without further authorization from the Commission. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
April 27, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 


decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Texas Gas Transmission Corporation, a Delaware corporation 
having its principal place of business in Owensboro, Kentucky, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order issued March 30, 1949, in Docket No. G—-859 (8 FPC 
228). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication and supplement in this proceeding, are proposed to be used in the trans- 
portation of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to define, develop and test 
prospective gas storage reservoirs during the 36-month period following the 
granting of authorization therefor, as proposed by Applicant, are required by 
the public convenience and necessity and a certificate therefor should be issued as 
hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, within 60 days after the end of 
each 12-month period following the date of issuance of this authorization, a 
statement under oath showing, by projects: (a) a description of the facilities 
constructed pursuant to this authorization during said 12-month period, (b) the 
location of such facilities, (c) the costs of such facilities, (d) an estimate of 
the capacity of each successful project and (e) the volumes of gas injected into 
and withdrawn from each reservoir. 

(6) The authorization hereinafter granted to Applicant should be limited to 
the 36-month period following the date of issuance of this order, and the total 
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expenditures for facilities for the three-year period should be limited to a maxi- 
mum of $6,000,000 and for any one-year period to a maximum of $2,000,000, with 
no single project to exceed a cost of $1,250,000. 

(7) The costs of any project or projects determined to be not feasible should 
be charged to Account No. 822, Underground Storage Exploration and Develop- 
ment Expense. 

(8) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
issuance of the certificate hereinafter granted to Applicant and to the exercise of 
the rights granted thereunder. 

(9) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Texas Gas Transmission Corporation to construct 
and operate the proposed facilities to define, develop and test prospective gas 
storage reservoirs during the 36-month period following the date of issuance 
of this order, all as more fully described in the application and supplement in 
this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, within 60 days after the end of each 12-month 
period following the date of issuance of the authorization granted in paragraph 
(A) above, a statement under oath showing, by projects: (a) a description of 
the facilities constructed during said 12-month period, (b) the location of such 
facilities, (c) the costs of such facilities, (d) an estimate of the capacity of 
each successful project, and (e) the volumes of gas injected into and withdrawn 
from each reservoir. 

(C) The authorization granted in paragraph (A) above is hereby limited 
to the 36-month period following the date of issuance of this order, and the 
total expenditures for facilities for the three-year period are hereby limited to 
a maximum of $6,000,000 and for any one-year period to a maximum of $2,000,000, 
with no single project to exceed a cost of $1,250,000. 

(D) The total volume of gas to be injected during the 36-month period shall 
not exceed a total of 10,000,000 Mcf, with not more than 2,000,000 Mcf injected 
in any single reservoir. 

(E) The costs of any project or projects determined to be not feasible shall 
be charged to Account No. 822, Underground Storage Exploration and Develop- 
ment Expenses. 

(F) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


AMERADA PETROLEUM CORPORATION, DOCKET NOS. G—9385, ET AL., 
G-16117, G—16118, G—16119, G—14618, G—18634 


ORDER DENYING MOTION FOR RECONSIDERATION OF ORDER AND MOTION TO TERMINATE 
SECTION 5(a) PROCEEDING 


(Issued May 4, 1961) * 


On March 20, 1961, Amerada Petroleum Corporation (Amerada) filed a mo- 
tion in Docket Nos. G-16117, G—16118, G—16119, and G—14618 requesting that the 
Commission reconsider its order issued February 16, 1961 wherein it denied 
Amerada’s motion to sever the aforementioned docketed proceedings from the 
consolidated proceedings in Docket No. G—9385, et al., and to terminate such 
severed proceedings. In its motion, Amerada states, in addition to other things 
previously espoused, that the Commission severed and terminated Docket No. 
G-—14010 from the consolidated proceedings in The Ohio Oil Company, Docket 
No. RI60-92, et al. and requests equal treatment in accordance with Reef Fields 
Gasoline Corporation (Operator), et al., 19 FPC 351. In this regard, it should 
be noted that Docket No. G—14010 was severed and terminated from the con- 
solidated proceedings in Docket No. RI60—92, et al. prior to the introduction of 
staff’s and intervenor’s cases-in-chief, which is not similar to the status of the 
proceedings involved herein. 

On March 15, 1961, Amerada filed a motion requesting that the Commission 
terminate Docket No. G—18634, which is the Section 5(a) proceeding under the 
Natural Gas Act and which is consolidated for hearing under Docket No. 
G-—9385, et al. Amerada, in purported support of this motion, cites the State- 
ment of General Policy No. 61-1 and Commission Opinion No. 338, 24 FPC 537 
and 818, as a basis for its motion. 

Joint answers of Public Service Electric and Gas Company of New Jersey, 
Long Island Lighting Company, The United Gas Improvement Company and 
Philadelphia Electric Company were filed on March 29, 1961 and on March 27, 
1961 in the respective dockets involved in the aforementioned motions of Amerada 
filed on March 20, 1961 and on March 15, 1961, respectively. 

As the hearings in Docket No. G—9385, et al., which commenced May 12, 1959 
were concluded on March 14, 1961, and as the consolidated proceedings are now 
in the briefing stage before the presiding examiner, it is considered that Amer- 
ada’s motions should be denied. 


The Commission finds: 


(1) Amerada’s motion filed on March 20, 1961 in Docket Nos. G—16117, 
G—16118, G-16119 and G—14618 sets forth no new facts or legal considerations 
which were not fully considered prior to the issuance of our order of February 
16, 1961, or which now having been considered would warrant the modification 
of the said order. 

(2) Good cause has_ not been shown for granting Amerada’s motion filed 
on March 15, 1961 in Docket No. G—18634. 


The Commission orders: 


Amerada’s motion filed on March 20, 1961 in Docket Nos. G—16117, G—16118, 
G-16119 and G—14618 and its motion filed on March 15, 1961 in Docket No. 
G-18634 are hereby denied. 


*Reconsideration denied by order issued June 27, 1961, 25 FPC 1223. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


IDAHO POWER COMPANY, DOCKET NO. E-6993 
ORDER AUTHORIZING ISSUANCE OF COMMON STOCK 


(Issued May 4, 1961) 


Idaho Power Company (Applicant), incorporated under the laws of the State 
of Maine and qualified to do business as a foreign corporation in the States of 
Idaho, Oregon and Nevada, with its principal business office located in Boise, 
Idaho, filed an application on March 28, 1961, as supplemented on April 19, 1961, 
for authority, pursuant to Section 204 of the Federal Power Act, to issue 
3,075,000 shares of Common Stock, $5 par value per share, for a reclassification 
or split of the outstanding Common Stock of Applicant. 

Applicant proposes to amend its Certificate of Organization to change the 
par value of its Common Stock from $10 to $5 per share. This action will 
increase the number of presently outstanding shares thereof from 3,075,000 to 
6,150,000, an increase of 3,075,000 shares, and each outstanding share of $10 
per value Common Stock will automatically be converted into two shares of 
Common Stock having a par value of $5 each. Applicant’s authorized Common 
Stock will also be increased from 6,000,000 to 12,000,000 shares. 

In lieu of the surrender and exchange of existing certificates, each certificate 
of Common Stock outstanding on the effective date of the proposed amendment 
to Applicant’s Certificate of Organization will continue to represent the same 
number of shares indicated on the face thereof, but of the new $5 par value, 
instead of the former $10 par value, and each holder of record thereof will be 
issued, on or about May 10, 1961, a certificate or certificates for a like number 
of shares of Common Stock, $5 par value per share, on the basis of one additional 
share for each share of Common Stock then held. 

The aggregate capital represented by Applicant’s Common Stock will not be 
changed as a result of the proposed transaction. 

The holders of Applicant’s outstanding Common Stock, par value $10 per 
share, are entitled to one vote per share, and the holders of the new Common 
Stock, par value $5 per share, will also be entitled to one vote per share. In 
order to preserve the voting parity between the holders of Applicant’s Common 
Stock and its holders of Preferred Stock, Applicant proposes to amend its By- 
Laws to provide that holders of Preferred Stock will be entitled to 20 votes per 
share in lieu of 10 votes per share, as at present. 

Applicant represents that the purpose of the proposed reclassification of its 
Common Stock is to establish the price per share of such Common Stock at a 
market level which will more readily attract new investors and broaden the 
interest in the Common Stock of Applicant. 

Written notice of the application has been given to Idaho Public Utilities 
Commission, the Oregon Public Utility Commissioner, and the Public Service 
Commission of Nevada, and to the Governor of each of those States. Notice 
of the application was also given by publication in the Federal Register on 
April 18, 1961 (26 F.R. 3286), stating that any person desiring to be heard 
or to make any protest with reference to the application should on or before 
May 1, 1961, file with the Federal Power Commission, Washington 25, D.C., a 
petition or protest. No petition or protest or request to be heard in opposition 
to the granting of the application has been received. 

The Idaho Public Utilities Commission, by order entered April 6, 1961, author- 
ized Applicant to double the number of shares of its Common Stock authorized 
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and outstanding and to change their par value from $10 to $5 per share, as de- 
scribed above. The Oregon Public Utility Commissioner, by letter of April 
11, 1961, advised Applicant that a stock split is not an issue of securities under 
the Oregon Public Utilities Act, and therefore not subject to his jurisdiction. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission as 
heretofore described and set forth in the Commission’s order issued November 
7, 1959, Idaho Power Company, Docket No. E-6781 (18 FPC 603). 

(2) The proposed issuance of Common Stock as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act, and the proposed issuance of Common 
Stock, as described above, is, therefore, not exempt by virtue of that Section 
from the requirments of Section 204 of the Act. 

(4) The proposed issuance of Common Stock, as described above, is exempt 
from the competitive bidding requirements of Section 34.la of the Commis- 
sion’s Regulations under the Federal Power Act by reason of Paragraph 34.1a(a) 
(1) thereof. 

(5) The proposed issuance of Common Stock, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance by Applicant of service as a public utility and which 
will not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 


The Commission orders: 


(A) The proposed issuance of Common Stock, as described above, upon the 
terms and conditions and for the purposes specified in the application, is hereby 
authorized, subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction hereby authorized 
is consummated within 60 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, ac- 
counts, valuations, estimates or determinations of costs, or any other matter 
whatsoever which is now pending or which hereafter may come before this 
Commission or any other regulatory body. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NORTHWESTERN PEBLIC SERVICE COMPANY, DOCKET NO. E-6987 
ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK AND PROMISSORY NOTES 


(Issued May 4, 1961) 


Northwestern Public Service Company (Applicant), incorporated under the 
laws of the State of Delaware and doing business in the States of South Dakota 
and Nebraska, with its principal place of business at Huron, South Dakota, filed 
an application on March 24, 1961, as amended on April 17, May 2 and May 8, 
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1961, and as supplemented on April 11 and 19, 1961, for an order or orders, 
pursuant to Section 204 of the Federal Power Act, authorizing the issuances, 
as separate and independent transactions, of the following securities: (1) 
10,000 shares of Cumulative Preferred Stock, (2) 54,571 shares of Common Stock, 
(3) $4,000,000 principal amount of First Mortgage Bonds if the Applicant’s 
outstanding $1,500,000 principal amount of 5-%%,% Bonds are concurrently re- 
deemed, and (4) $2,400,000 of unsecured, short-term Promissory Notes including 
$900,000 presently outstanding. Applicant now requests that an order be issued 
authorizing the proposed issuances of Common Stock and Promissory Notes, 
for its initial financing. 

The proposed shares of Common Stock will be offered to the holders of Ap- 
plicant’s outstanding Common Stock, in accordance with the preemptive rights 
of such holders, on a pro rata basis, at the rate of one new share for each twelve 
shares held. The Common Stockholders will also be given the privilege of sub- 
scribing for such of the additional shares as are not subscribed for pursuant to 
the primary subscription privilege. By amendment filed on May 3, 1961, the 
Applicant has stated that the offering price will be $25.25 per share. 

By letter dated February 24, 1961, Docket No. IN-946, the Commission, pur- 
suant to Section 34.2(k) (2) (ii) of its Regulations under the Federal Power 
Act, authorized Applicant to enter into negotiations for stand-by underwriting 
for the sale of any shares of the proposed issue of Common Stock not subscribed 
to by Applicant’s stockholders. The Commission’s letter contained a requirement 
that Applicant submit evidence of having negotiated with more than one under- 
writing firm. By supplementary letter filed April 19, 1961, Applicant advised 
the Commission that it had requested proposals from the following underwriting 
firms: (1) A. C. Allyn & Company, Inc., Chicago; (2) The First Boston Corpora- 
tion, New York; and (3) Merrill Lynch, Pierce, Fenner & Smith, New York. 

Applicant has advised that proposals were received from A. ©. Allyn & Com- 
pany, Inc., and from Merrill Lynch, Pierce, Fenner & Smith, and that Applicant 
accepted the proposal of A. C. Allyn & Comapny, Inc. for an underwriting fee 
of 23.98 cents per share of Common Stock at an initial offering price of $25.25 
per share. Applicant requests that the proposed issuance of Common Stock be 
exempted from the competitive bidding requirements of Section 34.la (b) and 
(c) of the Commission’s Regulations under the Federal Power Act upon findings 
as set forth in Section 34.1a(a) (4) thereof. 

The proposed Promissory Notes, in the aggregate principal amount of $2,- 
400,000, including $900,000 presently outstanding, will be issued to evidence bank 
loans to Applicant, and will bear interest at a rate equal to the prime commercial 
rate of The Chase Manhattan Bank in effect from time to time. Each note will 
be dated as of the date of issuance and delivery thereof and will mature not 
more than one year from said date, and, in any event, prior to May 4, 1962. 

The application states that none of the Notes proposed to be issued will be re- 
sold to the general public, and that no finder’s fee or other negotiation fee, com- 
mission or remuneration will be paid in connection therewith to any third per- 
son. Applicant states that it expects that after completion of all of its proposed 
permanent financing the total amount of all Notes outstanding will not be in 
excess of $600,000, which amount wili be less than 5% of the total par value 
of the other securities of Applicant then outstanding. 

Applicant states that the net proceeds from the new securities which it pro- 
poses to issue will be used to finance in part its 1961 construction and acquisi- 
tion programs, totalling approximately $5,516,000. According to the application, 
Applicant’s 1961 construction program includes: approximately $1,750,000 for 
routine extensions and additions to its existing electric and gas systems in 
South Dakota, approximately $275,000 for routine extensions and additions to 
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existing gas distribution systems in Nebraska, approximately $1,500,000 for com- 
pletion of a new 15,000 kw dual fueled gas turbine electric generating plant near 
Huron, South Dakota (scheduled to be operational in August, 1961), and ap- 
proximately $450,000 for the construction of gas distribution systems in eight 
additional communities in South Dakota in which Applicant has gas franchises. 
In addition, the Company is required by order of this Commission, as a condi- 
tion to obtaining extensions of natural gas service to certain of the latter com- 
munities, to contribute approximately $191,000 (or provide equivalent construc- 
tion) to Northern Natural Gas Company to defray part of its cost of necessary 
pipe line facilities. Applicant’s acquisition program for 1961 consists principally 
of the purchase, for an anticipated base purchase price of $1,350,000 subject to 
certain adjustments, of certain existing electrical facilities in South Dakota, 
all of which is subject to this Commission’s authorization and approval. (Ap- 
plicant has requested authorization for this acquisition in Commission’s Docket 
No. E-6988.) 

Written notice of the application has been given to the Nebraska State Railway 
Commission and the South Dakota Public Utilities Commission, and to the Gov- 
ernor of each of those States. Notice of the application was also given by pub- 
lication in the Federal Register on April 1, 1961 (26 F.R. 2763), stating that any 
person desiring to be heard or to make any protest with reference to the applica- 
tion should file a petition or protest on or before the 17th day of April 1961, with 
the Federal Power Commission, Washington 25, D.C. No protest or petition or 
request to be heard in opposition to the granting of the application has been 
received. 

The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, as 
heretofore described and set forth in the Commission’s order issued September 
19, 1958, In the Matter of Northwestern Public Service Company, Docket No. 
E-6838 (20 FPC 373). 

(2) The proposed issuance and sale of Common Stock and the proposed issu- 
ance of Promissory Notes, as described above, will constitute issuances of securi- 
ties within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issues here involved are regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuances 
of Common Stock and Promissory Notes are, therefore, not exempt by virtue of 
that Section from the requirements of Section 204 of the Act. 

(4) There is no affiliation, direct or indirect, through directors, officers, or 
stockholders, or the ownership of securities, or otherwise, between Applicant 
and the underwriting firm of A. C. Allyn & Company, Inc. 

(5) Under the circumstances herein, sufficient cause has been shown for ex- 
empting the proposed issuance of Common Stock from the competitive bidding 
requirements of Section 34.1a (b) and (c) of the Commission’s Regulations un- 
der the Federal Power Act. 

(6) The proposed issuance of Promissory Notes in the aggregate principal 
amount of not to exceed $2,400,000 outstanding at any one time, as described 
above, will be in excess of 5% of the par value of other securities of Applicant, 
and, therefore, will not be exempt by virtue of Section 204(e) of the Act from 
the requirements of Section 204(a) of the Act. 

(7) The proposed issuance of Promissory Notes, described above, will be ex- 
empt from the competitive bidding requirements of Section 34.la of the Com- 


mission’s Regulations under the Federal Power Act by reason of Paragraph 
34.1a(a)(2) thereof. 
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(8) The proposed issuances of securities, as hereinafter authorized, will be 
for a lawful object, within the corporate purposes of Applicant and compatible 
with the public interest, which is appropriate for and consistent with the proper 
performance of service by Applicant as a public utility, and which will not im- 
pair its ability to perform that service, and is reasonably appropriate for such 
purposes. 


The Commission orders: 


(A) The proposed issuance and sale of Common Stock and the proposed 
issuance of Promissory Notes in the aggregate principal amount of not to 
exceed $2,400,000 outstanding at any one time, upon the terms and conditions 
and for the purposes set forth in the application, all as described above, are 
authorized, subject to the provisions of this order. 

(B) This authorization with respect to the issuance and sale of Common 
Stock shall expire unless the transaction hereby authorized is consummated 
within 90 days from the date of issuance of this order. 

(C) This authorization with respect to the issuance of Promissory Notes is 
expressly conditioned upon the final maturity date of all Notes issued pursuant 
hereto, being prior to May 4, 1962. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, ac- 
counts, valuation, estimates or determinations of cost or any other matter what- 
soever now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or obli- 


gation on the part of the United States in respect to any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman, Frederick Stueck 
and Arthur Kline. 


SIERRA PACIFIC POWER COMPANY, DOCKET NO. E-6984 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK 


(Issued May 4, 1961) 


By order issued May 2, 1961, supra, p. 904, in the above-entitled matter, the 
Commission authorized Sierra Pacific Power Company (Applicant) to issue and 
sell 132,570 shares of Common Stock, par value $3.75 per share, on a pro rata 
basis to Applicant’s Common Stockholders,* subject to the provisions, among 
others, set forth in Paragraph (B) of that order, as follows: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k)(3) of the Commission’s Regulations under the 
Federal Power Act relating to compliance with competitive bidding require- 
ments, and Section 34.2(k) (4) of those Regulations relating to affiliation, 
and shall have either filed such amendments or shall have mailed them and 
advised the Commission by telephone and telegraph, as contemplated in 
Section 34.9 of the Regulations. 

(ii) The Commission shall have approved the interest rate and the price 
to be received by Applicant for the Bonds and the price per share to be re- 
ceived by Applicant for the Common Stock by a further order. 


*That order also authorized Applicant to issue and sell at competitive bidding 
$6,500,000, principal amount of First Mortgage Bonds, Series due 1991. Unless post- 


poned, all bids for the purchase of the Bonds must be presented before 11:00 a.m., 
Boston Time, on May 11, 1961. 
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Applicant, on May 3, 1961, filed an amendment, pursuant to the requirements 
of the afore-mentioned Commission order, in which it states that it proposes to 
issue and sell the new Common Stock to its Common Stockholders at the price 
of $29.00 per share. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Para- 
graph (B) of the Commission’s order issued May 2, 1961, in the above docket, 
insofar as it relates to the issuance and sale of the Common Stock, and the 
price to be received by the Applicant for the Common Stock is reasonable. 

(2) The proposed issuance and sale of Common Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed issuance of 
Common Stock referred to above is approved as reasonable. 

(B) The proposed issuance and sale of Common Stock referred to above, upon 
the terms and conditions, and for the purposes specified in the application, as 
supplemented by the amendment referred to above, are hereby authorized, 
subject only to the provisions of Paragraphs (C), (D), and (E) of the Commis- 
sion’s order issued May 2, 1961 in the above docket. 





SOUTHERN NATURAL GAS COMPANY, DOCKET NO. G-19632 
ORDER MODIFYING AND ADOPTING PRESIDING EXAMINER’S INITIAL DECISION 
(Issued May 4, 1961)* 

Syllabus 


1. There is no reason, absent unusual circumstances, to authorize duplicative 
construction of facilities by interstate pipeline for service which can be 
adequately supplied by distributor with benefits to ultimate consumer and 
without detriment to pipeline. P. 927. 

2. Burdening jurisdictional customers for mainline facilities benefiting distribu- 
tion company load factor and revenues, thus directly benefiting such com- 
pany’s domestic customers, stands on different footing from burdening 
jurisdictional customers tc enhance nonjurisdictional revenues of interstate 
pipeline. P. 936. 

3. Where facilities for industrial off-peak load will (a) substantially benefit 
local distributors and pipeline on load factor, (b) are needed to prevent 
discrimination against distributors on pipeline system, (c) will not serve 
gas appreciably detrimenting reserve life, then the fact that some such load, 
absent provision for gas, might have been served with coal is not controlling. 
P. 936. 

4. Commission denies Southern’s application for certificate insofar as it relates 
to two industrial sales. P. 938. 

5. Commission issues certificate of public convenience and necessity to Southern 
under Section 7 of the Natural Gas Act, conditioned on Southern making 


*Initial decision appears on p. 927. For appearances see decision on first issue, 25 
FPC 518. Rehearing denied by order issued June 27, 1961, 25 FPC 1231. 
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connections necessary to enable local distributing company to render in- 
dustrial service. P. 939. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 

This is a proceeding under Section 7 of the Natural Gas Act. Southern Natural 
Gas Company (Southern) seeks a certificate of public convenience and necessity 
authorizing it to commence interruptible service to two industrial customers in 
Savannah, Georgia, i.e., The Ruberoid Company and National Gypsum Company, 
and to install 1460 horsepower of additiona) compressor facilities, costing an 
estimated $281,900, at its Wrens Station near Wrens, Georgia. 

On March 16, 1961, the presiding examiner issued an initial decision denying 
Southern’s application to serve the two industrial customers, but granting its 
request for a certificate to construct the additional compressor facilities at Wrens 
on condition that Southern make the necessary connections with South Atlantic 
Gas Company (South Atlantic), the local distributing company served by South- 
ern in Savannah, so that South Atlantic might render the service required by 
the two industrial customers. 

Exceptions to the examiner’s decision were filed by Southern and by a group 
of interveners representing the coal industry and herein referred to as the Coal 
Interests. 

Upon consideration of the evidence of record, the parties’ briefs, the examiner’s 
decision, and the exceptions thereto, we are of the opinion that the examiner’s 
decision should be adopted as our own, subject, however, to the modification 
noted below. 

The evidence of record supports the examiner’s conclusion that the public con- 
venience and necessity will best be served by having South Atlantic rather than 
Southern make the sales of interruptible gas to the two industrial customers, 
and that the public convenience and necessity require the proposed additional fa- 
cilities at Southern’s Wrens compressor station. In this connection, Southern ex- 
cepts to the use by the examiner of the following language (examiner’s decision, 
infra p. 937). 

Apart from the Precedent Agreement, a policy governs the disposition 
of this case. In principle, lines of interstate transmission companies should 
not be laid down on top of local distribution lines for the service of profit- 
able industrial load that can be served by the local distributor. On the 
contrary, such load, absent unusual circumstances not now foreseen, should 
be served by the distribution company, to the benefit of the local con- 
sumers in respect of (a) its increased revenues and profits taken into 
account by State Commissions in fixing rates and (b) its improved load 
factor, reducing its unit cost of service. See American Louisiana Pipe 
Line Co., 20 FPC 575, 588, 592. Interstate transmission companies exist 
primarily to serve local distributors, and load factor benefit to distributors 
directly benefits the suppliers. 

Southern claims that the examiner errs in establishing, as a matter of principle, 
that the industrial load should be served by the distributor rather than the 
interstate pipeline. However, we believe that Southern has misinterpreted 
the examiner’s statement. The “principle” the examiner has discussed is that 
the interstate pipeline companies’ lines should “* * * not be laid down on 
top of the local distribution lines for the service of profitable industrial load 
that can be served by the local distributor’. After making the foregoing state- 
ment, the examiner explained that “such load”, meaning deliveries of gas to 
an industrial customer whose plant is located along the existing distributor’s 
system, should be served by the local distributor except in unusual circumstances. 
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Thus, in a proceeding such as this one, where the local distributor indicates 
that it is willing and able to serve a particular industrial customer located 
in the area covered by the distributor’s existing system, there is certainly no 
reason, absent the unusual circumstances mentioned by the examiner, for the 
Commission to authorize duplicative construction of facilities by the inter- 
state pipeline to serve an industrial customer which can be served adequately 
by the local distributor with accompanying benefits to the ultimate consumer 
and without detriment to the pipeline. As we understand the examiner’s state- 
ment, he has not made the far-reaching policy conclusion which Southern 
attributes to him. In other words, he has not declared, nor do we declare, 
that the distributor in all cases, rather than the interstate pipeline, should be 
permitted to make proposed industrial sales. We shall continue to consider 
each case on the merits as it arises and make the determinations which are 
commensurate with the facts and law applicable thereto. 


The Commission orders: 


(A) The presiding examiner’s decision issued herein on March 16, 1961, is 
hereby modified consistent with the foregoing, and as so modified is hereby 
adopted as the decision of the Commission as of the date of the issuance of 
this order. 

(B) Except as herein granted, the exceptions to the examiner’s decision 
filed by Southern and Coal Interests are hereby denied. 


DECISION ON REMAINING ISSUES 


UPON APPLICATION FOR CERTIFICATES UNDER THE NATURAL GAS ACT TO ADD FACILITIES 
AND TO SERVE CERTAIN INDUSTRIAL CUSTOMERS 


(Issued March 16, 1961) 


Weston, Presiding Examiner: Two main issues remain for decision in this 
proceeding. First, Southern proposes to commence service of natural gas to 
two industrial customers, The Ruberoid Company and National Gypsum Com- 
pany, in Savannah, Georgia. Second, Southern proposes to add $281,900 of 
new gas compression facilities at its existing Wrens Station, on Southern’s 
South Line Although the issues involve relatively small amounts of money, 
they present important questions of principle and policy, and, therefore, warrant 
examination in detail. 


BACKGROUND 


Pursuant to authorization obtained from this Commission in 1953, Southern 
installed 120 miles of 14-inch pipeline extending southeasterly from a point near 
Wrens, Georgia, on its South Line to Savannah, Georgia, for the supply of 
natural gas to several industrial customers, and to South Atlantic Gas Company, 
the distributor in the Savannah area, which had theretofore manufactured its 
own gas. See Southern Natural Gas Co., 12 FPC 516, 518, 529-530, 550. 

Prior to the filing of applications for authorization of such service, Southern 
and South Atlantic, on February 21, 1952, had entered into a “Precedent Agree- 
ment” outlining the major terms of the new gas supply, including rates, delivery 
point, volumes of gas to be delivered, and South Atlantic’s participation in the 
proceeding before this Commission in support of the application. One condition 
in the Precedent Agreement, referring to certain industrial customers in Savan- 
nah, conditioned the new supply on Southern’s “having made contracts satis- 
factory to us for the sale of gas directly by us to Southern Paperboard Cor- 
poration, Savannah Sugar Refining Corporation, and Union Bag & Paper Cor- 


1 Described in Decision on First Issue. 
693—489—_64—_61 
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poration.” These contracts were made; Southern now supplies these industrials 
directly. 

Another condition in the Precedent Agreement reserved exclusively to South- 
ern, in respect of part of South Atlantic’s general service area— 


The right to sell gas directly to industrial customers whose plants are located 
north or west of a line parallel to the line of Lathrop Avenue West, as 
extended northeasterly and southwesterly, * * * gas for delivery to such 
consumers shall not be considered as part of your requirements. 


The Precedent Agreement was not filed with the Federal Power Commission 
as part of Southern’s rate schedules and tariffs applicable to the new service to 
South Atlantic. Southern is obligated to so file by Section 4(c) of the Natural 
Gas Act, and Section 154.1 of the Regulations Under the Natural Gas Act,’ be- 
cause the condition clearly affects, by perpetually restricting, Southern’s service 
to South Atlantic. The omission was pointed out in a letter, dated October 3, 
1953, from South Atlantic, which returned to Southern for filing with the Com- 
mission the executed service agreement between the companies.* Southern’s 
answer thereto of October 6, 1953, reconfirmed the division of territory and 
Southern’s “right to sell gas directly to industrial consumers whose plants are 
located north or west of a line parallel to the line of Lathrop Avenue West as 
extended northeasterly and southwesterly.” 

In subsequent years, Southern has twice, on unopposed applications, received 
Commission approval of new direct industrial sales in South Atlantic’s Savannah 
distribution area, but north or west of Lathrop Avenue West as extended. The 
first sale, under an apparently highly profitable contract,‘ was to Southern 
Nitrogen Company. Southern Natural Gas Co., 14 FPC 1063. The second sale 
of about 77,000 Mcf per year with minimal construction costs was to Johns- 
Manville. idem., 15 FPC 1621. Indeed, the same industrial sales here in issue 
(infra) were certificated in the 1953 proceeding before this Commission, but 
connections were not made in due time under that authority.’ 

Contrary to Southern’s contention, these prior Commission actions consonant 
with the terms of the service restriction do not control the proceeding at bar, 
because the issues, dealt with infra, as to the validity, controlling effect, and 
public interest of the restriction on South Atlantic service were not there 
presented or considered. 

By Georgia legislation approved February 17, 1956, (Georgia Code, Chapter 
93-7), the Georgia Commission was given jurisdiction to certificate intrastate 
pipelines and distribution systems and the extensions thereof. South Atlantic 
has been duly certificated to serve Chatham County, in which the City of 
Savannah is located, and the contiguous Effingham County (which, like Chatham, 
is bounded on the northeast by the Savannah River, forming the South Carolina 
border) to the northwest. 

Southern’s principal point of delivery to South Atlantic is at the Savannah 
central city limits, near the Savannah River, and near the northeastern end 


2Section 154.1 requires Southern, as a natural-gas company, to file all the classifica- 
tions, practices, rules and regulations affecting its ‘“* * * [rates, charges and] services, 
together with all contracts in any manner affecting or relating thereto.” 

s“* * * the only point of importance that appears to be omitted is a failure to refer 
to the understanding between your good company and ours with respect to the area to 
be served. 

“* © * JT do not know whether you wish to redraft these documents or merely to 
accept this covering letter as a qualification.” 

* $266,800 of new facilities, mostly on Southern’s South (main) Line, would be recovered 
in about 1% years. 

5 Southern Natural Gas Co., supra, 12 FPC 516 at 527 and 550. “Dixie Asphalt Co.” 
there listed is now National Gypsum Co. 
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of Lathrop Avenue West. The line of Lathrop Avenue West, in turn, if ex- 
tended, would form the northwestern boundary of the built-up urban part of 
Savannah. The central city of Savannah is located in the delta of the river, 
and is surrounded on three sides (northeast, southeast, and southwest) by 
marshy ground and the river. Industrial development is for practical purposes 
limited to the firm ground (with industrial water and transportation facilities) 
west and northwest of Savannah, up the Savannah River—which is also that 
part of Chatham County, and the whole of Effingham County, in which, under 
the Precedent Agreement, South Atlantic is forbidden to serve industrial load. 
There Southern serves important industrial load, including Continental Can, 
Atlantic Creosote Co., Savannah Sugar Refining, Union Bag & Paper Corp., and 
Southern Nitrogen. 

In its Savannah central city area, South Atlantic serves only three industrials 
of significance °—American Cyanamid Company, Snowdrift Company, and Sa- 
vannah Electric and Power Company’s Riverside Station. The net effect of 
the topography and the Precedent Agreement has been to make it impossible, 
as a practical matter, for South Atlantic to materially increase industrial load 
or substitute new load for any present customers lost in the future. However, 
under its Georgia certificates, South Atlantic cloes render service to domestic and 
commercial customers in the area proscribed for industrial sales under the 
Precedent Agreement. 

In 1958, Savannah Electric and Power Company completed the first unit of 
a new steam generating plant, “Port Wentworth,” located on the Savannah 
River northwest of Lathrop Avenue West extended ; i.e., in Southern’s reserved 
industrial territory. The Power Company plan is to move all base load to Went- 
worth, and relegate Riverside to “peaking” service only. After installation of 
the first unit, South Atlantic’s sales to Riverside dropped 5,000 Mcf per day; 
a similar effect is expected on completion of the second unit early in 1961. 
Taking into account the offsetting factor of Savannah Electric’s growth, 
estimated gas consumption at the Riverside Station will decline each year from 
4.56 million Mcf in 1960 to 1.90 million Mef in 1965, as Port Wentworth goes into 
operation. 

This replacement of South Atlantic's large industrial customer was recognized 
by Southern, in the making of an exception to the Precedent Agreement division 
of territory, and the ceding of the Wentworth Plant load to South Atlantic. 
However, by reason of competitive costs of coal, South Atlantic has not been 
able to actually contract for the supply of gas to Wentworth. South Atlantic’s 
load factor, formerly substantially in excess of 100 percent (reflecting large off- 
peak deliveries) * sharply declined to about 90 percent in 1959, due to slacking 
off of demand for industrial gas, particularly Savannah Electric demand, and 
also due to South Atlantic’s increasing need for contract-demand “firm” gas to 
serve on peak days to space heating and other domestic and commercial cus- 
tomers. 

South Atlantic has felt obligated to observe the division of territory for indus- 
trial service as imposed by the Precedent Agreement. When industrial pros- 
pects west of the Lathrop Avenue line made inquiries about gas service—as 
ocurred with respect to one of the companies involved in the original applica- 
tion herein—the prospects have been referred to Southern’s office in Birming- 
ham, Alabama." 


® Average load in excess of 200 Mef per day. 

7 South Atlantic’s previously excellent load factor may well have been the practical 
reason why the restrictive provisions of the Precedent Agreement have not heretofore been 
brought into issue by the public authorities. 

8 Certain changes in this general background have been proposed in the text of a Settle- 
ment Agreement of December 14, 1960, discussed infra. 
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PROPOSED INDUSTRIAL CONNECTIONS 


A principal issue in this proceeding is whether Southern should be authorized 
to serve gas directly to the two new industrial customers located in the Savannah 
area west of Lathrop Avenue.’ 

Service Provisions: The first proposed service is to The Ruberoid Company, 
under a 10-year contract which provides for the supply of (estimated maximum) 
2,800 Mcf per day of interruptible gas at a price hinged on quotations for fuel 
oil plus handling charges; the computation being designed to price the gas ap- 
proximately 13 percent under whatever oil price may prevail for the time being, 
and computed to amount to 32.2 cents per Mcf of million Btu gas as of the time 
of hearing. 

The second proposed service is to National Gypsum Company, under a 15-year 
contract which provides for the supply of (estimated maximum) 2,400 Mcf per 
day of interruptible gas at pricing provisions similar to Ruberoid’s and computed 
to amount to 33.6 cents per Mcf as of the time of the hearing. Southern’s total 
cost of connecting both customers (0.75 miles of pipeline, metering and regulat- 
ing facilities) would amount to only $60,584. Southern expects to serve these 
customers the equivalent of 300 days per year. On an annual basis, Southern 
expects to serve a total of 994,500 Mcf to both customers. To make this gas 
available, Southern proposes to install 1,460 h.p. of new compression at Wrens, at 
a total cost of $281,900. Of this total, 800 h.p. will be supplied by the relocation 
of an engine, now unused but in Southern’s rate base, from Southern’s Ben Hill 
Station. Additional new units and plant structures, and installations, make up 
the proposed expenditure. 

Benefits to Proposed Customers: There is no question but that the “end-use” 
of the gas will be consonant with the public interest. Ruberoid will use the gas 
for steam processing, drying, digesting fibers for felt, space heating, and vapor 
absorption, at estimated annual gross savings of $29,000 over oil costs. Gypsum 
will use most of the gas for direct heat in its gypsum board dryer, reducing 
or eliminating product contamination. Not only will gas benefit Gypsum in 
respect of “clean boards,” but use of gas will result in estimated annual gross 
savings of about $114,000 over oil costs. The use of coal in either plant is in- 
herently impractical under present technology; gas will in both cases replace 
fuel oil, which will continue to be used as standby fuel. 


EconoMic CONSIDERATIONS 


Because service to Gypsum and Ruberoid would be on an interruptible basis, no 
main line capacity would be preempted for these sales. The incremental cost of 
providing service to these customers, then, would be the out-of-pocket main line 
costs, such as purchased gas and compressor station fuel, plus the cost of service 
of the facilities necessary and incident to the proposed sales. 

The cost data requisite for economic analysis of the project are fully estab- 
lished on the record. The annual volumes to be used pose a problem, however. 
Staff contends (pp. 33 and 34 of its brief) that the proper annual volume to be 
used would be 994,500 Mcf, which represents the annual sales to Gypsum and 
Ruberoid. Southern contends that the proposed compressors would enable South- 
ern to increase its sales by at least 1,325,830 Mcf annually (994,500 Mcf to 
Ruberoid and Gypsum plus an increase of 331,330 Mcf to present customers) 
and would avoid curtailments, in uncomputed but large amounts, of present sales 


® When filed, the application contemplated in addition a connection to the Hercules 
Powder Company plant in the same area, under a contract substantially similar to the 
contracts herein described. On July 11, 1960, Hercules, pursuant to reserved rights, 
cancelled the contract, and service to it is no longer in issue, 
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east of Ocmulgee at temperatures of 55-degrees or above, after Carolina Pipeline 
is attached in accordance with the Decision on the First Issue herein. For the 
purpose of this study, annual volumes of 1,325,830 Mcf were used. 

On an incremental basis, assuming the addition of the Wrens Station facilities 
needed for service by Southern, and minimum volumes of 1,325,830 Mcf per an- 
num, unit cost for gas to be served by Southern would appear to be 27.9 cents per 
Mef, first year, computed as follows: 


Incremental Cost: Ruberoid, Gypsum, and Increase to Present Customers 


Cost of gas: 

1,325,880 Mcf @ .1979* $262, 381 

Compressor fuel, etc., 68,693 Mcf @ .1979 
Transmission expenses: 

Measurement 

Pipe line 

Compressor station 15, 360 
Administrative and general 7, 240 
Depreciation @ 3% 11, 990 
Taxes other than income 3, 420 
Return @ 7% (illustrative) 23, 970 
Income taxes 29, 300 


With annual sales to Ruberoid and Gypsum of 994,500 Mcf, revenues on the 
order of 33-34 cents per Mcf (depending on costs of oil for the time being) ,” 
and unit costs to Southern of about 28 cents per Mcf, it is obvious that the 
sale would be profitable on an incremental basis. However, the public interest 
considerations involve more than a superficial comparison of price and cost.” 

Effect on Jurisdictional Customers: In a rate case before this Commission, 
the fixed costs associated with the $342,481” of new facilities here proposed 
by Southern would be divided (50-50 under Seaboard”™) between the demand 
and commodity components within the system cost of service. In turn, the 
demand costs would be apportioned between jurisdictional and non-jurisdic- 
tional customers on the basis of the peak period responsibility of each group. 
The commodity cost component dollars would be apportioned between the same 
groups proportionately to the annual volumetric sales to each group. 

Because Southern’s jurisdictional customers have the responsibility for, and 
take, most of the gas during the system peak period, the burden of paying the 
fixed costs of facilities, including the proposed new facilities at Wrens, allocated 
to the demand component of the system cost of service will rest substantially 
upon their shoulders. 

Furthermore, on an incremental basis, the 27.9 cents per Mcf cost of the 
contemplated sales would exceed Southern’s existing commodity rate of 23.67 


1 Average field price paid by Southern; a more accurate reference point than the 25.1 
cent figure used by Staff and Southern, which includes mainline fixed costs. 

“It is indicated that the October, 1960, computed prices would be 34.3 cents per Mef 
of million Btu gas to Ruberoid and 35.7 cents to Gypsum, and that the foreseeable pros- 
pects are for a continuation of the upward trend. 

118 National Coal Asean. v. F.P.C., 247 F. 2d 86 (CADC) contains nothing to the con- 
trary. That case did not involve addition of substantial facilities by the pipeline company. 

12 $281,000 Wrens Station facilities; $60,584 connection facilities. 

13 Atlantic Seaboard Corp., 11 FPC 43. 
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cents per Mcf, and Zone 3 commodity cost of 25.1 cents per Mcf, as derived in 
Exhibit 1, which latter figure, Southern says, “includes all present system costs 
which reasonably might be contended to be applicable to the proposed two new 
sales.” (Reply Br. 35.) Thus, system costs which could be expected to be 
allocated to the new industrial sales here proposed, under existing allocation 
methods, would be less than the cost of providing the service, with the difference 
paid for by Southern’s general (jurisdictional) customers. 

It is apparent that it would not serve the public convenience and necessity to 
have Southern’s jurisdictional customers, and ultimately the consumers, pay 
for a large part of facilities built to implement private transactions between 
Southern and its directly served industrials. Absent other alternative, it would 
seem appropriate that if the facilities are to be built and service rendered as 
proposed, they should not be put into Southern’s rate base until they become 
of substantial value to jurisdictional customers. However, there is an im- 
portant alternative, and further consideration of the revenues and expenses of 
the new service, and the facilities therefor, should be undertaken in the light 
thereof. 

South Atlantic’s Position: South Atlantic, the local distributor, is ready, 
willing, and, but for the constraint of the Precedent Agreement and a Settlement 
Agreement discussed later, would be able to undertake the supply to Ruberoid 
and Gypsum. South Atlantic has made no application in this regard; such an 
application would be within the jurisdiction of the Georgia Public Service 
Commission. That Commission became interested in South Atlantic’s restricted 
situation with respect to industrial load during the course of recent hearings 
on proposed increased in South Atlantic’s rates. It was on behalf of, and upon 
the direction of the Georgia Commission, that South Atlantic produced in this 
hearing the aiternative that, freed of restrictive agreements, it could undertake 
the service proposed herein by Southern. 

South Atlantic is entitled to 34,522 Mcf per day of contract demand gas from 
Southern, beginning on November 1, 1960, figured on the basis of the firm re- 
quirements of domestic and commercial customers on maximum degree days— 
taken as 25 degrees F. in Savannah. Due to increase in the amount of contract 
demand“ and loss of 5.8 million Mcf of Savannah Electric boiler fuel load, 
South Atlantic will have ample gus to supply Ruberoid and Gypsum requirements 
from South Atlantiec’s contract demand quantities.” Additionally, it is important 
to note that with respect to the “inferior use” gas supplied to Savannah Electric 
for boiler fuel, such supply may be and is curtailed before the supply of any other 
customers, i.e., Savannah Electric is “the most interruptible of all interruptible 
customers.” (Tr. 532.) 

The testimony is clear that South Atlantic can efficiently and economically 
construct the necessary facilities for service to Ruberoid and Gypsum. Four 
possible methods of service were presented: under South Atlantic’s “preferred” 
method (Georgia Commission Method #3), it would tap Southern’s Savannah 
lateral (which extends on to the West Lathrop Street terminus) at Brampton 
Road, run a line from there to a meter station on South Atlantic’s existing 
standby gas storage area, thence to the Ruberoid and Gypsum plants. 

Referring to the preferred method of service, and to the Savannah area west 
of West Lathrop Street, in which South Atlantic has been forbidden by the 


% The record indicates that in 1956 South Atlantic’s firm requirement was 18,000 Mcf 
per day. (Tr. 915.) 

45 South Atlantic will have 9.4 million Mcf annually available for service, or 26,000 
Mecf average daily for 365 days, to serve Ruberoid and Gypsum annual requirements of 
994,500 Mcf, or maximum daily load of 5,200 Mcf. However, allowing for coincidental 


peaks, the Georgia Commission witness deducted 35 days to arrive at a conservative 
estimate of 330 days of service. 
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Precedent Agreement from serving industrials, South Atlantic’s Executive Vice 
President testified (Tr. 541) : 


* * * The advantage of this delivery point is it gives us a new high 
pressure source almost in the middle of the most attractive industrial 
growth area of the city. You will observe to the left of this delivery point 
on the river a tract of land entitled, Whitehall Plantation. This is a large 
undeveloped industrial site location which we expect will be developed in 
the near future. Also, there is substantial potential throughout the area to 
the immediate south of this location. With this meter station available we 
would be able to extend the necessary distribution facilities into this area 
to meet the industrial development as it occurs. In addition, this station 
would be tied into our Garden City system for reinforcement of our general 
service distribution plant in that area. Since we have been prohibited 
from serving industrial customers in this general area, our facilities there 
are not designed for the large volumes which would be required by sub- 
stantial sales growth. * * * 


Construction costs incident to service by South Atlantic would not be large; 
under its Preferred Method #3, total investment would be less than $75,000." 
The rate of return on such investment would be very large; estimated to be 54.93 
percent at the time three customers, including Hercules Powder, were to be 
served. South Atlantic’s forecasts of days of service are conservative; the testi- 
mony and experience of prior years indicates that service to Ruberoid, Gypsum, 
and Hercules Powder, a fortiorari to the current project involving only the first 
two industrials, can be maintained for at least 330 days per annum.” 

It should be emphasized that South Atlantic could, for the present at least, 
institute and maintain such service within its present entitlement of “contract 
demand” gas from Southern. This means that (1) the new connections would 
merely substitute for industrial load formerly served to Savannah Electric; (2) 
no new mainline facilities would need to be built by Southern to handle the 
new load. 

South Atlantic’s Revenue Considerations: South Atlantic would presumably 
serve Ruberoid and Gypsum under its Georgia Commission Rate Schedule NG—7, 
applicable to large volume industrial customers, and providing for a basic rate 
of 31 cents per Mcf of million Btu gas, adjusted for current price of fuel oil at 
Savannah, and with a floor fixed at Southern’s commodity charge for gas plus 
2 cents per Mcf. At oil prices prevailing in June, 1960, South Atlantic’s price 
for gas to Ruberoid and Gypsum would be 32.9 cents per Mcf of million Btu 
gas. At more recent oil prices, footnote 11, supra, it is indicated that such 
price would be 34.9 cents per Mef, or .6 cents more than Ruberoid would be 
paying under its contract with Southern, and .8 cents per Mcf less than Gypsum 
would be paying. Since South Atlantic would be able to supply gas on more 
days per year than Southern, the economics would seem to favor supply by 
South Atlantic in the case of Ruberoid as well as Gypsum, from the customer’s 
point of view. The record contains no evidence that the customers would not 
willingly connect with and take service from South Atlantic, if Southern were 
not certificated, and if South Atlantic felt free to, and did, offer service. 

In the absence of new load offsetting loss of Savannah Electric sales, South 
Atlantic would, based on 1959 figures, lose $148,700 of gross income in 1962, which 
would presumably have to be met by increased rates to domestic and other firm 
customers. The net effect after taxes would be a reduction of $68,500 of earn- 


16 Exhibit #17 adjusted to reflect loss of Hercules Powder sale. 
17In 1958-59, there were about 8-10 interruptions of industrial service; in 1959-60, 
the testimony indicates that there were either none or one. 
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ings, or 31 percent of South Atlantic’s actual 1959 net income. These adverse 
effects would be substantially nullified by the Ruberoid and Gypsum connections. 

Other Considerations: Service of the industrial load by South Atlantic would 
benefit Southern’s load factor, and assist in meeting minimum takes, to the same 
extent as the proposed direct sale. The essential difference, from the consumer 
point of view, is that the sale by South Atlantic would be subject to the jurisdic- 
tion of the Georgia Commission, and any benefits from the sale would presum- 
ably accrue to the direct benefit of the domestic consumers served by South 
Atlantic. In distinction, all revenues from the proposed direct service by South- 
ern would not be applied to Southern’s cost of service in rate proceedings before 
our Commission. Southern’s jurisdictional rates would be calculated to allow 
Southern to collect its system cost of service, less costs allocated to non-juris- 
dictional sales. Because costs allocated to such sales, under the Seaboard 
formula, would be less than revenues from such sales, Southern would realize 
“non-jurisdictional” profits in an uncalculated amount, over and above Southern’s 
fair return as determined from time to time by this Commission. 


THE NEW FACILITIES AT WRENS 


As we have seen, $281,900 of new facilities are proposed to be added to 
Southern’s South Line—one of its two mainlines—at Wrens, Georgia. 

Staff and the Coal Intervenors oppose the addition of these facilities, and pose 
policy questions of importance and difficulty : 

(1) It must be emphasized that the additional compression is needed to make 
interruptible, off-peak sales of industrial gas along the Aiken and Savannah 
laterals, and not to meet firm winter-peak contract demand. At 55 degrees and 
below in Birmingham,” service to industrials along the South Line begins to be 
curtailed, and more gas is available to be pushed along to Ocmulgee, Wrens, and 
thence along the Aiken and Savannah laterals. The present capacity at Wrens 
is sufficient to handle firm load to the east, i.e., along those laterals, when indus- 
trials are not being served because of “peak” conditions. This will be true even 
after the Carolina Pipeline load is connected. However, at temperatures over 
55 degrees, service at load factors of over 100 percent commences to industrials, 
e.g., in past years, to Savannah Electric via South Atlantic. Then, industrials 
west of Ocmulgee take the gas, and there is insufficient suction at Wrens to 
bring the gas to industrials on the Aiken and Savannah laterals. 

(2) It must be recognized that the economical and efficient use of Southern’s 
system is to a large degree—more than nationwide pipeline average—dependent 
on industrial load served by Southern’s distribution system customers and di- 
rectly by Southern, because the space heating and firm load season is short in 
Southern’s service area. However, this does not mean that Southern should 
serve directly when service can be undertaken by a distribution gas utility. 
On the contrary, assuming that Southern makes excess gas available to South 
Atlantic without discrimination, Southern’s load factor will be enhanced equally 


by the new load, whether it serves Ruberoid and Gypsum direct or via South 
Atlantic.” 


18 As indicated, 55 degrees at Birmingham is, on the basis of Southern’s experience, 
accepted as the pivotal temperature below which industrial load along the South Line 
up to the Ocmulgee Station begins to be curtailed in order that Southern can meet normal 
and increased demands from firm customers, e.g., for space heating. As temperatures 
drop below 55 degrees, more and more industrial load is curtailed, to the theoretical and 
perhaps actual point (on which the record is silent) at which all Southern’s capacity 
is devoted to firm load, with no service to industrials. 

1# It is noted that under Southern’s present tariff, its direct industrial sales are given 
equal treatment with sales to distribution companies in respect of “overrun” gas. Thus, 
if Southern has 50,000 Mcf of excess gas, and if Company A, a boiler fuel direct sale, wants 
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(3) The evidence indicates, as above found, that South Atlantic can for 
the present serve Ruberoid and Gypsum from gas which South Atlantic expected 
to serve to, but which will probably not be taken by, Savannah Electric. The 
recent history of expansion in demand for Southern’s gas, and the facts in this 
record as to potential along both the Aiken and the Savannah laterals, indicate 
clearly that this excess in South Atlantic’s contract demand will be temporary, 
and that capacity now connected for summer industrial load will in the future 
serve firm load of domestic and commercial distribution company customers. 

(4) It has been Southern’s policy to supply “overrun,” i.e., off-peak gas 
as desired by its direct and distribution company customers for industrial 
purposes, except when Southern advises that such gas is not available. If 
capacity is not increased at Wrens, overrun gas will not be sucked through 
the South Line east of Ocmulgee in sufficient quantities to give customers along 
the Aiken and Savannah laterals their fair share of such overrun gas in com- 
parison with customers along the Line west of Ocmulgee; e.g., Montgomery, 
Alabama. Insofar as the customers are gas distribution utility companies 
serving domestic and industrial load, under regulation by State Commissions, 
it would seem clear enough that this Commission should favor the addition 
ot capacity needed to improve equality of service availability. Otherwise, dis- 
crimination may occur with respect to the capability of such local utilities to 
improve load factor. 

(5) After Carolina Pipeline is connected, if Wrens’ capacity is not increased, 
there will be additional curtailments to existing interruptible customers east 
of the Wrens Station, when Birmingham temperatures rise above 55 degrees, 
in amounts not calculated in the record. At this off-peak temperature situa- 
tion, the increase capacity requested will permit Southern to avoid such curtail- 
ments, and also increase interruptible load along the Aiken and Savannah 
laterals. On the basis that Southern were to serve Ruberoid and Gypsum 
994,500 Mcf annually, Southern estimated that an additional 331,330 Mcf annu- 
ally could be made available to present customers, or a total indicated increase 
in off-peak load of 1,325,830 Mcf. It is desirable for the sake of load factor 
of Southern and its distribution company customers, as well as to prevent 
discrimination, that these additional amounts be made available for sale. 

(6) On an incremental basis, costs of the Wrens facilities will exceed juris- 
dictional revenues to be derived by Southern from the proposed new and addi- 
tional sales. However, Southern would profit from such sales in respect of 
non-jurisdictional revenues, but such profits would in no way benefit consumers. 

(7) If it were practicable, a capital contribution from the industrials bene- 
fitted by the Wrens construction might be required as a condition to service 
by Southern directly, or by South Atlantic via new connections with Southern.” 
This would avoid the burden to Southern’s other jurisdictional customers. 
However, we are here dealing with mainline facilities. The facilities may 
serve Ruberoid, Gypsum, and other given customers today, and different indus- 
trial customers in the near future. The situation as to off-peak service is 
necessarily fluid, amorphous, and fluctuating. There is no basis for apportion- 
ing mainline construction costs fairly between Ruberoid, Gypsum, “additional 
gas to present customers,” and “avoided curtailments [of existing and future cus- 
tomers] after attachment of Carolina Pipeline” (Reply Br. 32). 


30,000 Mcf and South Atlantic also wants 30,000 Mcf, each would get 25,000 Mcf. Assum- 
ing the public advantages found herein for sales to distributor gas utilities over direct 
sales, and very substantial direct sales by Southern, the matter of tariff allocation of 
Southern’s overrun may well be a subject for further Staff study, and for action in an 
appropriate proceeding. 

* As to lateral facilities, where benefit is clear and direct, see Northern Natural Gas Co., 
22 FPC 164, 174; Michigan Wisconsin Pipe Line Co., 21 FPC 552, 558. 
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(8) Viewed realistically, the burden of the new Wrens construction on juris- 
dictional customers will be small,” and on present trends clearly indicated in 
this record in respect of Carolina Pipeline and South Atlantic, temporary. 
Additional mainline capacity will in the not distant future serve firm gas as 
well as industrial gas. The temporary burden must be balanced with the desira- 
bility of providing equal availability of overrun gas to South Atlantic, South 
Carolina Natural Gas, and possibly Carolina Pipeline, in comparison with 
distributors downstream. 

(9) Finally, and most importantly, the burdening of jurisdictional customers 
for mainline facilities benefiting distribution company load factor and revenues, 
thus directly benefiting distribution company domestic customers, stands on a 
quite different footing from a burdening of jurisdictional customers to enhance 
non-jurisdictional revenues of an interstate pipeline. New service and capacity 
for South Atlantic and other distributors east of Ocmulgee today will, over a 
period of time, be balanced by later additions for the benefit of gas distribution 
customers west of Ocmulgee. Where the amounts involved are small, and the 
principle is firmly established and followed, that industrial load should where 
feasible be served by distributors, an incidental and temporary burden on some 
jurisdictional customers, e.g., here, in Montgomery, Alabama, for the benefit 
of other such customers, e.g., here, in Savannah, should not be a controlling 
consideration. 


The above being the important minor premises, the conclusion will be derived 
infra herein. 

Competitive Fuels and “End-Use.” It has been noted that industrial sales are 
particularly necessary in Southern’s territory, because of relatively short 
seasonal demands for firm gas. Additionally, the record is clear, and instanced 
by Atlanta and Savannah electric generation fueling, that the Coal Interests 
are currently well able to protect and enhance their markets in the area.” 

Use of gas for the Ruberoid and Gypsum load is warranted as a matter of 
superior use; a matter not contested by the Coal Interests. If the Wrens 
facilities are installed, there will undoubtedly be some portion of otherwise 
idle capacity, during valley periods, used for the supply of gas to boiler fuel 
customers. The amount or extent of such service is not stated in the record. 
Where, as here, facilities for industrial off-peak load will (a) substantially 
benefit local distributors™ and Southern in respect of load factor, (b) are 
needed to prevent fortuitous discrimination against distributors along the 
Aiken and Savannah laterals, in comparison with distributors and direct sales 
west of Ocmulgee, (c) will not serve gas appreciably detrimenting reserve life, 
then the fact that some of the load, absent provision for gas, might have been 
served with coal, will not be deemed a controlling consideration.™ 


THE SETTLEMENT AGREEMENT 


On December 14, 1960, Southern and South Atlantic entered into an agreement 
providing that (1) Southern would have the exclusive right to serve, and would 


21 J.e., amounts not calculated in the record, not provided for in Southern’s commodity 
charges, will be completely insignificant in relation to Southern’s rate base of about $234 
million, claimed in pending rate proceedings, Docket No. G—20509. 

2 On January 9, 1961, the Commission temporarily authorized Southern to sell up to 
approximately 35.3 million Mcf of gas to Texas Eastern Transmission Co., on allegations 
of load loss through renewed coal competition, including 15 million Mcf annual loss of 
Georgia Power Company boiler fuel load at Plant Atkinson, Atlanta. Southern Natural 
Gas Co., Docket No. CP61-154. 

2% Atlanta Gas Light Co. (Augusta), South Carolina Natural Gas Co., South Atlantic 
Gas Co., and Carolina Pipeline Co. 

% Here, we articulate more precisely some of the content of generalties on burden of 
proof heretofore used by the Commission. Mississippi River Fuel Corp., 12 FPC 109, 112; 
South Georgia Natural Gas Co., 22 FPC 211, 215. 
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pay to South Atlantic two-thirds of the profit from, the Ruberoid and Gypsum 
loads; (2) each of the parties would in the future continue to exclusively serve 
presently connnected industrial customers; (3) the Precedent Agreement “is 
hereby rescinded and shall hereafter be null and void'and of no further effect ;” 
(4) the parties “will cooperate to the end that there will be issued to Southern 
a certificate” in accordance with its application herein; (5) the settlement is 
one of mutual covenants, ¢.e., inseparable, and is contingent on Southern’s receiv- 
ing “a certificate of public convenience and necessity acceptable to it authorizing 
it to construct and operate all facilities covered by its said application.” 
Thereafter, in reopened proceedings, South Atlantic and Georgia Commission 
endorsed the service by Southern to the two industrials, and the addition of 
the Wrens Station compression facilities. In supplemental briefs, the Staff 
opposed both the proposed industrial sales by Southern and the additional facili- 


ties, and the Coal Interests reiterated their opposition to the new compression 
facilities. 


RESOLUTION OF PRECEDENT AGREEMENT AND SETTLEMENT AGREEMENT ISSUES 


It is too plain for extended discussion that, so far as this Commission is con- 
cerned, the Precedent Agreement division of the market to arise in the future 
for Savannah industrial sales by the line of Lathrop Street West is invalid and 
ineffectual. The matter of who is to serve industrial load in a given territory 
is not one for Southern’s direct or indirect governance, with or without acquies- 
cense of a given local distribution utility. The matter is one for decision by 
this Commission, on standards of the public interest directed to consumer pro- 
tection and benefit. No division of markets for industrial gas sales between 
private companies should have the slightest influence, per se, on this Commis- 
sion’s determinations of the “public’’ convenience and necessity. See Gibbs v. 
Baltimore Gas Co., 130 U.S. 396, 410; Union Dry Goods Co. v. Georgia P.S.C., 
248 U.S. 372, 375, and cases following the general principles. 

Apart from the Precedent Agreement, a policy governs the disposition of this 
case. In principle, lines of interstate transmission companies should not be laid 
down on top of local distribution lines for the service of profitable industrial 
load that can be served by the local distributor. On the contrary, such load, 
absent unusual circumstances not now foreseen, should be served by the distribu- 
tion company, to the benefit of the local consumers in respect of (a) its in- 
creased revenues and profits taken into account by State Commissions in fixing 
rates and (b) its improved load factor, reducing its unit cost of service. See 
American Louisiana Pipe Line Co., 20 FPC 575, 588, 592. Interstate transmis- 
sion companies exist primarily to serve local distributors, and load factor benefit 
to distributors directly benefits the suppliers. 

In regard to proceedings before this Commission, the Settlement Agreement 
is in principle contrary to the public interest for the same reasons that the 
Precedent Agreement is contrary to the public interest. It extends the restrictive 
covenant to the very industrials which are the subject of this application. In 
financial degree, it abates to a large extent the vice of the former restrictive 
covenant. The public policy issue of private divisions of industrial market, and 
the particular issue of Southern’s invasion of South Atlantic’s natural market 
area, is not to be resolved by balancing matters of extent or degree. The Com- 
mission cannot be placed in the position of giving sanction, express or implied, to 
arrangements which are in principle bad for consumers, merely because the 
arrangements seem expedient to the parties. 

It should be further noted that even the expediency of the Settlement Agree- 
ment is highly questionable. South Atlantic’s motivation in settling may well 
be the general policy, well known to those experienced in the industry, of con- 
cession to pipeline suppliers for the sake of future increased supply when needed 
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in the future. South Atlantic says it fears litigation or delay. However, the 
chance of litigation, or other action by Southern detrimental to South Atlantic, 
is remote, assuming, as we should, that Southern is responsive to its public serv- 
ice obligations and to the practicalities of its relationship to this Commission.™ 
The ineffectiveness of any agreement between private parties to control the 
decision of this Commission on matters of the public interest, such as, who is to 
serve industrial load in a given territory, should be plain to any court in which 
tigation may be instituted. 

Since the basic policies of the Natural Gas Act forbid the issuance of a certifi- 
cate to Southern for service to Ruberoid and Gypsum under the circumstances 
of this case, we do not reach the question otherwise presented, City of Pittsburg 
v. F.P.C., 237 F. 2d 741, 754 (CADC), as to antitrust considerations bearing on 
service by Southern.” For the same reason, it is unnecessary to consider in this 
proceeding the sanctions properly to be applied against Southern for failure to 
file the Precedent Agreement as part of its tariff.” 


RESOLUTION OF WRENS Faciuities Issuz 


On balance, for reasons heretofore appearing, the installation of the new 
facilities at Wrens should be certificated on the same premise presented by 
Southern in substantial justification therefor—the attachment of the new 
Ruberoid and Gypsum load. Since such load will, pursuant to this decision, be 
attached by South Atlantic, the installation should be conditioned upon the 
presentation by Southern to the Commission of a plan, substantially in accord 
with the favored and economical plan presented by the Georgia Commission in 
the record herein (Exhibit No. 17, less Hercules Powder connection), and in 
form and substance satisfactory to the Commission, for new service connections 
with South Atlantic adapted for supply by the latter to the Savannah area north 
and west of Lathrop Avenue West.” 


ISSUE AS TO “ESCAPE” CLAUSES 


The contracts between Southern and Ruberoid and Gypsum contain provisions 
whereby the customers may, on contingencies related mainly to price comparison 
of gas and competitive fuels, discontinue the use of gas during the respective 
contract terms. Since Southern will not be serving the gas under the terms 
of this decision, the issue as to the propriety of such provisions, vigorously 
pressed by the Staff, need not be decided here. 


ORDER 


WHEREFORE, IT IS ORDERED, Subject to review by the Commission, that: 

(A) The application of Southern Natural Gas Company for a certificate of 
public convenience and necessity authorizing facilities for the connection of, and 
service of natural gas to, The Ruberoid Company and National Gypsum Com- 
pany is hereby denied. 





% Any attempt to discriminate against South Atlantic—for instance in regard to avail- 
ability of overrun gas (see transcript pp. 603-604)—-would, of course, be promptly dealt 
with by this Commission under Sections 4(b), 14(a), and 21 of the Natural Gas Act. 

28 Information received by the Commission from the Department of Justice on January 
16, 1961, states that a “full investigation” into the antitrust aspects of the Agreements 
has been initiated. 

*7So filed, an office review of the restrictive covenant would presumably have been 
long since made by the Commission's technical staff, and appropriate action taken despite 
the fact that the matter was not dealt with in 1953. 

28 Because of the benefits to the customers, South Atlantic and Southern, during the 
1961 off-peak season, it is to be expected that the further action herein will be consum- 
mated with dispatch. Delays to date herein, which may have been attributable to 
Southern’s negotiations with South Atlantic and the Georgia Commission for the preserva- 
tion of some part of its restrictive advantages, have been excessive. 
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(B) A certificate of public convenience and necessity is hereby granted to 
Southern for the construction and relocation of additional compression facilities 
at its station near Wrens, Georgia, as fully described in the application and pro- 
ceedings herein: Provided, that, Southern presents, within thirty (30) days 
from the date when the decision herein becomes final, a plan for the installation 
of facilities (based on equitable financial arrangements for the cost thereof) 
for a new connection, or new connections, with South Atlantic Gas Company, 
at or near Brampton Road, Savannah, substantially in accord with the plan 
presented herein and detailed in Exhibit Nos. 13 and 17 (less Hercules Powder 
connection), all in form and substance satisfactory to the Commission. 

(C) A certificate of public convenience and necessity is granted to Southern 
for the construction and operation of facilities described in paragraph (B) here- 
of. Such certificate shall be effective as of the date of notice by the Commis- 
sion’s Secretary to all parties to this proceeding that the plan presented by 
Southern pursuant to paragraph (B) has been found satisfactory by the Com- 
mission. 

(D) In the event that Southern fails or refuses to comply with paragraph 
(B) hereof, its application for a certificate of public convenience and necessity 
for the construction of the new Wrens Station compression facilities herein de- 
scribed is ipso facto denied. 

(E) The certificates issued herein shall be accepted in writing and under 
oath within 30-days from the date of notice issued by the Commission’s Secre- 
tary pursuant to paragraph (C) hereof. 

(F) The general terms and conditions of Section 157.20 of the Regulations 
Under the Natural Gas Act shall attach to the issuance of the certificates herein 
conditionally granted to Southern, and the time when the facilities herein con- 
ditionally authorized shall be constructed and placed into operation is hereby 
fixed at 60 days from the date when the decision herein becomes final. 

(G) The conditional grant of the certificates made herein shall be without 
prejudice to any findings or orders which have been or may hereafter be made 
by the Commission in any proceedings now pending or hereafter instituted by 
or against the applicant. 

Rosert M. WEsTON 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G-—2345 


ORDER ACCEPTING PROPOSED SETTLEMENT ; APPROVING AND DIRECTING DISPOSITION 
OF AMOUNTS CLASSIFIABLE IN ACCOUNT 116, OTHER GAS PLANT ADJUSTMENTS ; 
AND TERMINATING PROCEEDING 


(Issued May 5, 1961) 


On April 12, 1961, the Presiding Examiner certified to the Commission a state- 
ment of proposed settlement of the issues in this proceeding as set forth in the 
transcript of hearing in-the above-docketed matter. The proposed settlement is 
concurred in by all parties to this proceeding. 

This proceeding was initiated by a Commission order to show cause issued 
December 30, 1953 (12 FPC 1479). Hearings were held at various times from 
December 16, 1960, through April 11, 1961. The order to show cause questioned 
an amount of $253,877.62 included in Texas Gas Transmission Corporation’s 
(Corporation) plant accounts as handling charges paid by Corporation to Pitts- 
burgh Coke and Chemical Company in connection with the purchase of steel 
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plate; and an amount of $380,609.74 included in Corporation’s plant accounts 
as a capitalization of interest. The order directed Corporation to show cause 
why its plant accounts should not be reduced by the total of these amounts, 
$634,487.36. 

Based upon journal entries as reflected in the proposed settlement, omen 
tion will eliminate from its gas plant accounts the amount of $227,664.55 which 
is all that remains therein as of December 31, 1960, with respect to the charges 
of $253,877.62 relating to the steel plate. The amount of $253,877.62, computed 
on the basis of $1.40 per ton applied to 181,341 tons of steel plate which Cor- 
poration secured through Pittsburgh Coke and Chemical Company, was initially 
reduced by Corporation on its books of account to $229,215.39 so as to reflect its 
sale of 17,616 tons of the steel plate to Texas Eastern Transmission Corpora- 
tion and reimbursement to Corporation for the proportionate part of the ques- 
tioned charges assigned to the 17,616 tons of steel plate. It has been further 
reduced by retirements of $1,550.84, leaving a balance in Corporation’s plant 
accounts of $227,664.55 as of December 31, 1960. 

Corporation will also eliminate from its gas plant accounts an amount of 
$206,716.41, representing a portion of the $380,609.74 included in Corporation’s 
plant accounts as capitalized interest. This amount of $380,609.74, was reduced 
by Corporation on its books of account to $373,461.54 following the issuance of 
the show cause order to reflect the elimination of an admittedly erroneous 
amount of $7,148.20. The remaining amount of $373,461.54 represents the dif- 
ference between (a) an amount of $423,853.99 which Corporation claimed as 
capitalized interest at the time of issuance of the show cause order, and staff 
proposed as an elimination from Corporation’s plant accounts; and (b) an 
amount of $50,392.45 proposed by the staff to be added to Corporation’s plant 
accounts as capitalized interest during construction. Corporation issued on 
December 23, 1948, as a part of the general financing program for construction 
of facilities certificated by order of the Commission issued March 30, 1949, in 
Docket No. G-859, First Mortgage Bonds, 354%, in the principal amount of 
$60,000,000. The amount of $423,853.99 represents the net of Corporation’s pay- 
ments in the form of interest on these Bonds, less interest income from tem- 
porary investment of the Bond proceeds, both for the period from December 
23, 1948, through March 30, 1949, during which period the bond proceeds were 
deposited with the bond Trustee and not available to Corporation for construc- 
tion purposes all as provided in Corporation’s trust indenture. The proposed 
settlement would recognize an amount of $163,333.33 as an allowance in lieu 
of a commitment fee computed upon the basis of 1% per annum on the $60,000,000 
principal amount of the Bonds for the period from December 23, 1948, through 
March 30, 1949. Recognition of this allowance would result in the exclusion 
of an amount of $210,128.21 from Corporation’s gas plant account as of Decem- 
ber 31, 1949. Since that date, $3,411.80 of that amount has been retired, leaving 
an amount of $206,716.41 to be eliminated from Corporation’s plant accounts 
as of December 31, 1960. 

The journal entries reflected in the proposed settlement are as follows: 


Entry A 
Account No. 
aad, Other gas plant adjustments... $227, 664. 55 
101 (367)... Gas plant in service (mains).--..........-.--- $227, 664. 55 
er Accumulated provision for de- 86, 654. 05 
preciation of gas plant in serv- 
ice (transmission). 
MBs escats> Other gas plant adjustments-_-_-__-..-_------- 86, 654. 05 
216 


real Unappropriated earned surplus_ 141, 010. 50 
Rete cene ss Other gas plant adjustments-_----...--------- 141, 010. 50 
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Entry B 
Account No. 
116_________ Other gas plant adjustments... $206, 716. 41 
101 (367)_.___ Gas plant in service (mains)-_--------------- $206, 716. 41 
Se Accumulated provision for de- 74, 559. 40 


preciation of gas plant in serv- 
ice (transmission). 


Beinn eee Other gas plant adjustments_ _--- --_- Se ea tie 74, 559. 40 
See ee Unappropriated earned surplus_ 132, 157. 0 
We ato Other gas plant adjustments__---------------- 132, 157. 01 


The Commission finds: 


(1) Corporation, organized and existing under the laws of the State of Dela- 
ware, is a natural gas company within the meaning of Section 2(6) of the 
Natural Gas Act, subject to the jurisdiction of the Commission as heretofore 
described and set forth in the Commission’s order issued March 30, 1949, In 
the Matter of Texas Gas Transmission Corporation, et al., Docket No. G-859 
et al., 8 FPC 190. 

(2) Corporation, as a natural gas company, is subject to the provisions of the 
Commission’s Uniform System of Accounts Prescribed for Natural Gas Com- 
panies Subject to the Provisions of the Natural Gas Act. 

(3) Under the proposed settlement as agreed to between Corporation and 
staff on the record in this proceeding, the amounts of $227,664.55 and $206,716.41 
proposed to be eliminated by Corporation from its Account 101, Gas Plant in 
Service, are properly classifiable in Account 116, Other Gas Plant Adjustments. 

(4) The accounting disposition of the amount of $227,664.55 by charges of 
$86,654.05 to Account 108, Accumulated Provision for Depreciation of Gas Plant 
in Service (Transmission), and $141,010.50 to Account 216, Unappropriated 
Earned Surplus; and the accounting disposition of the amount of $206,716.41 by 
charges of $74,559.40 to Account 108, Accumulated Provision for Depreciation of 
Gas Plant in Service (Transmission), and $132,157.01 to Account 216, Unap- 
propriated Earned Surplus, are reasonable and appropriate for the purposes of 
the Natural Gas Act, and therefore should be approved and directed. 

(5) It is reasonable and appropriate for the purposes of the Natural Gas Act 


that the proceeding initiated by order of the Commission issued December 30, 
1953, Docket No. G-2345, be terminated. 


The Commission orders: 


(A) The accounting dispositions referred to in findings (3) and (4) above 
are hereby approved, and Corporation shall eliminate from its plant accounts 
the amounts of $227,664.55 and $206,716.41, classifiable in Account 116, Other 
Gas Plant Adjustments, by (1) charges of $86,654.05 to Account 108, Accumulated 
Provision for Depreciation of Gas Plant in Service (Transmission), and 
$141,010.50 to Account 216, Unappropriated Earned Surplus and (2) charges of 
$74,559.40 to Account 108, Accumulated Provision for Depreciation of Gas Plant 
in Service (Transmission), and $132,157.01 to Account 216, Unappropriated 
Earned Surplus, respectively. 

(B) Corporation shall submit, within 30 days from the date of this order, 
two certified copies of its adjusting journal entries showing compliance with 
Paragraph (A) of this order. 

(C) The proceeding initiated by the afore-mentioned order to show cause 


issued December 30, 1953 (12 FPC 1479), in the above docket is hereby 
terminated. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


AREA RATE PROCEEDING’, DOCKET NO. AR61-2; ALADDIN EXPLORA- 
TION COMPANY, INC., ET AL.2 DOCKET NO. CI61-1564, ET AL.; AMER- 
ADA PETROLEUM CORPORATION, ET AL.* DOCKET NO. RI60-18, ET AL. 


ORDER INSTITUTING RATE PROCEEDING FOR THE SOUTHERN LOUISIANA AREA, CONSOLI- 
DATING PROCEEDINGS AND PRESCRIBING PRELIMINARY PROCEDURE 


(Issued May 10, 1961) 


On September 28, 1960, the Federal Power Commission issued its Statement 
of General Policy No. 61-1, 24 FPC 818, based upon the Commission’s experience 
gained after six years of regulation of independent producers under the Natural 
Gas Act. By this Statement and the area schedules set forth therein the Com- 
mission has announced standards for both initial and increased area price levels 
for natural gas sold or to be sold in interstate commerce by producers. On 
October 25, 1960, the Commission issued the First Amendment to Policy State- 
ment 61-1, 24 FPC 902, announcing inter alia an initial price level for the 
Southern Louisiana area. 

Since that date, four courts of appeals have also had occasion to interpret the 
Supreme Court’s construction‘ of the certificate provisions of Section 7 of the 
Natural Gas Act.® As we observed in our Statement of General Policy No. 61-1, 
the price levels there announced are subject to revision from time to time as ex- 
perience and evidence might dictate. 

On December 23, 1960, we instituted the first area rate hearing to determine 
just and reasonable rates in what we termed the Permian Basin Area. Now, 
because of the importance of the Southern Louisiana area as a source of present 
and future gas supply, and because of the unusually large number of pending 
proceedings relating to that area, we have decided to initiate a hearing to deter- 
mine the initial producer area rate or rates required by the public convenience 
and necessity and the just and reasonable area rate, or rates, for or within the 
geographical area hereinafter described. 

This area rate proceeding will be concerned with the geographical area con- 
sisting of that portion of the State of Louisiana lying south of the 31° parallel 
and including all areas, both State and Federal, in the Gulf of Mexico off the 
shore of Louisiana. In view of the urgency of determining rates for this area, 
we have concluded that no useful purpose would be served at this time by enter- 
taining issues or considering contentions that the areas we have delineated in our 
Statement might be inappropriate for rate making purposes. Accordingly, for 
the purposes of this area proceeding we do not propose to consider any evidence 
looking toward the fixing of rates for sales of gas produced in areas outside the 
boundaries of the geographical area we have delineated. Nothing we have said, 


1 For listing of all persons hereinafter made respondents in such proceeding see Appendix 
“A” hereto. (Omitted in printing.) 


*For listing of certificate proceedings consolidated herein see Appendix “‘B’’ hereto. 
(Omitted in printing.) 


*For listing of rate suspension proceedings consolidated herein see Appendix “‘C’’ hereto. 
(Omitted in printing.) 

4 Atlantic Refining Co. v. Public Service Commission, 360 U.S. 378. 

5 United Gas Improvement Oo. v. F.P.C., 283 F. 2d 817 (CA 9), certiorari denied April 
17, 1961; Public Service Commission v. F.P.C., 287 F. 2d 146 (CADC), certiorari denied 
April 17, 1961; United Gas Improvement Co. v. F.P.C., 287 F. 24 159 (CA 10); United 
Gas Improvement Co. v. F.P.C., Nos. 18112, 18113 (CA 5), 290 F. 2d 133; 290 F. 2d 147; 
Texaco Inc. V. F.P.C., No. 18349, et al. (CA 5), F. 24 149. 
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however, prejudges any proposal which may be made that we determine more 
than one rate within this area. 

Certificate proceedings are pending, involving the question of the appropriate 
initial rates applicable to sales of natural gas within the area. These proceedings 
are designated in Appendix “B” hereof. In the proceedings listed in Appendix 
“C” hereof, the Commission has heretofore issued its orders suspending proposed 
increases in rates and charges for sales of natural gas for resale in interstate 
commerce within the geographical area above described. The natural gas pro- 
ducers in these docketed proceedings, and other producers in the geographical 
area, may also be charging and collecting rates which, although not under sus- 
pension by the Commission presently, may be unjust, unreasonable, unduly 
discriminatory or preferential under the Natural Gas Act. The interests not only 
of the producers but of the pipeline companies purchasing gas produced in the 
area, interested distributing companies, other parties having an interest, and the 
ultimate consumers for whose protection the Natural Gas Act was enacted, would 
be best served, and our responsibility under the statute more fully discharged 
if all such proceedings were consolidated for hearing purposes with the area rate 
proceeding herein initiated. 

We contemplate the issuance of an interim order determining an appropriate 
initial rate, or rates, for new service in this area. To that end we shall prescribe 
that in the first phase of this hearing evidence be adduced which bears on the 
rate, or rates, at which the present or future public convenience and necessity 
requires that new service be initiated. In so doing we do not depart from our 
position regarding eventual elimination of the two pricing standards. But the 
urgent need for determining an unusually large number of certificate applica- 
tions relating to this area calls for the fixing, at the earliest possible time, of 
an initial rate, or rates, on an interim basis, so as to afford a measure of cer- 
tainty and stability to prices and producer revenues while we determine a just 
and reasonable rate, or rates, for this area. 

Because of the large number of persons having interests which may be affected 
by the determinations contemplated by this order and the consequent procedural 
impracticability of permitting unlimited individual participation of all such 
persons, and in order to expedite the hearing, it is appropriate in the public 
interest that there be established reasonable limitations upon the number of 
persons individually participating in the proceeding, the number of attorneys 
who will be permitted to examine or cross-examine witnesses or otherwise 
participate in the formal hearings as is contemplated by the Commission’s Rules 
of Practice and Procedure, and the number of witnesses that may be heard upon 
any issue raised in such proceeding. 

The interest of all parties and the public will also be served by providing for a 
prehearing conference as contemplated by the Commission’s Rules of Practice 
and Procedure for effectuation of the purposes specifically mentioned in Sec- 
tion 1.18 of such rules. Attention is directed to the Commission’s view with 
respect to the use of the conference technique and the ultimate objective of 
expediting the Commission’s hearing proceedings as set forth in Order No. 217. 
Such prehearing conference shall be confined to considering the first, or certifi- 
cate phase of this proceeding. Among other things, its objective shall be to 
facilitate consolidation of evidentiary showings, to consider the type of evidence 
to be adduced, the order of presentation, the simplification and delineation of the 
issues, and the number of witnesses to be heard on any issue or subject. The 
right to participate in such a conference is predicated upon the filing in accord- 
ance with the provisions of Paragraph “E” of this order of a statement setting 
out specifically the interests in the proceeding by the person or persons seeking 
an opportunity to participate therein and the orders of the Commission or the 
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rulings of the Presiding Examiner with respect thereto. Upon completion of the 
prehearing conference, the Presiding Examiner shall prepare and file with the 
Secretary of the Commission a summary report of such conference. 


The Commission finds: 


(1) To aid in carrying out its authority and responsibility under the Natural 
Gas Act, it is necessary and proper that the Commission on its own motion 
institute a proceeding to determine the rate, or rates, at which the public con- 
venience and necessity requires, and a just and reasonable rate, or rates, for 
sales of natural gas within the geographical area consisting of that portion of 
the State of Louisiana lying south of the 31° parallel and including all areas, 
both State and Federal, in the Gulf of Mexico off the shore of Louisiana, and 
that a public hearing be held at a time and place to be designated by order 
of the Commission. 

(2) Good cause exists to consolidate for the purposes of hearing all of the 
proceedings designated in Appendices “B” and “C” hereto with the rate pro- 
ceeding contemplated in Finding (1) above and hereafter instituted. 

(3) Prior to the subject hearing to be held as contemplated in Finding (1) 
above, a prehearing conference should be held on June 26, 1961, for the purposes 
set forth herein and in Section 1.18 of the Commission’s Rules of Practice and 
Procedure, as amended. 

Pursuant to the Provisions of the Natural Gas Act, particularly Sections 4, 5, 7, 
10, 14, 15 and 16 thereof, 


The Commission orders: 


(A) A proceeding is hereby instituted to determine the initial rate, or rates, 
at which the public convenience and necessity requires and the just and reason- 
able rate, or rates, for the sales of natural gas produced in the geographical area 
specifically designated in Finding (1) above, subject to the jurisdiction of the 
Commission, and a public hearing shall be held in such proceeding at a time and 
place hereafter to be ordered by the Commission. All persons named in Appen- 
dix “A” hereto and all parties on whose behalf such persons have filed FPC 
gas rate schedules for sales in such area are hereby made respondents in such 
proceeding. 

(B) The proceeding hereinbefore instituted shall also encompass the investi- 
gation of facts, conditions, practices, or matters relating to the sale of natural 
gas produced in said geographical area to aid in the enforcement of the pro- 
visions of the Act or in prescribing rules and regulations thereunder, and shall 
also encompass issues as to whether any rate or charge demanded, observed, 
charged or collected by any natural gas company in connection with such sales 
is unjust, unreasonable, unduly discriminatory or preferential. 

(C) The pending proceedings designated in Appendices “B” and “C” be and 
they are hereby consolidated for the purposes of hearing with the proceeding 
instituted in Paragraph (A) above. 

(D) A prehearing conference be held pursuant to the Commission’s Rules of 
Practice and Procedure, particularly Section 1.18 thereof at 10:00 a.m. C.S.T., on 
June 26, 1961, in a hearing room of the Federal Power Commission, located in 
the Capitol House, 201 Lafayette Street, Baton Rouge, Louisiana, for the purpose 
specifically set forth in said section of such Rules and to afford all interested 
persons an opportunity to be heard with respect to the procedures to be followed 
in expeditiously determining the issues to be tried in the formal area rate hear- 
ing herein ordered. The prehearing conference shall be limited to issues re- 
garding determination of the rate or rates required by the public convenience 
and necessity, for initial sales in this area. The conference proceedings shall be 
recorded by a reporter, and shall be recessed and reconvened at the discretion 
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of the Presiding Examiner. Upon completion of the conference, the Presiding 
Examiner shall prepare and file with the Secretary of the Commission his report 
of the conference, summarizing therein the issues, procedures and other matters 
considered during such conference and making such recommendations with re- 
spect thereto as he may deem appropriate. 

(E) Any person desiring to participate in the prehearing conference to be 
held in accordance with Paragraph (D) shall, on or before June 1, 1961, file 
with the Secretary of the Commission an original and 3 conformed copies of a 
statement of position, which shall include, but not be limited to, a summariza- 
tion of the following data: 

(i) His interest in and claimed right to be heard in one or more of these 
consolidated proceedings. 

(ii) The extent to which he desires to participate in the hearings, i.e, a 
statement of position, presentation of evidence, if any, specific evidence to be 
presented, number of witnesses, etc. 

(iii) His representation, whether as an individual or as a representative for an 
association, group or segment of the natural gas industry, or of ultimate 
consumers. 

(F) Any person, other than the applicants and respondents specifically named 
in Appendices “A”, “B” and “C"’, who desires to participate as an intervener 
in the area rate hearing hereinabove ordered to be held shall, on or before June 
1. 1961, file a notice of intervention or a petition to intervene with the Secretary 
ot the Commission setting forth therein the basis claimed for the right to inter- 
vene in such proceeding. On or before June 13, 1961, the Secretary of the Com- 
mission shall advise all participants in these consolidated proceedings of the 
names of all persons who have filed notices of intervention or petitions for 
leave to intervene herein. 

(G) A copy of this order shall be published in the Federal Register and 
served upon each of the respondents set out in Appendix “A”, who according 
to the records of this Commission has a rate schedule on file for the sale of gas 
within the above described area ; upon each of the applicants set out in Appendix 
“B”; and upon all purchasers of natural gas sold subject to the Commission's 
jurisdiction in the said area and upon interested State commissions as is pro- 
vided for in Section 1.19 of the Commission’s Rules of Practice and Procedure. 

(H) Edward B. Marsh, a duly qualified and appointed (as provided by Sec- 
tion 11 of the Administrative Procedure Act) hearing examiner, or his successor 
legally qualified, appointed and designated, is designated to preside at the hear- 
ing herein instituted including the prehearing conference hereinbefore ordered 
and is authorized and directed, in so doing, to exercise all of the functions and 
authority prescribed by the Administrative Procedure Act and this Commission’s 
Rules of Practice and Procedure. 


[LETTER—ORDER REJECTING APPLICATION] 


Docket Nos. E-6716 and E-6760, 
CrT1zENs UTILITIES CoMPANY, 


May 11, 1961. 
. CERTIFIED 


CITIZENS UTILITIES COMPANY, 
Ridgeway Center, 
Stamford, Connecticut. 


(Attention: Mr. John C. Gibbs, Senior Vice-President). 


GENTLEMEN: Reference is made to the application executed by Mr. John C. 
Gibbs as of April 24, 1961 and submitted to the Commission on April 25, 1961. 
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The application states that it is made in conformity with the decision and order 
of the Commission issued February 16, 1959 in Docket Nos. B-6716 and E-6760. 
However, paragraph (B) of the Commission’s order (21 F.P.C. 233, 243) pro- 
vides that the application shall be filed in accordance with the Commission’s 
regulations under the Federal Power Act. 

The application submitted on April 25, 1961 is not filed in accordance with the 
Commission’s regulations. It does not contain the data specified in Section 4.31 
of the regulations (18 CFR 4.31) as being required for acceptance for filing. 
Moreover, the application, together with the several requests made by the Com- 
pany for extensions of time to file the application, indicate to the Commission 
that the Company has made no real attempt to file an application as provided by 
the Commission’s order of February 16, 1959 and its regulations with respect to 
application for a license under the Federal Power Act. 

The aforesaid application submitted by the Company on April 25, 1961 is re- 
jected, and the Company is requested to show within thirty days from the date 
of this letter why the penalty provisions of the Federal Power Act should not be 
imposed on the Company for willful violation of the Act and the Commission’s 
order and regulations issued thereunder. 

A copy of this letter is being sent to Mr. Milton S. Gould, General Counsel for 
the Company, and Messrs. Reuben Goldberg and Clifton G. Parker. 

By direction of the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


EL PASO ELECTRIC COMPANY, DOCKET NOS. E-6994 AND E-6933 


ORDER AUTHORIZING ISSUANCE OF COMMON STOCK 
(Issued May 11, 1961) 


El Paso Electric Company (Applicant), incorporated under the laws of the 
State of Texas and doing business in the States of Texas and New Mexico, 
with its principal place of business at El Paso, Texas, filed an application on 
April 10, 1961, for an order, pursuant to Section 204 of the Federal Power 
Act, authorizing the issuance of 2,123,921 additional shares of Common Stock, 
no par value, for a split up of presently outstanding shares of Common Stock, 
and to increase the number of shares under the Amended Employees Stock 
Purchase Plan from the 50,840 shares presently reserved for that purpose to 
101,680 shares. Applicant requests that the 101,680 shares be exempted from 
the Commission’s competitive bidding requirements. 

Applicant proposes to amend its Charter through appropriate actions of 
its Common Stockholders (the holders of the Preferred Stock having no voting 
rights in connection therewith) by changing its 2,123,921 presently issued and 
outstanding shares of Common Stock, without par value, into 4,247,842 shares 
of Common Stock, without par value, and at the same time to increase its 
authorized Common Stock from 3,000,000, to 5,000,000 shares, without par value. 

The proposed Stock split up is to be effected without requiring the surrender 
of existing certificates and without any change in the amount of Applicant’s 
stated capital, by the issuance to the holders of Common Stock, of record as 
of the close of business on the date the proposed Amendment to the Charter 
becomes effective, of certificates for 2,123,921 additional shares, on the basis 
of one such additional share for each share outstanding on such date. 
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Applicant represents that the purpose of the proposed split up of its Common 
Stock is to establish the price per share of such Common Stock at a market 
level which will more readily attract new investors and broaden the interest 
in the Common Stock of Applicant. ; 

By order of June 18, 1959, in Docket No. E-6886, (21 FPC 837), the Com- 
mission authorized Applicant to issue 50,000 shares of Common Stock, $5 par 
value to Applicant’s employees under an Employee Stock Purchase Plan. There- 
after, on May 11, 1960, in Docket No. E-6933, (23 FPC 684), the Commission 
authorized Applicant to issue 52,544 shares of Common Stock, no par, under 
its Amended Employee Stock Purchase Plan, in lieu of the balance of 49,167 
shares, $5 par, reserved under its Employee Stock Purchase Plan authorized 
in Docket No. E-6886. The aforesaid authorization to issue stock under the 
Amended Employee Stock Purchase Plan was made to provide for a reclassi- 
fication on a share-for-share basis of Common Stock, $5 par value, into Common 
Stock, no par value, and to provide for the payment of a stock dividend on the 
basis of one share for each fifteen shares outstanding. Applicant as of Decem- 
ber 31, 1960, had 50,840 shares of Common Stock, no par, reserved for future 
purchases under its Amended Employee Stock Purchase Plan. Following the 
proposed split up of Common Stock, Applicant proposes to issue 101,680 shares 
of Common Stock, no par, in lieu of the balance of 50,840 shares no par, presently 
reserved for issuance under the Amended Emloyee Stock Purchase Plan. 

Applicant requests that the proposed issuance and sale of up to 101,680 shares 
of Common Stock, without par value, under the Amended Employee Stock 
Purchase Plan to be exempted from the Commission’s competitive bidding re- 
quirements pursuant to Section 34.2(k) (2) (ii) of the Commission’s Regulations 
under the Federal Power Act. 

Written notice of the application has been given to the New Mexico Public 
Service Commission, the Texas Railroad Commission and to the Governor of 
each of those States. Notice of the application was also given by publication 
in the Federal Register on April 19, 1961 (26 F.R. 3333), stating that any 
person desiring to be heard or to make any protest with reference to the appli- 
cation should on or before May 5, 1961, file with the Federal Power Commis- 
sion, Washington 25, D. C., a petition or protest. No petition or protest or 
request to be heard in opposition to the granting of the application has been 
received. 

The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission 
as heretofore described and set forth in the Commission’s order issued May 
11, 1960, El Paso Electric Company, Docket No. E-6933 (23 FPC 684). 

(2) The proposed split up of Applicant’s 2,123,921 presently issued and out- 
standing shares of Common Stock, no par value, and in addition the proposed 
issuance and sale of up to 101,680 shares of Common Stock, no par value, 
pursuant to the provisions of the Amended Employee Stock Purchase Plan, all 
as described above, will constitute issuances of securities within the purview 
of Section 204 of the Federal Power Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issues here involved are regulated by a State commission 
within the meaning of Section 204 (f) of the Act; and the proposed issuances . 
of Common Stock, as described above, are, therefore, not exempt by virtue of 
that subsection from the requirements of Section 204 of the Act. 
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(4) Good cause has been shown and it is necessary and appropriate for the 
purposes of the Federal Power Act that the Commission’s order issued May 11, 
1960, in Docket No. E-6933 be amended as hereinafter provided. 

(5) The proposed issuance of Common Stock, as described above, is exempt 
from the competitive bidding requirements of Section 34.1a of the Commission's 
Regulations under the Federal Power Act by reason of Paragraph 34.1a (a) (1) 
thereof. 

(6) Under the circumstances of this case, sufficient cause has been shown 
for exempting the proposed issuance and sale of Common Stock under the 
Amended Employee Stock Purchase Plan from the competitive bidding require- 
ments of Section 34.1a (b) and (c) of the Commission’s Regulations under the 
Federal Power Act. 

(7) The proposed issuance and sale of Common Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and con- 
sistent with the proper performance of service by Applicant as a public utility, 
and which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The proposed split up of Applicant’s 2,123, 921 presently issued and out- 
standing shares of Common Stock, no par value, and the proposed issuance and 
sale of up to 101,680 shares of Common Stock, no par value pursuant to the 
provisions of the Amended Dmployee Stock Purchase Plan, as described above, 
are hereby authorized, subject to the provisions of this order. 

(B) The terms of the Commission’s order issued May 11, 1960, in Docket 
No. E-6933 are hereby amended to authorize the issuance and sale of up to 
101,680 shares of Common Stock, no par value, under Applicant’s Amended 
Employee Stock Purchase Plan, in lieu of the 50,840 shares of Common Stock, 
no par value, which presently can be issued and sold under the Amended 
Employee Stock Purchase Plan pursuant to that order. 

(C) The proposed issuance and sale of up to 101,680 shares of Common Stock, 
no par value, under the Amended Employee Stock Purchase Plan is hereby 
exempted from the competitive bidding requirements of Section 34.1a (b) and 
(c) of the Commission’s Regulations under the Federal Power Act. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any other matter 
whatsoever which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 


[LETTER—ORDER DENYING PETITION FOR RECONSIDERATION] 


Docket No. CI61-1221, 
H. L. Hunt, (Operator), ET AL., 
May 11, 1961. 


AIRMAIL 
H. L. Hunt, 


700 Mercantile Bank Building, 
Dallas 1, Texas 


(Attention: Robert W. Henderson, Attorney ; Thomas G. Crouch, Attorney). 


GENTLEMEN: This is with reference to your tender, on April 13, 1961, of a 
petition for reconsideration of the temporary authorization granted H. L. Hunt 
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(Operator) et al., by letter Order of March 17, 1961,* in the captioned docket, 
to commence sales of natural gas in interstate commerce to Natural Gas Pipeline 
Company of America from the Alvin City Field, Brazoria County, Texas. 

After reconsideration of all known facts and circumstances involved in the 
aforementioned sale, your petition to eliminate the conditions attached to such 
temporary authorization is hereby denied. 

By direction of the Commission. 


[LETTER—ORDER ISSUING TEMPORARY CERTIFICATE] 


Mar. 17, 1961.** 
AIRMAIL 
H. L. Hunt, 
700 Mercantile Bank Building, 
Dallas 1, Texas 


(Attention: Robert W. Henderson, Attorney; Thomas G. Crouch, Attorney.) 


GENTLEMEN: Temporary authority is hereby issued to H. L. Hunt, Operator, 
et al., to sell natural gas for resale in interstate commerce to Natural Gas Pipeline 
Company of America as proposed in Docket No. CI61-1221, subject to the 
following conditions : 


(1) That the total initial price therefor shall not exceed 18 cents per Mcf at 
14.65 psia. 

(2) The filing within 20 days hereof of a supplement to the rate schedule con- 
sistent with (1) above and a revised billing statement. 

(3) Written acceptance of this authorization by a responsible official of the 
company within 20 days of the date hereof. 

Your related proposed rate schedule will be considered accepted for filing upon 
compliance with the above conditioned authorization to be effective on the date 
of initial delivery subject to the provisions of Sections 154.94(c) and 154.101 of 
the Commission’s regulations under the Natural Gas Act. 

In view of the above conditions, the billing submitted with your filing is not 
applicable and accordingly is returned herewith. 

The rate schedule has been designated as follows: 


Description Designation 


Comtreact.nisccincus 12-15-60, H. L. Hunt, (Operator), et al, FPC Gas Rate 
Schedule No. 34. 


Please advise the Commission of the date of commencement of deliveries under 
such rate schedule making reference in your communication to the rate schedule 
as designated above. 

In addition, please advise the commission as to whether you would accept 
permanent certificate authorization under the conditions specified in (1) above. 
Such acceptance may permit disposition of the subject application under the 
abridged hearing procedure provided no protests or petitions to intervene in 
opposition to the application are filed. 

This authorization and the acceptance of the above rate schedule are without 
prejudice to such final disposition of the application for certificate as the record 


*March 17 letter-order printed next below. 
** Reversed and remanded; H. L. Hunt, et al. v. F.P.C., 306 F. 2d 334 (CA5, 1962); 
CA5 reversed, 376 U.S. 515. 
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may require. Furthermore, once service is commenced under this authorization 
it may not be discontinued without permission of the Commission issued pursuant 
to the provisions of the Natural Gas Act. 

By direction of the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman, Frederick Stueck 
and Arthur Kline. 


MONTANA-DAKOTA UTILITIES CO., DOCKET NO. E-6992 


ORDER AUTHORIZING ISSUANCE OF PREFERRED STOCK AND PROMISSORY NOTES 


(Issued May 11, 1961) 


Montana-Dakota Utilities Co. (Applicant), incorporated under the laws of 
the State of Delaware and qualified to do business as a foreign corporation in 
the States of Minnesota, Montana, North Dakota, South Dakota, and Wyoming, 
with its principal place of business at Minneapolis, Minnesota, filed an appli- 
cation on March 27, 1961, as amended on April 26, 1961, for an order, pursuant 
to Section 204 of the Federal Power Act, authorizing the issuance and sale of 
50,000 shares of a new series of Preferred Stock, par value $100 per share, and 
the issuance of $8,000,000 aggregate principal amount of short-term unsecured 
Promissory Notes. Applicant requests that the proposed issuance and sale of 
Preferred Stock be exempted from the Commission’s competitive bidding re- 
quirements. 

By Commission letter dated January 12, 1961, Docket No. IN-945, Applicant 
was authorized to engage in negotiations for the sale or underwriting of the 
Preferred Stock.* Pursuant to that authorization, Applicant engaged in such 
negotiations with three investment banking firms, namely, Blyth & Co., Inc.; 
Merrill Lynch, Pierce, Fenner & Smith Incorporated; and Harriman Ripley & 
Co., Incorporated. Subsequently Applicant invited and received proposals for 
the private placement of the Preferred Stock with institutional investors at a 
price of $100 per share, one proposal being submitted jointly by Blyth & Co., 
Inc. and Merrill Lynch, Pierce, Fenner & Smith Incorporated and another 
proposal being submitted by Harriman Ripley & Co., Incorporated. The two 
proposals were substantially identical, each providing for a 5.10% dividend rate 
and a commission of 50 cents per share for services in negotiating the arrange- 
ments and obtaining the purchase commitment. Applicant, concluding that 
there was no basis upon which it could exercise a judgment as to which pro- 
posal was more favorable or which investment banking firm could do a better 
job, asked the three firms to act as one group and they agreed to do so. <Ac- 
cordingly, the three investment banking firms, acting as one group, undertook 
to place the Preferred Stock and did place it with sixteen insurance companies 
and one bank, each of which will purchase a certain number of shares of the 
Preferred Stock. Such purchases will aggregate 50,000 shares. 

As shown hereinabove, the 50,000 shares of 5.10% Series Preferred Stock, 
par value $100 per share, will be issued and sold at par and a placement com- 
mission of 50 cents per share will be paid. Total expenses in connection with 
the proposed issuance and sale of Preferred Stock are estimated to be $25,000 
or 50 cents per share. Based upon net proceeds of $99 per share to Applicant, 
the net cost of money to Applicant will be 5.15%. 


*The period of this authorization was extended to April 1, 1961, by the Secretary of 
the Commission in a telegram, dated March 21, 1961, to Applicant. 
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The proposed Promissory Notes will be issued from time to time in varying 
amounts to evidence borrowings from banks. The principal amount of the 
proposed Notes outstanding at any one time will not exceed $8,000,000. The 
proposed Notes will be payable to the First National City Bank of New York. 
The Northwestern National Bank of Minneapolis and the First National Bank 
of Minneapolis will each have a 25% participation in each Note. The proposed 
Notes will be dated as of the dates of their respective issue, which will be not 
later than December 31, 1961. None of the proposed Notes will mature more 
than one year after the dates of their respective issue nor later than December 
31, 1962. Each of the proposed Notes will bear interest at the prime commercial 
rate in effect in New York, New York, on the date of issuance. 

The application states that no placement fee is to be paid in connection with 
the proposed issuance of Promissory Notes and indicates that the proposed Notes 
will not be acquired by the lending banks for resale to the public. 

The proceeds to be obtained from the proposed issuance and sale of Pre- 
ferred Stock, estimated to be in the amount of $4,950,000, will be applied as 
follows: $2,500,000 will be applied to the payment of short-term Promissory 
Notes now outstanding in that principal amount and the balance will be ap- 
plied toward the payment of Applicant’s 1961 construction program. The pro- 
ceeds to be obtained from the proposed issuance of Promissory Notes, estimated 
to be in the amount of $8,000,000, will provide temporary financing for part of 
Applicant’s 1961 construction program.* That program is estimated to require 
$12,800,000, being $4,950,000 for electric facilities, $7,450,000 for gas facilities, 
and $400,000 for common utility facilities. Major electric projects of Applicant’s 
1961 construction program include $1,680,000 for one 66,000 kw generating unit 
addition to R. M. Heskett generating station near Mandan, North Dakota; 
$506,000 for 35 miles of a 115 kv transmission line from Tioga, North Dakota, 
to Kenmare, North Dakota; and $342,500 for 43 miles of a 57 kv transmission 
line from Poplar, Montana, to Scobey, Montana. 

Written notice of the application has been given to the Railroad and Ware- 
house Commission of Minnesota, the Board of Railroad Commissioners of 
Montana, the Public Service Commission of North Dakota, the Public Utilities 
Commission of South Dakota, and the Public Service Commission of Wyoming 
and to the Governor of each of those States. Notice of the application has also 
been given by publication in the Federal Register on April 13, 1961 (26 F.R. 3170), 
stating that any person desiring to be heard or to make any protest with 
reference to the application should on or before April 28, 1961, file with the 
Federal Power Commission, Washington 25, D.C., petitions or protests. No 
petition or protest or request to be heard in opposition to the granting of the 
application has been received. 

The Public Service Commission of North Dakota, by order dated April 3, 
1961, and the Public Service Commission of Wyoming, by order entered April 4, 
1961, as amended by order entered April 12, 1961, authorized Applicant to is- 
sue and sell the proposed Preferred Stock in the manner and for the purposes 
hereinabove set forth. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act subject to the jurisdiction of the Commission as 
heretofore described and set forth in the Commission’s order issued September 1, 
1955, Montana-Dakota Utilities Co., 14 FPC 945. 


*Applicant plans to refund the Promissory Notes by permanent financing, probably 
consisting of the issuance and sale of First Mortgage Bonds, in 1962. 
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(2) The proposed issuance of Preferred Stock and the proposed issuance of 
Promissory Notes, as described above, will constitute issuances of securities 
within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issues here involved are regulated by 2 State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuances 
of Preferred Stock and Promissory Notes are, therefore, not exempt by virtue 
of that Section from the requirements of Section 204 of the Act. 

(4) The price per share of the Preferred Stock to be received by Applicant, 
the dividend rate of the Preferred Stock, and the commission to be paid by Ap- 
plicant to Blyth & Co., Inc. ; Merrill Lynch, Pierce, Fenner & Smith Incorporated ; 
and Harriman Ripley & Co., Incorporated, all as referred to above, are not 
unreasonable. 

(5) There is no affiliation, direct or indirect, through directors, officers or 
stockholders, or through the ownership of securities or otherwise, between Ap- 
plicant and Blyth & Co., Inc.; Merrill Lynch, Pierce, Fenner & Smith Incor- 
porated : and Harriman Ripley & Co., Incorporated, respectively. 

(6) Under the circumstances herein, sufficient cause has been shown for 
exempting the proposed issuance and sale of Preferred Stock from the com- 
petitive bidding requirements of Section 34.1a (b) and (c) of the Commission’s 
Regulations under the Federal Power Act. 

(7) The proposed issuance of Promissory Notes, described above, will be 
in excess of 5% of the par value of the other securities of the Applicant now out- 
standing and, therefore, will not be exempt by virtue of Section 204(e) of the 
Act from the requirements of Section 204(a) of the Act. 

(8) The proposed issuance of Promissory Notes, described above, will be 
exempt from the competitive bidding requirements of Section 34.la of the 
Commission’s Regulations under the Federal Power Act by reason of Section 34.1a 
(a) (2) thereof. 

(9) The proposed issuances of Preferred Stock and Promissory Notes, as 
hereinafter authorized, will be for a lawful object, within the corporate pur- 
poses of the Applicant and compatible with the public interest, which is ap- 
propriate for and consistent with the proper performance by the Applicant of 
service as a public utility and which will not impair its ability to perform that 
service, and is reasonably appropriate for such purposes. 


The Commission orders: 


(A) The proposed issuance and sale of Preferred Stock and the proposed is- 
suance of Promissory Notes in the aggregate principal amount of not to exceed 
$8,000,000 outstanding at any one time, upon the terms and conditions and for 
the purposes set forth in the application, all as described above, are authorized, 
subject to the provisions of this order. 

(B) The proposed issuance and sale of Preferred Stock, as described above, 
are hereby exempted from the competitive bidding requirements of Section 
34.1a (b) and (c) of the Commission’s Regulations under the Federal Power 
Act. 

(C) This authorization with respect to the proposed issuance and sale of 
Preferred Stock shall expire unless this transaction is consummated within 60 
days from the date of issuance of this order. 

(D) This authorization with respect to the proposed issuance of Promissory 
Notes is expressly conditioned upon the final maturity of all Promissory Notes 
issued pursuant hereto being not later than December 31, 1962. 

(E) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, ac- 
counts, valuations, estimates or determinations of costs, or any other matter 
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whatsoever now pending or which may come before this Commission or any 
other regulatory body. 
(F) Nothing in this order shall be construed to imply any guarantee or obliga- 


tion on the part of the United States in respect of any securities to which this 
order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SIERRA PACIFIC POWER COMPANY, DOCKET NO. E-6984 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued May 11, 1961) 


By order issued May 2, 1961, supra, p. 904, in the above-entitled matter, the 
Commission authorized Sierra Pacific Power Company (Applicant) to issue and 
sell at competitive bidding $6,500,000, principal amount of First Mortgage Bonds, 
Series due 1991,* subject to the provisions, among others, as set forth in 
Paragraph (B) of that order, as follows: 

(B) The proposed issuance and sale of Bonds at competitive bidding and 
the proposed issuance and sale of Common Stock shall not be consummated 
until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k)(3) of the Commission’s Regulations under the 
Federal Power Act relating to compliance with competitive bidding require- 
ments, and Section 34.2(k) (4) of those Regulations relating to affiliation, 
and shall have either filed such amendments or shall have mailed them and 
advised the Commission by telephone and telegraph, as contemplated in 
Section 34.9 of the Regulations. 

(ii) The Commission shall have approved the interest rate and the price 
to be received by Applicant for the Bonds and the price per share to be 
received by Applicant for the Common Stock by a further order. 

Applicant, on May 11, 1961, filed an amendment, pursuant to the requirements 
of the afore-mentioned Commission order, setting forth, among other things that 
it proposes to accept, as providing the lowest annual cost of money to it, the 
joint bid of Kidder, Peabody & Co. and White, Weld & Co. to purchase the pro- 
posed issuance of $6,500,000, principal amount of Bonds, for the price of 
100.2799% of principal amount, with an interest rate of 5% per annum. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Para- 
graph (B) of the Commission’s order issued May 2, 1961, in the above-entitled 
matter, and, under the bid it proposes to accept for the Bonds, the price to be 
received by Applicant therefor and the interest rate thereof are reasonable. 

(2) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance of service by Applicant as a public utility and which 
will not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 


*That order also authorized Applicant to issue and sell 132,570 shares of Common 
Stock, par value $3.75 per share, on a pro rata basis to its Common Stockholders, to be 
exempt from the Commission’s competitive bidding requirements. By supplemental order 
issued May 4, 1961, the Commission approved the price to be received by Applicant 
for that issuance of Common Stock. 
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The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as sup- 
plemented by the amendment referred to above, are authorized subject only 
to the provisions of Paragraph (A), insofar as they relate to the issuance and 
sale of Bonds, and of Paragraphs (C), (D) and (E) of the Commission’s order 
issued May 2, 1961, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NO. G-1964 


ORDER DENYING APPLICATION FOR REHEARING AND STAY 
(Issued May 11, 1961) 


The Commission by letter dated March 13, 1961*, advised Texas Eastern Trans- 
mission Corporation (Texas Eastern) that the proposed refunds described in its 
letter of February 23, 1959, in purported full compliance with Finding (2) (ii) 
of the order issued October 9, 1953 in this proceeding, were insufficient and unac- 
ceptable. That letter also directed Texas Eastern to refund (1) the $385,569 
cash refund received by Texas Eastern from United Gas Pipeline Company and 
(2) a refund for the period August 1, 1954 to November 10, 1957 equivalent to 
the net rate reduction received by Texas Eastern from United Gas in con- 
solidated Docket Nos. G—1142, G—2019, et al. The Commission’s letter dated 
March 13, 1961, further directed that both of the foregoing refunds be distributed 
to Texas Eastern’s customers as provided in Finding (2) (ii) of the order issued 
October 9, 1953, together with interest payments at 6 percent per annum on all 
refunds from the date of receipt of such excess amounts to the date of refund. 

On April 11, 1961, Texas Eastern filed an application for rehearing and for a 
stay of the letter order issued March 13, 1961. In its application, Texas Eastern 
urges that we grant rehearing in this matter and thereupon withdraw the letter 
order issued March 13, 1961, and determine that it has fully complied with the 
refund requirements of Finding (2) (ii) of the order issued October 9, 1953, or 
that we modify that letter order and approve the “settlement agreements entered 
into between Texas Eastern and its affected customers” and notify Texas East- 
ern that no additional refunds or interest are required with respect to said cus- 
tomers. Texas Eastern also requests that the operation of the letter order be 
stayed until final order of the Commission herein or final determination of a 
petition to review such letter order. 

We have carefully reviewed the application filed by Texas Eastern on April 
11, 1961, and reconsidered the record in this proceeding including the pertinent 
decisions and orders in this proceeding and related proceedings and each of the 
items referred to by Texas Eastern in its application. It is our view that the 
application for rehearing and stay sets forth no new facts or principles of law 
which afford any basis for modification of our letter order issued March 13, 1961 
It is our further view that the payment of the refunds in this matter are long 
overdue and that a further stay in this matter would not be in the public interest. 

While our letter order issued March 13, 1961, did not fix the time within which 
the required refunds are to be made, it of course implied that such refunds are 


* Letter order printed next below. 
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to be made within a reasonable time. We believe a period of 60 days from the 
date of issuance of this order is reasonable and also sufficient to permit Texas 
Eastern to take such further action as it deems necessary. It also represents the 
time usually prescribed by the Commission for the making of refunds. 

The Commission finds: 


(1) The assignments of error and grounds for rehearing contained in the 
application for rehearing filed by Texas Eastern on April 11, 1961, set forth no 
new facts or principles of law which were not fully considered by the Commission 
when it issued its letter order March 13, 1961, or which now having been re- 
viewed or reconsidered warrant any modification of the said letter order. Such 
specifications of error, contentions and arguments contained in the above appli- 
cation for rehearing as are not specifically disposed of in the letter order issued 
March 13, 1961, are without reasonable basis in law, or are immaterial to the 
appropriate disposition of this proceeding. 

(2) Texas Eastern’s request for stay would further delay the effectuation of 
the refund requirements of this proceeding contrary to the public interest, and 
should be denied. 

The Commission orders: 


(A) The requests for withdrawal or modification of the letter order issued 
March 13, 1961, contained in Texas Eastern’s application for rehearing filed 
April 11, 1961, and the request for stay of that letter order urged by Texas 
Eastern in said application, hereby are denied. 

(B) Within 60 days from the date of issuance of this order Texas Eastern 
shall make the refunds as directed by the letter order issued March 13, 1961, 
and within 15 days after making such refunds, Texas Eastern shall report to 
the Commission, in writing and under oath, the amount of refund made to each 
of its customers, showing separately the amount of principal and interest so 
paid, the billing determinants or other bases used for such determination, and 
shall serve a copy of such report upon each of the customers receiving a re- 
fund. Concurrently therewith, Texas Eastern shall file with respect to such re- 
funds releases from its customers showing receipt of the principal and interest 
in conformity with Finding (2) (ii) of the order issued herein on October 9, 1953 
and the letter order issued March 13, 1961. 


[LETTER—ORDER DIRECTING REFUNDS] 


Marcu 13, 1961.* 
TexAs EASTERN TRANSMISSION CORPORATION, 
P.O. Box 1612, 
Shreveport, Louisiana. 


(Attention: Mr. B. D. Goodrich, Senior Vice President.) 


GENTLEMEN: The Commission is unable to accept the refunds made by Texas 
Eastern Transmission Corporation, described in your letter of February 23, 1959, 
as being in full compliance with Finding 2(ii) of the order issued October 9, 1953 
in Docket No. G-1964. ‘Phe proposal of refunds on the same basis to The Manu- 
facturers Light and Heat Company and the Ohio Fuel Gas Company (Columbia 
companies) is likewise unacceptable. 

The above Finding required Texas Eastern, among other things, to refund 
promptly and to file rate reductions commensurate with the refund and rate re- 
duction received from United Gas Pipe Line Company in Docket No. G-—2019. 
Texas Eastern did not make the required refund or rate reductions promptly after 


* Reversed and remanded; Teras Eastern Transmission Corp. v. F.P.C., 306 F. 2d 345 
(CA5, 1962) ; rehearing denied, April 22, 1963. 
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United complied with the approved settlement agreement in Docket Nos. G-1142, 
G-2019 et al., but now proposes one refund in lieu of the above rate reductions and 
refund. 

The Commission finds that the total amount Texas Eastern proposes to refund 
is insufficient since it does not cover the required rate reductions for the period 
April 1, 1956 until November 10, 1957, and does not provide for interest payments 
at 6% per annum of the refunds. 

Texas Eastern’s failure to make prompt refunds and rate reductions requires 
such interest obligation. (See Mississippi River Fuel Corporation v. Federal 
Power Commission, U.S. App. D.C., 281 F. 2d 919, Certiorari denied, 365 U.S. 
827.) Your letter advises that the total refund is made up of (1) a refund 
of $385,569 from United, (2) an amount equivalent to the required rate re- 
duction for the period August 1, 1954 until April 1, 1956, and (3) an amount of 
$1,097,967.33 in lieu of a contingent refund undertaking set forth in certain nego- 
tiations with your customers. Aside from the required interest payments, the 
amounts set forth in (1) and (2) would be acceptable but the amount in (3) is 
insufficient (without regard for the claimed contingent refund basis for it) to 
cover the required rate reduction and refund for the period April 1, 1956 to 
November 10, 1957. 

The support for your proposal, i.e., that there was no reduction in United’s 
rates in Docket No. G—2019 but instead an increase and that final judgment was 
not rendered until September 11, 1958 is not in accord with the Commission's 
interpretation of the facts of record in that docket. The order accepting and 
suspending certain of United’s rate schedules in Docket No. G-2019 made all of 
the rate levels subject to the Commission’s rate investigation in Docket No, G- 
1142. Thus any rate reduction in consolidated Docket Nos. G-1142, G—2019, et al. 
became a rate reduction in Docket No. G-2019. Final judgment as to rates 
charged by United to Texas Eastern was rendered by Opinion No. 277 issued 
November 2, 1954. The order of September 11, 1958 merely terminated pro- 
ceedings in Docket No. G—-2019, et al. upon settlement of the remaining issue of 
the rates charged to Mississippi River Fuel Corporation by United. 

Since the refunds made and the proposed refunds to the Columbia companies 
are insufficient to comply fully with Finding 2 (ii) of the October 9, 1953 order 
in Docket No. G—1964, and do not provide for interest payments which are now 
required, you are hereby directed to refund (1) the $385,569 refund received 
from United and (2) a refund for the period August 1, 1954 to November 10, 1957 
equivalent to the net rate reduction received from United to consolidated Docket 
Nos. G—1142, G—2019, et al., both to be distributed among your customers as 
provided in the above Finding, together with interest payments at 6% per annum 
on all refunds from the date of receipt of such excess amounts to the date of 
refund. 


By direction of the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


REPUBLIC NATURAL GAS COMPANY, DOCKET NO. RI61-422 


ORDER GRANTING MOTION, IN PART AND AMENDING ORDER 


(Issued May 12, 1961) 


On March 10, 1961, Republic Natural Gas Company (Republic Natural) sub- 
mitted a statement of release, a letter dated February 1, 1961, and a Notice of 
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Change, executed March 1, 1961, increasing the level of rate from 14.0273¢ per 
Mcef to 15.00¢ per Mcf at 14.65 psia for gas produced in Guymon-Hugoton Field, 
Texas County, Oklahoma, and sold to Cities Service Gas Company and thereby 
increasing the annual cost of gas to Cities Service by approximately $165,000. 
The aforementioned increased rate which is inclusive of 2.0¢ per Mcf for gather- 
ing and transportation services is subject to a downward BTU price adjustment 
applicable to gas below 975 BTU from a base of 1,000 BTU. By order issued 
April 7, 1961 herein said submittals were designated as Supplement Nos. 8, 9 
and 10, respectively to Republic Natural’s FPC Gas Rate Schedule No. 11, and 
were suspended until September 10, 1961, and thereafter until such further 
time as they are made effective in the manner prescribed by the Natural Gas 
Act. 

By tender filed April 14, 1961, Republic filed a Request for Rehearing of Order 
Suspending Proposed Change in Rate, herein considered as a Motion for Recon- 
sideration of Order issued April 7, 1961 wherein Republic Natural requests the 
Commission reconsider the aforementioned order and (1) accept without suspen- 
sion the increased gathering charge, (2) accept without suspension Republic’s 
settlement agreement relating to alleged overpayments under the Oklahoma 
minimum price order and (3) correct certain inadvertent errors contained in 
said April 7, 1961 order and “suspend only the agreement containing the exist- 
ing 13 cent wellhead price...” 

A review of Republic Natural’s FPC Gas Rate Schedule No. 11 and the afore- 
mentioned March 10, 1961 rate filings indicates that said order issued April 7, 
1961 incorrectly states certain facts with respect to the situs of the sale and to 
the BTU price adjustment provisions. It is in the public interest that, as a 
matter of record, these be properly stated and for that reason they are hereinbe- 
fore correctly detailed. 

Under the release (Supplement No. 8), Republic Natural agrees to pay Cities 
Service Gas Company (Cities Service) the sum of $850,000 in full settlement 
of alleged overpayments under the Oklahoma minimum price order as made 
by Cities Service. Since Republic Natural now states that the release stands 
independently, even though negotiated as a part of an overall settlement,’ and 
therefore it should be accepted for filing without suspension. Based on the fore- 
going, it would appear appropriate and in the public interest to accept Supple- 
ment No. 8 for filing to be effective without suspension as hereinafter ordered. 

Supplement No. 9 provides that the existing base price shall continue un- 
changed for the five-year period commencing March 1, 1961. Since this base 
price is currently in effect subject to refund in Docket No. G—13062, it is appro- 
priate that the same level of rate for the extended period shall continue subject 
to suspension proceedings. 

Supplement No. 10 provides for an increase in rate due to an increase in the 
gathering charge. Republic Natural requests reconsideration of the order 
as to Supplement No. 10 stating that this charge is a separate rate and classifi- 
cation of service. The Commission has consistently considered gathering and 
other similar service charges, as part of the producer's total rate. This concept 
is reflected in the Commission’s Statement of General Policy No. 61-1,? which 
was issued as recently as September 28, 1960, 24 FPC 818. To permit certain 
increments of a rate to be effective without suspension and to suspend others 


1The subject Supplement Nos. 8, 9 and 10 to Republic Natural’s FPC Gas Rate Schedule 
No. 11, a certificate application (Docket No. CI61—-1327) and a related contract for a new 
service from the deeper formation underlying the same acreage were filed on March 10, 
1961, as part of the overall settlement of differences between Republic Natural and Cities 
Service. 

218 CFR 2.56; 25 F.R. 13969 ; 26 F.R. 3066. 
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composing the same rate would require fractionalization of the rate and such 
would be contrary to the aforementioned concepts. 


The Commission finds: 


The motion for reconsideration filed by Republic Natural on April 14, 1961, 
should be granted in part and the order issued April 7, 1961, in this proceeding 
should be amended as hereinafter provided. 


The Commission orders: 


(A) Paragraph (B) of the aforementioned order issued April 7, 1961, is 
hereby amended to read as follows: 

(B) Pending hearing and decision thereon, Supplement Nos. 9 and 10 to 
Republic Natural’s FPC Gas Rate Schedule No. 11 are hereby suspended 
and the use thereof deferred until September 10, 1961, and thereafter until 
such further time as they are made effective in the manner prescribed by 
the Natural Gas Act. 

(B) Supplement No. 8 to Republic Natural’s FPC Gas Rate Schedule No. 11 
is hereby accepted for filing to be effective, without suspension, as provided by 
the Natural Gas Act. 

(C) Docket No. RI61-422 is hereby terminated as of the date of this order 
insofar as it pertains to the aforementioned Supplement No. 8, and such termi- 
nation is without prejudice to any action the Commission may take with respect 
to the now invalidated Oklahoma minimum price order. 

(D) In all other respects, the order issued April 7, 1961, in this proceeding 
shall remain in full force and effect. 


(E) Except as herein provided, Republic Natural’s motion for reconsideration 
is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP61-179 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 15, 1961) 


On December 28, 1960, Cities Service Gas Company (Applicant) filed an appli- 
cation, as supplemented on February 9, 1961, in Docket No. CP61-179, pursuant 
to Section 7(c) of the Natural Gas Act, for a certificate of public convenience 
and necessity seeking authorization to construct and operate meter settings with 
appurtenant regulator equipment, to be connected to each of the following exist- 
ing gas pipelines of Applicant at the taps proposed, as follows: 

1. tap Applicant’s 16-inch line in Newton County, Missouri, and sell natural 
gas to The Gas Service Company (Gas Company) for resale in and about the 
City of Seneca, Missouri, (Seneca). 

2. tap Applicant’s existing 8-inch pipeline in Greene County, Missouri, and 
sell natural gas to Gas Company for resale in and about the Town of Ozark, 
Missouri, (Ozark). 

3. tap Applicant’s existing 12-inch pipeline in Cass County, Missouri, and sell 
gas to Gas Company for resale in and about Peculiar, Missouri, (Peculiar). 

The total cost of the proposed taps, meter stations and appurtenances is esti- 
mated to be $8,520, which cost is to be financed out of treasury cash. 

Gas Company will construct and operate the pipeline facilities leading from 
Applicant’s meter and regulator stations to each community as well as the dis- 
tribution systems in and about the communities. 








FEDERAL POWER COMMISSION 959 


The proposed lateral lines to be constructed by Gas Company are: 

1. 10 miles of 6 and 4-inch lateral to Seneca 

2. 10.3 miles of 6 and 4-inch lateral to Ozark 

3. 3.0 miles of 2-inch lateral to Peculiar 

The estimated annual and peak day requirements for the three communities 
in the third year of service are: 
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Applicant proposes to make the natural gas sales under its existing applicable 
FPC Gas Rate Schedules. 

In ordering paragraph (F) of the order issued December 27, 1960, in Docket 
No. CP60-32, the Commission limited Applicant’s total annual sales of firm and 
interruptible gas to certain specified volumes. The issuance of a certificate by 
the Commission in the subject proceeding does not imply any change in ordering 
paragraph (F) of the above mentioned order. 

It appears that Applicant anticipated reimbursement from Gas Company for 
the cost of the proposed measuring and regulating facilities, but has agreed that 
the question of such reimbursement will not be pressed in this proceeding. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 4, 1961, respecting the matters involved in and the issues presented by the 
application, as supplemented, herein. No petition to intervene or protest to 
the granting of the application has been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission's Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of December 28, 1943, in Docket No. G-298 (4 
FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication, as supplemented, in this proceeding, are to be used in the transporta- 
tion and sale of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission and the construction and operation thereof by Applicant are sub- 
ject to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder, 

(4) The construction and operation of the proposed facilities and the pro- 
posed sales of natural gas by Applicant are required by the public convenience 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (3), (¢) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 

693-489—64 


63 
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157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of the 
facilities authorized by this order shall be completed and placed in actual opera- 
tion within 12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Applicant, Cities Service Gas Company, to construct and 
operate the proposed facilities and to sell and deliver natural gas, as hereinbe- 
fore described, all as more fully described in the application, as supplemented, 
herein, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (3), ( ©) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 12 months from the date on 
which this order issues. 

(D) Applicant, Cities Service Gas Company, shall not be reimbursed by The 
Gas Service Company for its proposed meter stations. 

(E) Issuance of this certificate is not to imply any change in ordering para- 
graph (F) of the Commission’s order issued to Applicant on December 27, 1960, 
in Docket No. CP60-32. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


KADIAK FISHERIES COMPANY, PROJECT NO. 1432 
ORDER ISSUING NEW LICENSE (MINOR) 
(Issued May 15, 1961) 


Application was filed November 29, 1960, by Kadiak Fisheries Company 
(Applicant), of Seattle, Washington, for a new license under the Federal Power 
Act (hereinafter referred to as the Act) for constructed minor Project No. 
1432, located on an unnamed creek, tributary to Dry Spruce Bay, Kodiak 
Recording District, Kodiak Island, Alaska, and affecting lands of the United 
States within the Kodiak National Wildlife Refuge. 

The project—License No. 1 for which expired October 26, 1958—as originally 
licensed was a major project with an installed capacity of 146 horsepower. 
Effective as of February 1, 1954, the license was amended to change the project 
to a minor project with a 100-horsepower water wheel installation. The origi- 
nal license was issued to Kadiak Fisheries Company on October 27, 1938, for 
a period of 20 years. 

The project consists of : 

(a) All lands constituting the project area and enclosed by a project boundary 
or the limits of which are otherwise defined ; 

(b) Project structures, comprising two reservoirs created by a low timber 
dam at the outlet of Lower Pond and at the outlet of Upper Pond, and raising 
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the surface of each pond level six feet; a 12-inch pipeline 6,762 feet long; two 
ditches each 3 feet wide by 2 feet deep, one 850 feet long and the other 950 
feet long; and a powerhouse containing a 24-inch Pelton water wheel rated 
at 100 horsepower connected to a 75-kw generator ; and 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
and all rights and interests, the possession of which is necessary or appropriate 
in the maintenance and operation of the project. 


The said lands and project works are more specifically shown and described 
by certain exhibits which formed part of the application for license and which 
are designated and described as follows: 

Ecrhibit K: (FPC No. 1432-2) A map showing project area and project 
boundary ; and 

Exhibit H: One sheet of general description of mechanical and electrical 
equipment, filed July 23, 1952. 

An assistant Secretary of the Interior, in reporting on the application, informed 
the Commission that the Department would not be adversely affected by the 
issuance of a new license. 

The Chief, Forest Service, acting for the Secretary of Agriculture, has 
recommended that the license be granted. 

The State of Alaska Department of Fish and Game, in reporting on the 
application, informed the Commission that as no loss or damage to fish and 
game will result from this project, it has no recommendations to offer. 


The Commission finds: 


(1) The Applicant is a corporation organized under the laws of the State 
of Washington and has submitted satisfactory evidence of compliance with 
the requirements of all applicable State laws insofar as necessary to effect the 
purposes of a new license for the project. 

(2) No conflicting application is before the Commission. 

(3) The project does not affect any Government dam, nor will the issuance 
of a new license therefor as hereinafter provided affect the development of 
any water resources for public purposes which should be undertaken by the 
United States. 

(4) A new license for the project as hereinafter provided will not interfere 
or be inconsistent with the purposes for which the Kodiak National Wildlife 
Refuge was created or acquired. 

(5) The project occupies approximately 31.57 acres of lands of the United 
States. 

(6) The installed capacity of the project is 100 horsepower and the energy 
generated thereby is used in connection with the operation and maintenance of 
Applicant’s salmon cannery. 

(7) The amount of annual charges to be paid by the licensee under the new 
license for the purpose of reimbursing the United States for the costs of admin- 
istration of Part I of the Act, and for recompensing it for the use, occupancy, 
and enjoyment of its lands is reasonable as hereinafter fixed and specified. 

(8) The exhibits designated and described in the third paragraph of this order 
conform to the Commission’s rules and regulations and should be approved as 
part of the new license for the project as hereinafter provided. 

(9) It will be to the public interest to waive the terms and conditions con- 
tained in the following sections of Part I of the Act: 

Sections 4(b), except the second sentence thereof; 4(e), insofar as it re- 
lates to approval of plans by the Chief of Engineers and the Secretary of 
the Army and to public notice; 6, insofar as it relates to public notice and 
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to the acceptance and expression in the license of terms and conditions 
of the Act which are hereinafter waived; 10(a); 10(c), insofar as it re- 
lates to depreciation reserves; 10(d); 10(f); 11; 12; 14, except insofar 
as the power of condemnation is reserved; 15; 18, except insofar as it re- 
lates to fishways; 19, 20; 22; and 23(a), insofar as it relates to the deter- 
mination of fair value. 

The Commission orders: 

(A) This new license is issued to Kadiak Fisheries Company under Sections 
4(e) and 15 of the Act for a period of 10 years, effective as of October 27, 1958, 
for the operation and maintenance of minor Project No. 1432, upon an unnamed 
creek, tributary to Dry Spruce Bay, in Kodiak Recording District, Kodiak Is- 
land, Alaska, and affecting lands of the United States within the Kodiak Nation- 
al Wildlife Refuge, subject to the terms and conditions of the Act insofar as 
not expressly waived, which Act is hereby incorporated by reference as a part 
of this license, and subject to such rules and regulations as the Commission 
has issued or prescribed under the provisions of the Act. 

(B) This license is also subject to the terms and conditions set forth in Form 
L-7, December 15, 1953, entitled “Terms and Conditions of License for Minor 
Project Affecting Lands of the United States” (17 F.P.C. 486), which terms 
and conditions (designated as Articles 1 through 14, inclusive) are attached 
hereto and made a part hereof; and subject to the following special condition 
set forth herein as an additional article: 

Article 15. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the costs of ad- 
ministration of Part I of the Act, $5.00; and 

(ii) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands, $31.57. 

(C) The exhibits described in the third paragraph of this order are approved 
as part of this license. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Act, and failure to file such an application shall constitute acceptance of this 
new license. In acknowledgment of the acceptance of this license, it shall be 
signed for the Licensee and returned to the Commission within 60 days from 
the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


MISSOURI WESTERN GAS COMPANY, INC., DOCKET NO. CP61-262 
DECLARATION OF EXEMPTION 
(Issued May 15, 1961) 


Missouri Western Gas Company, Inc. (Applicant), Butler, Missouri, filed an 
application on April 10, 1961, for exemption from the provisions of the Natural 
Gas Act, pursuant to Section 1(c) thereof. 

Upon the basis of the application filed, the exhibit appended thereto, and the 
files of the Commission, it appears that: 

(1) Applicant is engaged in the transportation, distribution and sale of natural 
gas in the State of Missouri; 

(2) Applicant purchases interstate natural gas from Panhandle Eastern Pipe 
Line Company within the State of Missouri; 
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(3) All natural gas received by Applicant is ultimately consumed within the 
State of Missouri and all of its facilities are located within said State; and 

(4) The Public Service Commission of the State of Missouri has certified to 
the Federal Power Commission that it has and is exercising regulatory jurisdic- 
tion over the rates, service and facilities of Applicant. 

WHEREFORE, The Commission declares, by reason of the foregoing: 

Missouri Western Gas Company, Inc. is exempt from the provisions of the 
Natural Gas Act and the orders, rules and regulations of this Commission issued 
thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman: Frederick Stueck 
and Arthur Kline. 


THE SHAMROCK OIL & GAS CORPORATION, DOCKET NOS. G-9146 AND 
G—9498 


ORDER GRANTING PETITION TO REOPEN PROCEEDINGS AND FIXING DATE OF HEARING 
(Issued May 15, 1961) 


On April 17, 1961, Shamrock Oil and Gas Corporation (Shamrock) filed peti- 
tion to reopen proceedings herein citing as grounds therefor, the Opinion and 
Order of the Court of Appeals for the District of Columbia Circuit in Minneapolis 
Gas Company v. Federal Power Commission, 294 F. 2d 212, No. 15452, decided 
March 9, 1961, remanding the case to the Commission for entry of a decision and 
permitting the Commission to reopen the proceedings (Slip Opinion p. 10). 

Shamrock is an independent producer of natural gas. Its contracts with 
Northern Natural Gas Company (Northern), an interstate pipeline company, 
initially provided for rates of 8 cents per Mcf for dry sour gas and 9 cents per 
Mcf for casinghead gas, all from the West Panhandle Field in Texas. The con- 
tracts, contained in its FPC Gas Rate Schedule Nos. 2 and 3, provide for only 
one price increase in each rate schedule during the 20-year term of the contracts, 
that is, five years after the inception of the stated initial prices, the prices shall 
be increased one cent per Mcf. Upon the basis of these periodic escalation 
clauses, Shamrock filed corresponding notices of changes in rates and charges 
in June and September 1955. 

By order issued March 29, 1956, the Commission consolidated the two proceed- 
ings herein for hearing and subsequently permitted intervention by Minneapolis 
Gas Company (Minneapolis), Northern Council Bluffs Gas Company and Cen- 
tral Electric & Gas Company. 

The consolidated proceedings came on for hearing July 25, 1956. At the con- 
clusion of the presentation by Shamrock of its case-in-chief, staff counsel moved 
to dismiss the proposed increases in rates and charges on the grounds that 
Shamrock had not discharged the burden of proof imposed by Section 4(e) of 
the Natural Gas Act. Minneapolis joined in the motion. 

The presiding examiner rendered a decision in May 1957, holding the evidence 
to be inadequate to meet, the standard under Section 4(e) of the Act for a prima 
facie determination that the rates were just and reasonable. 

The Commission reversed the examiner’s decision by order issued August 6, 
1959, 22 FPC 205, terminated the proceedings and provided that the increased 
rates “shall remain in effect until changed in accordance with the provisions of 
the Natural Gas Act.” By orders issued herein January 23, 1956 and July 16, 
1959, said rates had been made effective and collectible subject to refund. 

On November 20, 1959, the Commission issued its opinion setting forth the 
reasons for its having denied rehearing and for terminating the proceeding (22 
FPC 882). Minneapolis, having preserved its procedural rights during the 
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course of the litigation and asserting a material interest in the amount subject 
to refund, petitioned the United States Court of Appeals for the District of 
Columbia Circuit for review of the orders of the Commission, which court for 
the reasons related in its opinion cited above, reversed the Commission and, 
among other things, granted discretionary authority to reopen these proceedings. 


The Commission finds: 


Good cause exists for reopening these proceedings and holding further hear- 
ings for the purpose of affording all parties of record the opportunity to sub- 
mit evidence, testimony and argument on the issue of whether the proposed in- 
creased rates and charges contained in Supplement Nos. 2 and 3 to Shamrock’s 
FPC Gas Rate Schedule Nos. 2 and 3, respectively, are just and reasonable under 
the provisions of the Natural Gas Act. 


The Commission orders: 


(A) The proceedings in Docket Nos. G-9146 and G—9498 are reopened for the 
specific purpose hereinabove stated, and the proceedings are hereby remanded to 
the presiding examiner for such further hearing. 

(B) A public hearing be held on June 12, 1961, at 10:00 a.m. (EDST), ina 
hearing room of the Federal Power Commission, 441 G Street NW., Washing- 
ton, D.C., concerning the matters and issues involved in these consolidated 
proceedings. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP61-164 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 15, 1961) 


On December 8, 1960, United Gas Pipe Line Company (Applicant) filed an 
application, as supplemented on January 23, 1961, for a certificate of public con- 
venience and necessity seeking authorization to construct and operate certain 
facilities to enable it to sell and deliver natural gas to the Village of Montgomery, 
Louisiana, (Montgomery) for resale and distribution in the communities of 
Montgomery and Clarence and the area lying between the two communities, all 
in Grant and Natchitoches Parishes, Louisiana. 

Applicant proposes to construct and operate .011 mile of 2-inch pipeline, a 
sales meter station and appurtenant facilities on its Refugio-to-Sterlington 30- 
inch pipeline in Natchitoches Parish, Louisiana. 

The total cost of the proposed facilities is estimated at $11,049 which cost 
will be paid out of current working funds. 

Montgomery proposes to construct and operate about 15 miles of 3-inch trans- 
mission line extending from Applicant’s proposed meter station through Clarence 
to Montgomery and the necessary distribution systems in Clarence and Mont- 
gomery. The estimated cost of these facilities is $302,000. The proposed project 
is to be financed by the issuance of municipal gas system revenue bonds. 

The estimated natural gas requirements of Montgomery are: 
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Montgomery has obtained the necessary franchises to render the proposed 
service. 

The proposed service to Montgomery will be rendered under Applicant’s pres- 
ently effective rates on file with the Commission, subject to refund. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 8, 1961, respecting the matters involved in and the issues presented by the 
application, as supplemented, herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation having 
its principal place of business in Shreveport, Louisiana, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of January 20, 1942, in Docket No. G-216 (3 FPC 3). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission and the construction and operation thereof by Ap- 
plicant are subject to the requirements of Subsections (c) and (e) of Section 
7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities and the pro- 
posed sale of natural gas by Applicant are required by the public convenience 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of the 
facilities authorized by this order shall be completed and placed in actual op- 
eration within 12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, United Gas Pipe Line Company, to con- 
struct and operate the proposed facilities and to sell and deliver natural gas, 
as hereinbefore described, all as more fully described in the application, as 
supplemented, herein, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (e) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 12 months from the 
date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


APPALACHIAN POWER COMPANY, PROJECT NO. 2210 
ORDER MODIFYING ORDER ON REHEARING 


(Issued May 16, 1961) 


On April 20, 1961, Appalachian Power Company, licensee for major Project 
No. 2210, filed application for rehearing on the Commission’s order issued March 
24, 1961, 25 FPC 568, which amended the license for the project to include therein 
certain additional conditions recommended by an Assistant Secretary of the 
Interior in the interest of fish and wildlife resources. 

Specifically, the licensee seeks modification of Articles 33 and 34 of our 
March 24, 1961 order in order to clarify the intent of the articles and to eliminate 
what the licensee believes to be ambiguities of language and inconsistencies with 
other provisions of its license. 

The suggested modifications are as follows with new language underlined and 
delineations indicated in brackets: 

Article 33. Subject to Article 7, the Licensee shall consult with the U.S. Fish 
and Wildlife Service and the Virginia Commission of Game and Inland Fisheries 
and on the basis of this consultation shall provide free public access to project 
waters and shall undertake measures for preserving and improving fish and 
wildlife resources of the project area, as may be prescribed hereafter by the 
Commission upon its own motion or upon recommendation of the Secretary of 
the Interior, or the Virginia Commission of Game and Inland Fisheries, after 
notice and opportunity for hearing. 

Article 34. The Licensee shall release water from the Lower Development suf- 
ficient to provide a minimum average daily (24 hour) flow of 60 c.f.s., measured 
at the Altavista, Virginia gauging station. During the spring striped bass spawn- 
ing season releases necessary to maintain a minimum average daily (24 hour) 
flow not to exceed 2,000 c.f.s. measured at a point just below the mouth of 
Falling River, shall be provided during a 19 day period, as requested by the 
Virginia Commission of Game and Inland Fisheries five days prior to the need, 
not to include more than two Sundays nor more than two Mondays; provided 
that [both these flow requirements are to be considered tentative pending com- 
pletion of studies necessary (to be conducted for one year following commence- 
ment of normal power operation of the combined developments) as a basis for 
recommending revisions of the above flow requirements to assure the qualita- 
tive and quantitative adequacy of the flows for fish life; and provided further 
that] the Licensee shall make available to the Bureau of Sport Fisheries and 
Wildlife a sum not to exceed $7,000 for the purpose of conducting [such] 
studies[.] (to be conducted for one year following commencement of normal 
power operation of the combined developments) as the basis for recommending 
revisions of the above flow requirements in accordance with Article 19. 

It is our opinion that a reasonable interpretation of the license would make 
Article 33 subject to the provisions of Article 7 without a specific provision to 
that effect in the former. Therefore, we find no objection to inserting the spe- 
cific provision requested in Article 33. 


The Commission finds: 


It is appropriate and consistent with the public interest that our afore- 
mentioned order issued March 24, 1961 be modified in the manner suggested by 
the licensee. 
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The Commission orders: 

(A) Articles 33 and 34 under PARAGRAPH II of our order issued March 24, 
1961 are modified to read as follows: 

Article 33. Subject to Article 7, the Licensee shall consult with the U.S. Fish 
and Wildlife Service and the Virginia Commission of Game and Inland Fisheries 
and on the basis of this consultation shall provide free public access to project 
waters and shall undertake measures for preserving and improving fish and 
wildlife resources of the project area, as may be prescribed hereafter by the 
Commission upon its own motion or upon recommendation of the Secretary of 
the Interior, or the Virginia Commission of Game and Inland Fisheries, after 
notice and opportunity for hearing. 

Article 34. The Licensee shall release water from the Lower development 
sufficient to provide a minimum average daily (24 hour) flow of 60 c.f.s., meas- 
ured at the Altavista, Virginia, gauging station. During the spring striped bass 
spawning season releases necessary to maintain a minimum average daily (24 
hour) flow not to exceed 2,000 c.f.s., measured at a point just below the mouth 
of Falling River, shall be provided during a 19-day period, as requested by the 
Virginia Commission of Game and Inland Fisheries five days prior to the need, 
not to include more than two Sundays nor more than two Mondays; provided 
that the Licensee shall make available to the Bureau of Sport Fisheries and 
Wildlife a sum not to exceed $7,000 for the purpose of conducting studies (to be 
conducted for one year following commencement of normal power operation of 
the combined developments) as the basis for recommending revisions of the 
above flow requirements in compliance with Article 19. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


APPALACHIAN POWER COMPANY, PROJECT NO. 2210 
ORDER CLARIFYING ORDER ISSUING LICENSE 
(Issued May 16, 1961) 


By letter dated April 19, 1961, Appalachian Power Company, licensee for 
major Project No. 2210, requests clarification of Article 29 of our order issued 
April 25, 1960 issuing a license for Project No. 2210. 

Specifically, the licensee requests that we preface Article 29 with the words: 
“Except as provided in Article 30,”. Such a modification would distinguish re- 
leases of water required from the Lower development during construction from 
releases of water from the Lower development after commencement of commer- 
cial operation. 


The Commission finds: 

It is appropriate and consistent with the public interest that our afore- 
mentioned order issued April 25, 1960 be clarified in the manner requested by 
the licensee. 

The Commission orders: 


Article 29 of our order issued April 25, 1960 in this matter is clarified to 
read as follows: 


Article 29. Except as provided in Article 30, the Licensee shall release from 
the Lower development a minimum average weekly flow of 650 cubic feet per 
second. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


KANSAS-NEBRASKA NATURAL GAS COMPANY, INC., DOCKET 
NO. CP61-142 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 16, 1961) 


Kansas-Nebraska Natural Gas Company, Inc. (Applicant), filed a petition, on 
March 24, 1961, to amend the certificate of public convenience and necessity 
heretofore issued in Docket No. CP61-142, to permit Applicant to serve in- 
creased volumes of natural gas to a direct industrial customer, Consumers 
Cooperative Association (CCA) for use in a proposed fertilizer plant near 
Hastings, Nebraska. Applicant further requests that the limitation imposed in 
the order on the volumes to be delivered to CCA be changed from a daily basis 
to an annual basis. No additional facilities will be required. 

In its order issued February 23, 1961, in the subject docket, the Commission 
authorized Applicant to construct and operate facilities to provide firm and 
interruptible service to a new fertilizer plant of CCA, to be constructed near 
Hastings, Nebraska. The firm gas is to be used as process gas and the inter- 
ruptible gas will be used as boiler fuel. The Commission’s order limited Appli- 
cant’s deliveries to CCA to a maximum of 3,000 Mcf per day of firm gas and a 
maximum of 3,000 Mcf per day of interruptible gas, the estimates in the 
application. 

In the subject request, Kansas-Nebraska states that CCA has decided to 
construct a larger plant than originally planned because it feels the need for 
fertilizer in the area of the plant is greater than originally anticipated. CCA 
now plans to construct a facility having a design capacity of 200 tons per day, 
which represents an increase of 33 percent over the originally scheduled capacity 
of 150 tons per day. The natural gas requirements of the larger plant, as com- 
pared to those of the originally planned facility, are as follows: 


Volumes in Mcf 


Original plant Larger plant 


Maximum day Annual Maximum day| Annual 


egalrenanphlieantaneveaiadicesntangiacaicdunies 


i ea 3, 000 @) 4,400 @) 
DI Stra canatancucaxicanmesat Cert rense 3, 000 () 3, 600 (1) 
en) ee ae | 6,000 | 2,000, 000 8,000 | ? 2,800,000 





1 No breakdown given. 
2 Approximate. 


Attached to the subject petition is an amendment executed March 7, 1961, to 
the October 25, 1960, contracts providing for the increased service to the CCA 


plant for processing and fuel. The amendment specifically limits Kansas-Ne- 
braska’s obligations to the following maximum daily volumes: 


EO I Si ecient Sie ea tbe 4,400 Mef per day.” 
ON I leche es i isle oes 3,600 Mef per day.” 
1 Although this is so-called firm, 2,200 Mcf per day of this volume may be curtailed to 


protect service to domestic consumers. 
2 Interruptible. 


The additional volumes will not impair Applicant’s ability to maintain ade- 
quate service to its other existing customers. 





— 
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The Commission finds: 


(1) It is necessary and appropriate in carrying out the provisions of the Nat- 
ural Gas Act, and the public convenience and necessity require, that the cer- 
tificate of public convenience and necessity, heretofore issued in Docket No. 
CP61-142, should be amended as hereinafter ordered. 

(2) That any authorization granted herein should conform to the amendment 
to the October 25, 1960 contracts, executed March 7, 1961, providing for the in- 
creased service to CCA with daily volume limitations. 


The Commission orders: 


(A) The certificate of public convenience and necessity, heretofore issued in 
Docket No. CP61-142, is amended to authorize Applicant to deliver to Con- 
sumers Cooperative Association a maximum of 4,400 Mcf per day of firm gas 
and a maximum of 3,600 Mcf per day of interruptible gas, as provided in its 
amended contract with the Association. 

(B) In all other respects said certificate shall remain unchanged and in full 
force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


FPC FORM NO. 6, INITIAL COST STATEMENT FOR LICENSED 
PROJECTS—TECHNICAL AMENDMENTS, DOCKET NO. R-197 


ORDER NO. 233 


AMENDMENT OF § 141.11 OF REGULATIONS UNDER THE FEDERAL POWER ACT 
AND THE FORM PRESCRIBED THEREBY 


(Issued May 16, 1961)* 


By Order No. 182 issued January 31, 1956 (21 F. R. 928; 15 FPC 789), the 
Commission prescribed a revised Form No. 6, a statement of initial cost required 
to be filed by licensees of hydroelectric projects pursuant to section 4 (b) of the 
Federal Power Act (16 USC 797 (b)). The schedules in Form No. 6 are based 
upon and correspond to the detailed accounts of the licensees required to be kept 
in accordance with the Uniform System of Accounts prescribed by the Com- 
mission for public utilities and licensees. 

By a series of orders recently issued the Commission revised the Uniform 
System of Accounts, effective January 1, 1961.1 Among other changes, the revi- 
sion redesignated many of the accounts with the result that the designation of 
the accounts utilized by or referred to in Form No. 6 do not conform to the 
designations in the revised system. 

The amendments herein adopted are not intended to make any substantive 
changes in the content of Form No. 6, but are solely for the purpose of conform- 
ing the references to-account numbers and titles therein contained to the re- 
cently revised Uniform System of Accounts which became effective January 1, 
1961. 

The Commission finds: 


(1) It is necessary and appropriate for the purposes of administration of the 
Federal Power Act that section 141.11 of the Regulations Under the Federal 


*Published in Federal Register, May 20, 1961 (26 F.R. 4598). 
1 Order No. 218, 25 F.R. 5014, 23 FPC 772; Order No. 225, 25 F.R. 12764, 24 FPC 1062; 
Order No. 226, 25 F.R. 12961, 24 FPC 1083. 
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Power Act and FPC Form No. 6 prescribed thereby be amended as herein 
provided. 

(2) In view of the technical nature of the amendments and the fact that no 
changes of substance are involved, prior general notice pursuant to section 4(a) 
of the Administrative Procedure Act is unnecessary and good cause exists to 
make the amendments effective as ordered herein. 


The Commission, acting pursuant to authority granted by section 309 of the 
Federal Power Act (16 U.S.C. 825h), orders: 


(A) In paragraph (c) of § 141.11 of Chapter I of Title 18 of the Code of 
Federal Regulations, the references to account numbers in the titles of schedules 
Nos. 9-A, 9-B, and 9-C are deleted. 

(B) FPC Form No. 6, Initial cost statement for licensed projects, as prescribed 
by Order No. 182, 18 CFR 141.11, is amended by substituting for the existing ref- 
erences to the account numbers and titles contained in the Uniform System of 
Accounts prescribed for public utilities and licensees in effect prior to January 
1, 1961, the account numbers and titles in the revised system of accounts which 
became effective upon that date. 

(C) These amendments shall become effective upon the issuance of this order. 


Before Commissioners: Jerome K. Kuykendall; Chairman; Frederick Stueck 
and Arthur Kline. 


COMMUNITY PUBLIC SERVICE COMPANY, DOCKET NO. E-6991 
ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 


(Issued May 17, 1961 ) 


Community Public Service Company (Applicant), incorporated under the laws 
of the State of Delaware and doing business in the States of New Mexico and 
Texas, with its principal business office at Fort Worth, Texas, filed an applica- 
tion on March 27, 1961, as amended April 26, 1961, for an order pursuant to 
Section 204 of the Federal Power Act, authorizing the issuance of $5,000,000, 
principal amount of First Mortgage Bonds, Series F, due 1991, to be sold at 
competitive bidding. 

Applicant proposes to issue the Bonds under an Indenture of Mortgage and 
Deed of Trust dated as of November 1, 1944, between the Applicant and the 
City National Bank and Trust Company of Chicago, as heretofore amended by 
five supplemental indentures and to be further amended by a Sixth Supplemen- 
tal Indenture dated as of June 1, 1961. 

On or about May 31, 1961, Applicant proposes to publicly invite sealed, written 
bids for the purchase of the Bonds. Each bid shall specify the annual interest 
rate which shall be a multiple of 4% of 1%, and shall specify the price (exclu- 
sive of accrued interest) which shall not be less than 100% nor more than 
1023%,% of the principal amount of the Bonds and shall provide that accrued 
interest from date of the bonds to the date of payment therefor will be paid by 
the Purchasers. 

Unless postponed, all bids for the proposed issuance of Bonds must be received 
by the Applicant at 90 Broad Street, 19th Floor, New York, at or before 11 
a.m. EDST, on June 7, 1961, and must be accompanied by deposits of $225,000. 
Applicant, unless it shall reject all bids or exclude a bid or bids for reasons set 
forth in the Public Invitation, will accept the bid which provides for the lowest 
annual cost of money. 
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Applicant will utilize the proceeds of approximately $5,000,000, to be obtained 
from the proposed issuance of Bonds for repayment of $3,000,000 of Promissory 
Notes, and the balance of the proceeds will be used for partial payment of 
Applicant’s 1961 construction program. The Commission, in an order issued 
on June 29, 1960 (Docket No. E-6942), authorized Applicant to issue up to 
$3,000,000 Promissory Notes to be utilized for expenditures for additions, better- 
ments and improvements to Applicant’s properties used in and devoted to the 
conduct of Applicant’s public utility business. According to the application, 
construction expenditures in 1960 were approximately $4,450,980. These in- 
cluded $2,694.77 for steam production plant, $739,411.58 for transmission plant, 
$3,298,770.06 for distribution plant, and $410,103.66 for general plant. 

It is estimated by Applicant that Applicant’s 1961 construction program will 
require the cash expenditure of approximately $4,664,500, of which $4,556,500 
shall be for electric facilities and $108,000 for gas plant. The chief items 
included in the afore-mentioned amounts consist of: $3,368,000 for distribution 
facilities, $604,000 for transmission facilities, $274,000 for general land and 
buildings, and $227,000 for transportation equipment. The aforesaid estimated 
expenditures include the cost of 20.8 miles of 66 kv line, completion of the 
8 mile 115 kv line from Perryton, Texas to the Oklahoma State line, and a 
15,000 kva substation at Perryton, Texas. 

Written notice of the application has been given to the New Mexico Public 
Service Commission, the Texas Railroad Commission, and to the Governors of 
New Mexico and Texas. Notice of the application was also given by publica- 
tion in the Federal Register on April 12, 1961 (26 F.R. 3120) stating that any 
person desiring to be heard or to make protest with reference to the applica- 
tion should file a petition or protest on or before April 28, 1961, with the Federal 
Power Commission, Washington 25, D.C. No protest or petition or request 
to be heard in opposition to the granting of the application has been received. 

The New Mexico Public Service Commission, by order dated April 14, 1961, 
authorized Applicant to issue and sell $5,000,000, principal amount of First Mort- 
gage Bonds in the manner and for the purposes indicated in the recital above. 


The Commission finds: 


(1) Applicant, a Delaware corporation, owns and operates facilities, among 
others, which are used for the transmission of electric energy which is gen- 
erated in Texas and consumed in New Mexico and which is generated in Okla- 
homa and consumed in Texas, all of which facilities are in addition to, and 
do not include, facilities used for the generation of electric energy or facilities 
used in local distribution or only for the transmission of electric energy in 
intrastate commerce, or facilities for the transmission of electricity consumed 
wholly by the transmitter. Applicant is, therefore, a public utility within the 
meaning of that term as used in Section 204 of the Federal Power Act. 

(2) The proposed issuance of Bonds, as described above, will constitute an 
issuance of securities within the purview of Section 204 of the Federal Power 
Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State Commission with- 
in the meaning of Section 204(f) of the Federal Power Act; and the proposed is- 
suance of securities, therefore, is not exempt by virtue of that subsection from 
the requirements of Section 204 of the Act. 

(4) The proposed issuance of Bonds, as hereinafter authorized, will be for a 
lawful object, within the corporate purposes of Applicant and compatible with 
the public interest, which is appropriate for and consistent with the proper per- 
formance by Applicant of service as a public utility and which will not impair 


its ability to perform that service, and is reasonably appropriate for such pur- 
poses. 
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The Commission orders: 


(A) The proposed issuance of Bonds, upon the terms and conditions and 
for the purposes specified in the application, as described above, is authorized 
subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements and 
Section 34.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegram as contemplated by Section 34.9 of the 
Regulations. 

(ii) The Commission shall have approved the price to be received by Ap- 
plicant for the Bonds and the interest rate thereof, by a further order. 

(C) The authorization contained herein to issue Bonds shall expire unless 
the transaction thus authorized is consummated within 90 days from the date of 
issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of costs, or any matter what- 
soever which is now pending or may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NAFCO OIL & GAS, INC., DOCKET NO. RI61-390 
ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDING 
(Issued May 17, 1961) 


On February 15, 1961, Nafco Oil & Gas, Inc (Nafco), tendered for filing Sup- 
plement No. 5 to Nafco’s FPC Gas Rate Schedule No. 7, proposing to increase 
its rate from 12.62¢ per Mcf to 14.4248¢ per Mcf at 14.65 psia, for its jurisdic- 
tional sale of natural gas to Tennessee Gas Transmission Company (Tennessee 
Gas) from the Carthage Field, Panola County, Texas (Railroad Commission 
District No. 6). By order issued herein on March 16, 1961, the Commission 
suspended the effectiveness of the proposed increased rate until August 18, 
1961, and thereafter until such time as it is made effective in the manner pre- 
scribed by the Natural Gas Act. 

On April 17, 1961, Nafco submitted an Offer of Settlement pursuant to Sec- 
tion 1.18(e) of the Commission’s Rules of Practice and Procedure with respect 
to this proceeding. 

In its Offer of Settlement, Nafco proposes that the 14.4248¢ per Mcf rate, 
suspended in Docket No. RI61-390, be allowed to become effective without 
refund obligation as of the effective date of the order approving the Offer of 
Settlement and that the suspension proceeding herein be terminated. 

Under the terms of the Offer, the favored-nation and price redetermination 
clauses would be eliminated from the contract involved and a revised schedule 
of three 1.0¢ per Mcf increases at five-year intervals beginning in November, 
1964 (maximum rate of 17.4248¢ per Mcf in 1974) would be substituted for the 
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present schedule of 1.0¢ per Mcf increases to a maximum rate of 16.5¢ per Mcf 
in November, 1974. In addition, the tax provision would be amended to provide 
for partial reimbursement of any increase after the date of the proposed con- 
tract amendment rather than the date of the original contract, June 1, 1954. 
If the Offer is approved by the Commission, Nafco will file an appropriate con- 
tract amendment to give effect to the terms of the Offer of Settlement. 

In support of its Offer of Settlement, Nafco states that the favored-nation and 
price redetermination provisions contained in the basic contract were important 
elements of consideration bargained for by Nafco under the contract for the 
long-term dedication of its gas reserves to the contract; that in the interest of 
settling this case, Nafco proposes to give up for the remaining term of the con- 
tract the important advantages of the favored-nation and price redetermination 
provision. 

Tennessee Gas has concurred in the Offer of Settlement and has agreed, in the 
event the Offer is accepted by the Commission, to make the necessary contract 
changes or amendments provided for in the Offer. Petitions to intervene were 
filed in this proceeding by the Brooklyn Union Gas Company and the Long Island 
Lighting Company on April 17, 1961 and April 25, 1961, respectively, but these 
petitioners have not indicated to the Commission any opposition to the Offer 
of Settlement. 

Since the proposed rate of 14.4248¢ per Mcf at 14.65 psia is acceptable under 
the provisions of the Second Amendment to the Commission’s Statement of Gen- 
eral Policy No. 61-1 [18 CFR, Chapter I, Part 2, Section 2.56], issued December 
20, 1960, 24 FPC, for jurisdictional sales of natural gas for Texas Railroad 
Commission District No. 6, it is believed that the public interest will best be 
served by accepting Nafco’s proposed settlement as hereinafter set forth. 

However, we desire to make it clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
Nafco under the periodic escalation provisions or otherwise. 


The Commission finds: 


The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Nafco with the Com- 
mission on April 17, 1961, is in the public interest and appropriate to carry out 
the provisions of the Natural Gas Act and should be approved by the Commission 
and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed by Nafco with the Commission on April 17, 
1961, is hereby approved in accordance with the provisions of this order. 

(B) Nafco shall execute with Tennessee Gas, and shall file within 30 days from 
the date of issuance of this order, an amendment to its Gas Purchase Contract 
with Tennessee Gas dated June 1, 1954, as amended, on file with the Commission 
as Nafco’s FPC Gas Rate Schedule No. 7, which filing shall conform to Nafco’s 
Offer of Settlement in all respects. 

(C) Upon compliance by Nafco with the terms and conditions of this order, the 
rate and charge of 14.4248¢ per Mcf contained in Supplement No. 5 to Nafco’s 
FPC Gas Rate Schedule No. 7 and suspended by the Commission’s order issued 
in this proceeding on March 16, 1961, shall be effective without obligation to re- 
fund as of the date of the issuance of this order, and the proceeding in Docket 
No. RI61-390 shall be terminated. 

(D) The acceptance of this Offer of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereafter instituted by or against Nafco. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 





































NORTHERN STATES POWER COMPANY AND NORTHWESTERN PUBLIC | 
SERVICE COMPANY, DOCKET NO. E-6988 


ORDER AUTHORIZING ACQUISITION AND MERGER OR CONSOLIDATION OF FACILITIES 


(Issued May 17, 1961) 


Northern States Power Company (Minnesota) (“NSP-MINN”) and North- 
western Public Service Company (‘Northwestern’) filed a joint application on 
March 24, 1961 for an order, pursuant to Section 203 of the Federal Power Act, 
authorizing NSP-MINN to acquire the eastern South Dakota portion and North- 
western to acquire the western South Dakota portion of the electric system of 
Central Electric & Gas Company (“Central”). NSP-MINN is a corporation 
organized under the laws of the State of Minnesota and doing business in the : 
States of Minnesota, North Dakota and South Dakota with its principal business 
office at Minneapolis, Minnesota. Northwestern is a corporation organized 
under the laws of the State of Delaware and doing business in the States of 
Nebraska and South Dakota, with its principal business office at Huron, South 
Dakota. Central is a corporation organized under the laws of the State of 
Delaware. 

NSP-MINN owns and operates utility properties and furnishes electric service 
at retail in 408 communities and adjacent rural territories and electric energy 
at wholesale for resale to 27 additional communities and at wholesale to rural 
electric cooperatives and other utilities. Of the 485 communities so served, 394 
(including Minneapolis and St. Paul) are located in Minnesota, 18 in North 
Dakota, and 23 in South Dakota. NSP-MINN also furnishes natural gas, lique- 
fied petroleum gas, manufactured gas and steam heat in some communities in 
its electric service area, and NSP—MINN is the parent company of Northern 
States Power Company (Wisconsin). Northwestern owns and operates utility 
properties and furnishes electric service at retail in 98 communities in South 
Dakota. Northwestern also furnishes natural gas and steam heat in some com- 
munities in its electric service area. 

Central is engaged principally in the distribution and sale of natural gas 
in Nebraska and South Dakota. Central is also engaged in the distribution 
and sale of electricity in a territory comprising a comparatively narrow belt 
which extends from Salem at the eastern end to Chamberlain at the western 
end, in Aurora, Brule, Davison, Hanson, Jerauld, Lake, McCook, Miner and 
Sanborn Counties, all in the State of South Dakota. Approximately 5% of 
Central’s gross revenues is obtained from its electric properties. 

Central’s electric properties and their proposed disposition are described as 
follows: 





] 

|To be acquired|To be acquired 
| by NSP- | _ by North- 
| MINN western 











Generating stations: 
Salem Diesel—Salem, 8, Dak 
Ramona Diesel—Ramona, S.C _-......-.-...------------. 
Woonsocket Diesel—Woonsocket, 8. Dak 
Chamberlain Diesel—Chamberlain, S§, Dak_...................--.--.|--------.-.----.- | 

Other electric properties: | 

Pole miles of 34,500 volt transmission lines_.................-..----.. 

Pole miles of 12,500 volt transmission lines_. 

Pole miles of 7,200 volt transmission lines 

Transmission substations. ...-......-.-- 

Pole miles of distribution circuits__.- 

SE Do nicnncstsnnasdnameennnantel 

Distribution transformers in service. . ...........ccnccccccccccoccsccee 

KVA capacity of distribution transformers 













; 
; 
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Pursuant to the provisions of the Agreement of Sale, dated March 18, 1961, be- 
tween Central, NSP-MINN and Northwestern, NSP-MINN will acquire the 
eastern South Dakota portion of Central’s electric system for a base purchase 
price of $650,000 and Northwestern will acquire the western South Dakota por- 
tion of Central’s electric system for a base purchase price of $1,350,000. The 
base purchase prices will be adjusted on account of capital expenditures, retire- 
ments and damage or destruction of physical property between November 30, 
1960 and the transfer date. The Agreement also provides for assignments, as- 
sumptions and payments by the parties to the Agreement on account of accounts 
receivable, prepaid expenses and deferred credits, customers’ deposits and re- 
fundable advances for construction, taxes, materials and supplies, and merchan- 
dise and appliances. 

Applicants state that there are no affiliations between NSP-MINN, North- 
western and Central or any of them, and that the considerations to be paid by 
NSP-MINN and by Northwestern to Central were arrived at by negotiations be- 
tween officers of the three companies, with particular consideration being given 
to the geographical location of the property to be acquired by NSP-MINN in 
relation to its system, the geographical location of the property to be acquired by 
Northwestern in relation to its system, the fair values of the properties involved 
and the present and potential earning power of such properties. According to 
the application, Central’s electric system can readily be integrated into the sys- 
tems of NSP—MINN and Northwestern, and operating efficiencies improved and 
economies effected. 

According to information in the application, the following summarization 
contains the amounts of the net assets to be transferred, the considerations 
therefor, and the amounts of the acquisition adjustments created on the books 
of the vendee companies : 





As of Nov. 30, 1960 


To be acquired|To be acquired 




















Total 
by Northern by North- 
States western Public 
Service 
Utility plant at original cost: 
Electric plant in service: 
I Nias cai crantieacbakanmonuipiniesaeaged $1, 171, 463 $319, 227 $852, 236 
TIE BE. cnccdcndtndtcicdsnnccttiintic 747, 130 250, 648 496, 482 
EE I ccnananncdnemedanaasennsel 964, 369 333, 779 630, 590 
Gs HA ose eke dbndadewdncticcascdnees 125, 662 15, 441 110, 221 
Total electric plant in service. ...............- 3, 008, 624 919, 095 2, 089, 529 
Construction work in progress. ...............-.-..- 17, 769 14, 861 2, 908 
Tata eine aM a oc ok ss tee 3, 026, 393 933, 956 2, 092, 437 
Reserve for depreciation ...................-........ (1, 158, 745) (353, 395) (805, 350) 
ere nnere: 1, 867, 648 580, 561 1, 287, 087 
Contributions in aid of construction -...........----} (26, 415) (14, 957)| (11, 458) 
ORE CANN 5c sige cea sssiasntenceimtaws 1, 841, 233 | 565, 604 1, 275, 629 
Coa thtis cecichargecmntshccehsatenaie 2, 000, 000 650, 000 1, 350, 000 
Electric plant acquisition adjustments...........- 158, 767 | 84, 396 74, 373 








Applicants state that the acquisition adjustments created by the transfers of 
properties will be eliminated by NSP-MINN and Northwestern by charges to 


their Earned Surplus accounts. 


Applicants state that, upon consummation of the proposed acquisitions, they 


will put into effect their respective applicable rates in the portions of Central’s 
system acquired by them, except that new contracts for street lighting services 
will be negotiated, NSP—MINN’s and Northwestern’s rates being generally lower 
than Central’s present rates. There will be no change in the use of such electric 


693-489—6.1——_ 64 








976 FEDERAL POWER COMMISSION 


facilities after their acquisition by NSP-MINN and Northwestern. Each, after 
the transfer date, will undertake all duties and legal obligations with respect 
to the facilities acquired by them, respectively, and the operation of such fa- 
cilities. It is stipulated, however, in the Agreement of Sale that Central shall 
not assign and Applicants shall not be obligated to assume any liability or obli- 
gation of Central under certain specified contracts and agreements, including the 
contract for electric service to Central between Central and the United States 
Department of Interior, Bureau of Reclamation. 

Written notice of the application has been given to the North Dakota Public 
Service Commission, the South Dakota Public Utilities Commission, the State 
Railroad Commission of Nebraska, and to the Governor of each of those States. 
Notice of the application was also published in the Federal Register on April 
13, 1961 (26 F.R. 3171), stating that any person desiring to be heard or to make 
any protest with reference to said application should, on or before the 28th day 
of April, 1961, file with the Federal Power Commission, Washington 25, D.C. 
petitions or protests. 

On March 24, 1961, by letter, Mr. Emmett J. Glanzer, Mayor of the City of 
Kimball, South Dakota, stated that Central had accumulated unpassed on savings 
resulting from Central’s purchases of electrical power from the Bureau of Recla- 
mation, and requested that the Commission require that definite and certain ar- 
rangements for payment of the savings, to the consumers or to the City of 
Kimball, be made prior to approval of the proposed merger. On April 12, 1961, 
by telegram, Mr. James Garr, Auditor of the City of Salem, South Dakota, and, 
on April 17, 1961, Mr. John F. Lindley, a lawyer in Chamberlain, South Dakota, 
made similar requests. The sale of power by the Bureau of Reclamation to 
Central is not subject to the jurisdiction of this Commission, and the determi- 
nation of the rights, duties and obligations created by the contract between the 
Bureau and Central is a matter of adjudication not within the authority of this 
Commission. However, any rights or claims which the customers of Central 
may have arising from the past operation of the contract will in no way be 
adversely affected as a result of the proposed disposition of the electric facil- 
ities of Central to NSP—MINN and Northwestern as provided herein. 

On April 27, 1961, by letter, Messrs. Howard B. Payton and Gottlieb Wegener, 
describing themselves as stockholders of Central, requested that the proposed 
purchase not be approved pending an investigation of the potential purchase at 
a higher price by another group of utilities. As we said in South Carolina Hlec- 
tric & Gas Co. (Docket No. E-6104), “Granted such a proposal, or some other 
plan not before us, might be better in certain aspects, nevertheless that fact is 
insufficient to support a finding that the proposal formally before us is not con- 
sistent with the public interest.” 

No other protest or petition or request to be heard in opposition to the grant- 
ing of such application has been received. 


The Commission finds: 


(1) NSP-MINN, a corporation, continues to be a public utility within the 
meaning of Section 203 of the Federal Power Act, subject to the jurisdiction 
of the Commission as heretofore described and set forth in the Commission’s 
order issued September 1, 1955, In the Matter of Northern States Power Com- 
pany, Docket No. B-6637 (14 FPC 946). 

(2) Northwestern is a corporation, organized and existing under the laws of 
the State of Delaware. It owns and operates facilities, among others, for the 
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transmission and sale at wholesale of electric energy which is generated in 
North Dakota and Minnesota and consumed in South Dakota, all of which facili- 
ties are in addition to, and do not include facilities used for the generation of 
electric energy, facilities used in local distribution, or only for the transmission 
of electric energy in intrastate commerce, or facilities for the transmission of 
electric energy consumed wholly by the transmitter, and Northwestern is, there- 
fore, a public utility within the meaning of that term as used in Section 203 of 
the Federal Power Act. 

(3) The electric facilities which Central currently owns and/or operates do 
not include facilities for the transmission or sale at wholesale of electric energy 
for resale in interstate commerce; and Central is, therefore, not now a public 
utility within the meaning of that term as used in Section 201 of the Federal 
Power Act. 

(4) By the proposed transactions, as described above, NSP-MINN will acquire 
and merge or consolidate with its facilities, subject to the jurisdiction of the 
Commission, the eastern South Dakota portion of the electric facilities of Cen- 
tral, another person, within the meaning and subject to the requirements of 
Section 203 of the Federal Power Act; and Northwestern will acquire and merge 
or consolidate with its facilities, subject to the jurisdiction of the Commission, 
the western South Dakota portion of the electric facilities of Central, another 
person, within the meaning and subject to the requirements of Section 203 of 
the Federal Power Act. 

(5) The proposed acquisition of Central’s electric facilities by NSP-MINN 
and Northwestern, as described above, upon the terms and conditions specified 
in the application and subject to the provisions of this order, will be consistent 
with the public interest, as expressed in Section 203 of the Act, for the reasons 
set forth in the recital above. 

(6) Neither NSP-MINN nor Northwestern is subject to a requirement of the 
Public Utility Holding Company Act of 1935 or of a rule, regulation, or order 
thereunder, which woulld exempt them, pursuant to Section 318 of the Federal 
Power Act, from the requirements of Sections 203 or 204 thereof, as the case 
may be, with respect to any matter with which this order is concerned. 


The Commission orders: 


(A) The proposed acquisition and merger of consolidation of Central’s elec- 
trie facilities located in the State of South Dakota, by NSP-MINN and North- 
western, all as described above, are hereby authorized and approved upon the 
terms and conditions set forth in the application, subject to the provisions of 
this order. 

(B) NSP-MINN and Northwestern shall record the transaction herein au- 
thorized and the facilities and properties described above as provided in the 
Commission’s Uniform System of Accounts Prescribed for Public Utilities and 
Licensees. 

(C) This authorization shall expire unless the transaction herein authorized 
is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing aythorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, ac- 
counts, valuation, estimates or determinations of cost, or any matter whatso- 
ever now pending or which may come before this Commission or any other 
regulatory body or tribunal. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NOS. 
G-20107, G-18511, AND CP60-13; CITIES SERVICE PRODUCTION CO., 
ET AL., DOCKET NO. G-16854; J. RAY McDERMOTT & CO., INC., ET AL., 
DOCKET NOS. G-17197 AND G-18053; AUSTRAL OIL COMPANY, INC., 
DOCKET NO. G-17563; TRICE PRODUCTION COMPANY, ET AL. 
DOCKHT NO. G-17635; HUMBLE OIL AND REFINING COMPANY, 
DOCKET NO. G-17772; HURLEY OIL & GAS COMPANY, ET AL., DOCKET 
NO. G-17775; TEXACO SEABOARD, INC., DOCKET NO. G-17779; PLYM- 
OUTH OIL COMPANY, ET AL., DOCKET NO. G-—17981; PAUL F. BARN- 
HART, DOCKET NO. G-17977; K & H OPBRATING COMPANY, OPBRA- 
TOR, DOCKET NO. G--18058; GEORGE R. BROWN, ET AL., DOCKET 
NO. G-18131; SHELL OIL COMPANY, DOCKET NOS. G-18334 AND 
G-18402; ZAPATA OFFSHORE COMPANY, OPERATOR, ET AL., DOCKET 
NO. G-18369; JUPITER OILS, INC., ET AL., DOCKET NO. G—18397; PAN 
AMBRICAN PETROLEUM CORPORATION, DOCKET NO. G—18484; HUNT 
OIL COMPANY, DOCKET NO. G—18596; ROY M. HUFFINGTON, INC., 
OPERATOR, ET AL., DOCKET NO. G—18680; SUTTON PRODUCING COM- 
PANY, OPERATOR, ET AL., DOCKET NO. G—18682; SUPERWELL DE- 
VELOPMENT CORPORATION, DOCKET NO. G-—18939; TENNESSEE GAS 
TRANSMISSION COMPANY, DOCKET NO. CP60-6. 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 17, 1961) 


These proceedings arose upon the filing by Transcontinental Gas Pipe Line 
Corporation (Transco) of applications for certificates of public convenience 
and necessity pursuant to Section 7 of the Natural Gas Act. Consolidated 
with Transco’s applications are those of independent producers which represent 
Transco’s gas supply for its proposed expansion program. The case is before 
us after the presiding examiner’s decision dated August 5, 1960, on gas supply 
and deliverability, subsequent remand to the examiner for additional hearing 
and waiver of further intermediate decisions on this and all other issues. 

Transco filed its application in Docket No. G—20107 on November 12, 1959, as 
supplemented January 6, 1960; its application in Docket No. G—-18511 on May 13, 
1959, as amended May 21, 1959, and its application in Docket No. CP60—-13 on 
January 15, 1960, as supplemented January 20, 1960. While the hearing was in 
progress, Transco distributed exhibits showing its requirements with the elimi- 
nation of the X-20 transportation service proposed to be rendered Consolidated 
Edison Company of New York.’ As so modified the facilities proposed to be 
constructed may be briefly summarized as follows: 


Main Line Facilities (G—20107) Estimated cost 
286 miles of 36-inch and 30-inch main line loops in Texas, Louisi- 
ana, Mississippi, Alabama, Georgia and South Carolina $35, 820, 309 
88,540 additional compressor horsepower 
Miscellaneous additional facilities at existing stations 


1The Commission refused to grant approval of this service. Transcontinental Gas Pipe 
Line Corporation, 21 FPC 138, affirmed F.P.C. v. Transcontinental Gas Pipe Line Corp., 
365 U.S. 1. 
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Sales Facilities (G-—20107) 
Regulator stations, 7.03 miles of 16-inch lateral and 1.2 miles of 
dual 12-inch Delaware River Crossing. 2, 218, 493 
Franchise, consent, general overheads, interest during construction 
and contingencies 6, 164, 048 


Gas Purchase Facilities (G-18511 and CP60-13) 
4.86 miles of 10-inch lateral; 1.2 miles of 8-inch and 10- inch lat- 
eral; meter and measuring stations 


$54, 557, 708 


The proposed facilities without the X-20 service would enable Transco to 
increase its peak day sales by 114,753 Mcf per day to its customers. The total 
increase in capacity would be 124,635 Mcf per day which would leave 9,882 Mcf 
per day unallocated. This would increase the total system capacity including 
storage and transportation to 1,781,821 Mcf per day. 

Temporary authorization was granted Transco in Docket Nos. G—18511 and 
CP60-13, while an application for temporary authorization for part of the 
facilities in Docket No. G-20107 was denied. 


The following producers filed applications for certificates authorizing the sale 
of gas to Transco as follows: 


—_—e 
Docket Name of applicant Field and location per Mcf 
No. including 
taxes 


G-16854 | Cities Service Production Company et al_| Chegby aon. St. James & Lafourche | 23.55¢. 
Parishes, La. 
G-17197 | J. ~- McDermott and Company, Inc., | Bancker Field, Vermilion Parish, La_...| 19.05¢. 
et al. 


G-18053 7 McDermott and Company, Inc., | Vacherie Field, St. James Parish, La._..| 23.05¢. 


G-17563 | Austral Oil Company, Inc Sorrento Field, Ascension Parish, La....| 23.55¢. 
G-17635 | Trice Production Company et al Bancket Field, Vermilion Parish, La_...| 19.05¢. 
G-17772 | Humble Oil and Refining Company -....| Sorrento Field, Ascension Parish, La....| 23.55¢. 
G-17775 | Hurley Oil and Gas Company et al Vacherie Field, St. James Parish, La. 

G-17779 | Texaco Seaboard, Inc Bancker Field, Vermilion Parish, La--._- 
G-17931 | Plymouth Oil Company ef al____.__- Cooke Field, La Salle County, Tex 

G-17977 | Paul F. Barnhart Thibodeaux Field, Lafourche Parish, La. 
G-18058 | K & H Operating Company, Operator..| Raceland Field, Lafourche Parish, La-.. 
G-18131 | George R. Brown et al Sorrento Field, Ascension Parish, La__-- 
G-18334 | Shell Oil Company oe Bay Field Terrebonne Parish, 


a. 
G-18402 | Shell Oil Company Humphrey and South Humphrey 
Fields, Terrebonne Parish, La. 
G-18369 | Zapata Offshore Co Block 86, Offshore Vermilion Parish, La_ 
G-18397 | Jupiter Oils, Inc., et al Mula Pasture, McMullen County, Tex. 
G-18484 | Pan American Petroleum Corporation..| Stuart City, La Salle County, Tex 
G-18596 | Hunt Oil Company-_-.____- Thibodeaux Field, Lafourche Parish, La_ 
G-18680 | Roy M. Huffington... _. — ete Conte City, Vermilion 
ounty, La. 
G-18682 | Sutton Producing Company, Operator, | West Washburn Field, and Stuart City, 
et al Area, La Salle County, Tex. 


G-18939 Super Well Development Corporation..| Stuart City Gas, La Salle County, Tex-- 
CP60-6 | Tennessee Gas Transmission Company.| Offshore Vermilion Parish, La 





1 At 15.025 psia except as noted. 

At 14.65 psia. 

3 At 14.65 psia. 

Each of the above applicants has been granted a temporary certificate. All 
of the above dockets were consolidated and hearings commenced on May 2, 1960, 
and terminated June 20,-1960. After an order denying omission of the inter- 
mediate decision procedure, we denied reconsideration on July 18, 1960, and di- 
rected the presiding examiner to decide the issue of Transco’s gas supply and 
deliverability. The examiner issued his decision on August 5, 1960, and on 
August 24, 1960, we granted a motion by Transco to waive a further inter- 
mediate decision. 
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In his decision, the examiner considered the evidence presented by Transco 
and the staff, and the contentions made by the staff and the coal interveners? 
and concluded that Transco had adequately proved its reserves and 12-year 
deliverability. It was his opinion that the staff and the coal interveners had 
not presented sufficient expert evidence to disprove Transco’s case. 

The coal interveners and the staff filed exceptions. On the basis of the 
exceptions, as well as the examiner’s decision and the record by order of 
August 26, 1960, we found that the evidence was inadequate to justify the 
certification of the proposed facilities and remanded the proceedings for the 
purpose of a joint study by Transco and our staff of Transco’s over-all gas 
supply. In reaching this conclusion, we found that a number of the sources 
relied upon by Transco were open to very substantial doubts and the loss of any 
source would leave Transco with less than the required reserves. We found 
that (1) 234,126 Mmef of the gas reserves were uncommitted by the producer 
applicants as these reserves were involved in Docket No. G—16603, which is 
still before us on rehearing as to whether a price condition should be attached; * 
(2) 292,835 Mmef of the gas reserves had not been flow-tested; and (3) Transco 
proposed to purchase larger volumes of gas from certain fields in the later years 
of their life although this would require additional drilling upon agreement with 
Union Oil Company of California. 

At the remanded hearing held April 10, 1961, it was shown that Transco had 
engaged in a joint study of its reserves with our staff to determine the avail- 
ability of gas to Transco in support of its proposals. In general, all available 
pressure, gas and liquid production core analysis, testing and completion data 
were studied on a well-by-well basis. As a result of this study, the reserve esti- 
mates made by Transco were revised by certain additions and reductions so that 
the amount became 8,114,108 Mmcf as of January 1, 1961. While there was not 
complete agreement between Transco and the staff with respect to certain fields, 
the quantity of gas in this category is negligible. Including the non-flow tested 
reserves and the Docket No. G—16603 reserves, both Transco and the staff are 
in agreement that deliverability would amount to approximately 14 years. If 
these reserves are excluded, Transco and the staff agree the deliverability be- 
comes approximately 12 years. Thus the staff concluded that Transco has 
available to it gas reserves which are reasonably adequate to meet the Docket 
No. G-20107 estimated requirements for a period of 12 to 14 years. These esti- 
mates eliminate Transco’s contested program of increased purchases in the latter 
part of the period. 

At the hearing no parties except the coal interveners showed any opposition to 
the results of these joint studies. The coal interveners questioned the recovery 
factor used in connection with the water drive reservoirs and in general con- 
tended that Transco’s gas supply was not reasonable and adequate, but did not 
have sufficient basis in the record to support their objections. The staff also 
questioned the recovery factor for the water drive wells but had no solution to 
the problem at this time. 

At the close of the hearing counsel for Transco related the company’s need to 
construct the proposed facilities during the 1961 season in order to meet the 
requirements of its customers in the fall. He thereupon moved that the inter- 
mediate decision procedure be waived with respect to the issues of gas supply and 
deliverability, and was joined in this motion by counsel for the various interven- 
ing customers of Transco. On April 20, 1961, we granted the motion to omit 
the intermediate decision procedure. 


2Fuels Research Council, Inc., National Coal Association, United Mine Workers of 
America, and Anthracite Institute. 
* As of the present date the producers have accepted the certificates granted in Docket 
No. G—16603, et al., notwithstanding the fact that the matter is before us on rehearing. 
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The case is now before us and on our part we are of the opinion that Transco, 
as a result of the careful joint study undertaken with the staff, has successfully 
sustained its application in these proceedings with respect to gas supplies. There 
was no dispute as to other aspects of Transco’s application and these may be 
disposed of briefly. 

Transco proposes to use its new facilities for the purpose of selling increased 
firm volumes of gas to 31 of its existing resale customers in the amount of 
114,753 Mcf per day at 14.73 psia. In support of this proposal, Transco sub- 
mitted figures for the last several years with respect to the volpme of gas used 
und the number of customers in the various categories, and showed correspond- 
ing figures for future years. Transco has properly shown the need for its 
proposed service. 

In this connection, Pennsylvania Gas and Water Company (Pennsylvania 
Gas) formerly Scranton-Spring Brook Water Service Company, as an intervener 
in this proceeding, requested a supply of 250 Mcf of gas per day to establish 
new service to three adjoining communities in Luzerne County, Pennsylvania. 
Since Transco is willing to supply this gas and Pennsylvania Gas has shown 
that its markets are adequate and that its project is economically feasible, we 
are of the opinion that Transco should be required to deliver this gas as 
requested. 

Transco, itself, has adequately supported the economic feasibility of its project. 
The total cost shown above of $54,557,708 is reasonable as compared with the 
costs of similar projects. Transco proposed to finance the project out of the 
proceeds of 5% percent First Mortgage bonds and 6 percent cumulative pre- 
ferred stock. It expects to earn just under 6 percent for the first three years 
of the proposed service. 

With respect to the producer applications consolidated with this proceeding, 
we note that seventeen of the applications involve sales from South Louisiana 
at prices ranging from 19.05 cents per Mcf to 23.55 cents per Mcf at 15.025 psia. 
Five of the applications involve sales from Texas Railroad District No. 1 at 
prices of 13.68225 cents per Mcf at 14.65 psia. All of these producers are deliver- 
ing gas to Transco under their temperary certificates. 

No question has been raised as to the five Texas applications which are under 
the ceiling for initial rates in Texas Railroad District No. 1 of 15.0 cents per 
Mcf at 14.65 psia as set forth in our Statement of General Policy No. 61-1, 
issued September 28, 1960. These rates are in line with other rates in the 
same area, and certificates should be issued for these sales. 

With respect to the 17 Louisiana applications, we note that objection has been 
made to these producer prices in the briefs, and prices equal to some of those 
involved here have been rejected on review.‘ The evidence submitted in support 
of the Louisiana producer prices varies greatly, including cost in some cases 
and field price in others. In view of the state of the record with respect to 
them and the need of Transco for immediate action on its certificate applica- 
tions, we shall defer granting permanent certificates to the Louisiana producers. 


The Commission further finds: 


(1) Transco, a Delaware corporation with its principal place of business in 
Houston, Texas, is a natural-gas company within the meaning of the Natural 
Gas Act, as the Commission has heretofore found. 

(2) Transco’s proposed facilities hereinabove referred to, and more fully 
described in its applications, will be used in the transportation and sale of 
natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and such facilities, together with the construction and operation thereof, 


* United Gas Improvement Co. Vv. F.P.C., 287 F. 2d 159 (CA10, January 23, 1961). 
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are subject to the requirements of subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Transco’s proposed sales of natural gas hereinabove referred to, and more 
fully described in its applications, will be made in interstate commerce for 
resale for ultimate public consumption, subject to the jurisdiction of the Com- 
mission, and such sales are subject to the requirements of subsections (c) and 
(e) of Section 7 of the Natural Gas Act. 

(4) Subject to the requirements of our order herein and the conditions of 
the certificate herein issued, Transco is able and willing properly to do the acts 
and to perform the services proposed and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 

(5) The construction and operation of the facilities proposed by Transco, 
and the sales of natural gas proposed by it are required by the public con- 
venience and necessity, and a certificate should be issued to Transco as herein- 
after ordered and conditioned. 

(6) The conditions attached to the certificate herein issued to Transco are 
required by the public convenience and necessity. 

(7) Plymouth Oil Company, et al., in Docket No. G-17931, Jupiter Oils, Inc., 
et al., in Docket No. G—18397, Pan American Petroleum Corporation in Docket 
No. G—18484, Sutton Producing Co., Operator, et al., in Docket No. G—18682, and 
Superwell Development Corporation in Docket No. G—18939, producer applicants 
herein, selling gas from reserves in Texas, are or upon initiation of the proposed 
sales to Transco will be engaged in the sale of natural gas in interstate commerce 
for resale for ultimate public consumption, subject to the jurisdiction of the Com- 
mission, and are or will be natural-gas companies within the meaning of the 
Natural Gas Act. 

(8) The sales of natural gas proposed by each of the producer applicants 
listed in (7) above, as more fully described in their applications, are subject to 
the jurisdiction of the Commission, and such sales, together with the construc- 
tion and operation of any facilities subject to the jurisdiction of the Commission 
necessary therefor, are subject to the requirements of subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 

(9) Each of the producer applicants listed in (7) above, is able and willing 
properly to do the acts and to perform the services proposed and to conform 
to the provisions of the Natural Gas Act and the requirements, rules and regula- 
tions thereunder. 

(10) The sales proposed by each of the producer applicants listed in (7) 
above, together with the construction and operation of any facilities subject to 
the jurisdiction of the Commission necessary therefor, are required by the public 
convenience and necessity, and certificates should be issued to each of them as 
hereinafter ordered and conditioned. 

(11) It is necessary and appropriate that decision on the applications of the 
remaining producer applicants listed in this order, selling gas from reserves in 
South Louisiana, be deferred. 

(12) Pennsylvania Gas is a gas distribution company engaged in the local 
distribution of gas in the State of Pennsylvania. 

(18) It is necessary and desirable in the public interest that the Commission 
by order direct Transco to establish an additional physical connection of its 
transportation facilities with the facilities proposed to be constructed and oper- 
ated by Pennsylvania Gas and to sell and deliver to Pennsylvania Gas volumes 


of natural gas up to 250 Mcf per day, for distribution and resale in Luzerne 
County, Pennsylvania. 
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(14) The requirement that Transco serve Pennsylvania Gas, as hereinafter 
ordered, will not place an undue burden upon Transco nor require it to enlarge 


its transportation facilities nor impair its ability to render adequate service to 
its customers. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Transco, upon the conditions hereinafter set forth, for the construction and 
operation of the facilities, and for the sale of natural gas proposed, as more fully 
described hereinabove and in the company’s application in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c), 
and (e) of Section 157.20 of the Commission’s regulations under the Natural 
Gas Act shall attach to the certificate issued Transco. The time within which 
Transco’s facilities shall be constructed and placed in actual operation is hereby 
fixed at 6 months from the date of issuance of this order. 

(C) Certificates of public convenience and necessity are hereby issued to the 
producer applicants listed in (7) above, authorizing their sales of natural gas 
in interstate commerce for resale, as described hereinabove and more fully set 
forth in their applications in this proceeding, together with the construction and 
operation of any facilities subject to the jurisdiction of the Commission neces- 
sary therefor. 

(D) The certificates issued to producer applicants hereinabove are not trans- 
ferrable and shall be effective only so long as each of said applicants continues 
the acts or operations hereby authorized in accordance with the provisions of 
the Natural Gas Act, and the applicable rules, regulations and orders of the 
Commission. 

(E) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act, or of Part 154 of the 
Commission’s regulations under the Natural Gas Act requiring the filing of rate 
schedules for the service herein authorized; and is without prejudice to any 
findings or orders which have been or may hereafter be made by the Commission 
in any proceeding now pending or hereafter instituted against the applicants. 
Further, the action taken in this proceeding shall not foreclose or prejudice any 
future proceedings or objection relating to the operation of any price or related 
provision in the gas purchase contracts here involved. 

(F) Transco is hereby directed to establish an additional physical connection 
between its transportation facilities and the facilities proposed to be constructed 
by Pennsylvania Gas and to sell and deliver to Pennsylvania Gas natural gas in 
volumes up to 250 Mcf per day for distribution and resale in Luzerne County, 
Pennsylvania. 

(G) Transco shall report to the Commission in writing and under oath the 
date of commencement of service to Pennsylvania Gas. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


BERT FIELDS, ET AL., DOCKET NOS. G—-13408, G—13423, G-16666, G—19738 
- AND RI61-247 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued May 18, 1961) 


On April 17, 1961, Bert Fields, et al., (Fields), tendered an offer of settlement 
involving the increased rates as detailed on following page. 
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Rate schedule Increased 


rate—¢/Mcf 


Date effective 
subject to 
refun 


Pressure 


base—psia Producing area 








Dia tote | 13.8456¢.......-..- | 15.025 | April 1, 1958 








Caddo Parish, 
ORE s: G-16666 | 14.0507¢._.......-- | 15.025 | April 1, 1959 La., (Northern 
See | G-19738 | 14.2558¢..._....-_- 15.025 | April 1.1960! || Louisiana). 
oi ie eecaetinictes RI61- ye 15. 025 0) 

247. 
Os cic cccintjuaseceraces G-13403 | DS a cpesentindt 14.65 | April 1, 1958 |) Harrison County, 
SN a cepeiitidcns site Aaaemaetcs rr a las 14.65 | April 1, 1959 Tex. (Railroad 
OW) oc hee G-197: RE a re 14.65 | April 1, 1960! Commission, 
ici ikicdineeiinndbinlitasiied | 6 () District No. 6). 
| 





1 To be superseded 
2 Suspended until Apr. 26, 1961 but not placed in effect subject to refund. 

The offer proposes that the rates of 14.057¢ per Mcf filed as Supp. No. 4 
to Rate Schedule No. 8, and 14.6¢ per Mcf, filed as Supplement No. 5 to Rate 
Schedule No. 9, be continued in effect without being subject to refund, as the 
settlement rates, that the amounts collected under both Rate Schedules in 
Docket No. G—19738 in excess of the proposed settlement rates be refunded, and 
that the proceedings in all of the above-designated Docket Nos. be terminated. 
It also provides for the elimination of the favored-nation provisions in the sub- 
ject contracts and for inclusion in the rate schedules of three 1.0256¢ per Mcf 
and 1.0¢ per Mcf escalations above the respective settlement rates of 14.0507¢ 
per Mcf and 14.6¢ per Mcf occurring at five-year intervals beginning Nov. 1, 1963. 
Rate Schedule No. 8 provides for 1.75¢ per Mcf severance tax reimbursement 
in addition to the proposed 14.0507¢ per Mcf settlement rate. However, Rate 
Sched. 9 provides only for reimbursement of any increase above the present 7 
percent Texas State production tax level. The tax provisions of the rate 
schedules are to remain unchanged. 

In support of their Offer of Settlement, Fields state, inter alia, that they are 
now entitled, under the contracts to receive rates as indicated above for all 
gas sold under Rate Schedule Nos. 8 and 9; that the favored-nation clauses were 
an important element of consideration required by Fields for the long-term com- 
mitment of their gas reserves to the performance of the subject contracts; that 
these clauses provided Fields with the means of protecting themselves against 
inflation and insured them of receiving a price approximating the current value 
of their gas during the term of the said contracts. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the Offer is accepted by the Commission, to make the contract 
changes or amendments provided for in the Offer. No one has objected to the 
Offer of Settlement. 

In the judgment of the Commission, settlement of this case in accordance 
with the Offer of Settlement is desirable in the public interest and appropriate 
to carry out the provisions of the Act. The proposed Offer of Settlement would 
be beneficial to the public and advantageous to all concerned, by relieving the 
Commission, the producers, and Texas Eastern, as well as customer companies, 
of the time and expense which might be necessary to the conduct of formal hear- 
ings in such rate cases as might otherwise arise under these favored-nation 
clauses. The resulting stability in gas costs would be welcome to all segments 
of the natural-gas industry. Furthermore, freeing the Commission from the need 
of considering such proposed increases would enable it to concentrate its ef- 
forts on other rate cases and other matters having possibly more serious con- 
sequences for the public and the consumer. 

However, it should be made clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Fields under the fixed escalation provisions or otherwise. 
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The Commission finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Fields with 
the Commission on April 17, 1961, and in the Appendices to this order, is in the 
public interest and appropriate to carry out the provisions of the Natural Gas 
Act and should be approved by the Commission and made effective as here- 
inafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Fields on April 17, 
1961, is hereby approved in accordance with the provisions of this order. 

(B) Fields shall execute with Texas Eastern and shall file within 30 days from 
the date of issuance of this order, amendments to these parties’ Gas Purchase 
Contracts dated February 28, 1956, and July 16, 1956, filed with the Commission 
as Fields’ FPC Gas Rate Schedule Nos. 8 and 9, in accordance with Appendices 
A and B attached hereto.* 

(C) Fields shall, within 30 days from the date of issuance of this order, re- 
fund the amounts collected in Docket No. G—19738 in excess of the settlement 
rates together with interest computed at the rate of 7 percent per annum and 
shall, within 45 days, submit a report to the Secretary of the Commission con- 
taining details of such refund and an appropriate release from Texas Eastern. 

(D) In the event Fields makes satisfactory filings in accordance with para- 
graphs (B) and (C) above, the proceedings in Docket Nos. G—13403, G—13423, 
G-16666, G-19738 and RI61-247 are hereby terminated. The supplements in- 
volved in Docket Nos. G-19738 and RI61-247 are considered to be superseded, 
and Fields are hereby relieved of refunding obligations except as noted above, 
with respect to such proceedings. 


(E) The acceptance of this Offer is without prejudice to any findings or de- 
terminations that may be made in any proceeding now pending or hereinafter 
instituted by or against Fields. 


EXHIBIT C 


COMPARATIVE STATEMENT OF REVENUES, GREENWOOD-WASKOM FELD 


Last approved} Proposed rate, 
MCFG Rate, Mar. 1, | Mar. 1, 1961 to 
15.025# 1960, to Mar1,| Mar. 1, 1962, 
1961, 13.6405¢ 14.0507¢ 


PP 
me 
BESS 
ane 


B | prop pegogm oom 
& | SSE8eeRs 


*Omitted in printing. 
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EXHIBIT D 


COMPARATIVE STATEMENT OF REVENUES, WASKOM FIELD 





Last approved | Proposed rate, 
MCF @ rate, March 1, | March 1, 1961 





Month 14.65# 1960 to March | to March 1, 
1, 1961, 1962, 14.6¢ 
13.509475¢ 
81, 257 $10, 977 $11, 864 
85, 082 11, 494 12, 422 
94, 411 12, 754 13, 784 
93, 394 12, 617 13, 636 
94, 107 12, 713 13, 740 
93, 029 12, 568 13, 582 
90, 568 12, 235 13, 223 
93, 685 12, 656 13, 678 
81, 133 10, 961 11, 845 
42, 984 5, 807 6, 276 
60, 804 8, 214 8, 877 
50, 774 6, 859 7, 413 
961, 228 129, 855 140, 340 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


INTERSTATE POWER COMPANY, DOCKET NO. E-6985 


SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE OF FIRST MORTGAGE BONDS AND 
COMMON STOCK 


(Issued May 18, 1961) 


By order issued May 2, 1961, supra p. 889, in the above-entitled matter, the 
Commission authorized Interstate Power Company (Applicant) to issue and 
sell at competitive bidding $9,000,000, principal amount of First Mortgage Bonds 
and to issue and sell 223,833 shares of Common Stock, par value $3.50 per share, 
subject to the provisions, among others set forth in Paragraph (B) of that 
order, as follows: 

(B) The proposed issuance and sale of Bonds at competitive bidding 
and the proposed issuance and sale of Common Stock in the manner set 
forth in the application shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k)(3) of the Commission’s Regulations under the 
Federal Power Act relating to compliance with competitive bidding require- 
ments, and Section 34.2(k) (4) of those Regulations relating to affiliation, 
and shall have either filed such amendments or shall have mailed them and 
advised the Commission by telephone and telegraph, as contemplated in 
Section 34.9 of the Regulations. 

(ii) The Commission by further order, shall have approved the price to 
be received by Applicant for the proposed issuance of Bonds and the interest 
rate thereof, the price per share to be received by Applicant for the Common 
Stock, and the amount of any compensation for underwriters to be paid 
by Applicant in connection with the Common Stock. 

Applicant, on May 18, 1961, filed an amendment, pursuant to the requirements 
of the aforementioned Commission order, in which it states, among other things, 
(1) that it proposes to accept, as representing the lowest annual cost of money 
to it, the joint bid of Merrill Lynch, Pierce, Fenner & Smith and Kidder, Pea- 
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body & Co., to purchase the proposed issuance of $9,000,000, principal amount 
ef Bonds, at the price of 100.2899% of principal amount, with an interest rate 
cf 4%% per annum; and, (2) that it proposes to accept, as representing the 
lowest commitment fee, the bid of Kidder, Peabody & Co. to receive $15,999.00, 
aggregate amount of compensation for commitment to purchase the Common 
Stock unsubscribed for by stockholders. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements contained 
in Paragraph (B) of the Commission’s order issued May 2, 1961 in the above- 
entitled docket; and under the respective bids it proposes to accept the issuance 
of Bonds and Common Stock, (a) the price to be received by Applicant for 
the Bonds and the interest rate thereof are reasonable; and, (b) the price per 
share to be received by Applicant for the Common Stock is reasonable, and the 
compensation to be paid to the underwriter under the bid Applicant proposes 
to accept for underwriting the proposed issuance of Common Stock is reasonable. 

(2) The proposed issuances and sales of Bonds and Common Stock, as here- 
inafter authorized, will be for a lawful object, within the corporate purposes 
of Applicant and compatible with the public interest, which is appropriate for 
and consistent with the proper performance of service by Applicant as a public 
utility and which will not impair its ability to perform that service, and is 
reasonably appropriate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof, and the price per share to be received by Applicant for the 
proposed issuance of Common Stock and the compensation to be paid to the 
underwriter for underwriting the issuance of that Common Stock, under the 
respective bids referred to above, are approved as reasonable. 

(B) The proposed issuances and sales of Bonds and Common Stock referred 
to above, upon the terms and conditions, and for the purposes specified in the 
application, as supplemented by the amendment referred to above, are hereby 
authorized, subject only to the provisions of Paragraphs (C), (D) and (E) of 
the Commission’s order issued May 2, 1961, in the above docket. 


CITY OF RED BUD, ILLINOIS, DOCKET NO. G—16504 


ORDER ADOPTING IN PART EXAMINER’S DECISION DIRECTING PHYSICAL CONNECTION OF 
FACILITIES AND SALE OF NATURAL GAS 


(Issued May 18, 1961) * 
Syllabus 


Commission directs Mississippi River, under Section 7(a) of the Natural Gas 
Act, to establish and maintain physical connection of its tranportation facilities 
with proposed facilities of City of Red Bud, Illinois; and to deliver and sell 
natural gas to Red Bud. ‘PP. 989. 

Alfred D. Reiss and Eugene H. Widman for City of Red Bud, Illinois. 

William A. Dougherty, Spencer W. Reeder, Richmond C. Coburn and Cleon 
Burt for Mississippi River Fuel Corporation. 

Robert L. Russell, W. Russell Gorman, Robert W. Perdue and Cyril S. Wofsy 
for the Staff of the Federal Power Commission. 


*Initial decision appears on page 990. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 

The City of Red Bud (Red Bud), Illinois, which is located in Randolf County, 
approximately 38 miles southeast of St. Louis, Missouri, filed an application on 
October 6, 1958, as supplemented on November 19, 1958 and January 8, 1959, 
for an order of the Commission pursuant to Section 7(a) of the Natural Gas 
Act (Act) directing Mississippi River Fuel Corporation (Mississippi) to estab- 
lish a physical connection of its main transmission line with a municipal system 
to be constructed, owned and operated by Red Bud and to deliver and sell to Red 
Bud its natural gas requirements estimated to be 480 Mcf per day in the first 
year, 640.9 Mcf in the third, and 864.2 Mcf in the fifth year. By orders issued 
April 27 and May 21, 1959 (21 FPC 701), Red Bud’s application was consoli- 
dated with four other Section 7(a) applications and with the proceeding in 
Docket No. G-—17832 involving a complaint filed by Laclede Gas Company 
against Mississippi.. Upon consideration of the entire record made in the con- 
solidated proceeding the examiner considered separately and on July 25, 1960, 
granted the order sought by Red Bud after finding that the proposed service is 
necessary and desirable in the public interest. In the light of the facts and 
circumstances of this case, Red Bud’s application should be severed from the 
consolidated proceeding and disposed of separately. While we agree with the 
examiner’s conclusion that service to Red Bud is justified, we are unable to 
adopt all his reasoning. Accordingly, we shall adopt his decision but only to the 
extent set forth below. 

This case comes before the Commission on exceptions filed to the presiding 
examiner’s decision with respect to Red Bud’s requested authorization. These 
exceptions primarily are centered around the question of the adequacy of Missis- 
sippi’s supply of natural gas available for delivery and sale to the various appli- 
cants, including Red Bud, in the consolidated proceeding. Mississippi contends 
that its supplies of natural gas are not adequate to meet the initial and increased 
stated demands of the various applicants without placing an undue burden upon 
Mississippi and without impairing its ability to render adequate service to its 
existing customers. Pointing to the very small quantity of gas to be made avail- 
able to Red Bud, Mississippi states that it would not contest the examiner’s order 
to supply and service Red Bud if the examiner had limited his decision to the 
essential findings respecting Red Bud’s application. However, Mississippi con- 
tends it must except thereto, since much of the reasoning and many of the prin- 
ciples of law set forth in the examiner’s decision, if applied to its large volume 
customers, would adversely affect the rights of many of its existing customers 
and would result in an impairment of service to them. 

It appears there will be no objections to an order requiring Mississippi to 
supply the modest requirements of Red Bud. Since the facts disclose that the 
requirements of Section 7(a) of the Act under which Red Bud seeks service from 
Mississippi are met, it is not necessary that we rely upon or consider the discus- 
sion and rationale respecting gas supply and related matters excepted to by 
Mississippi on which the presiding examiner based his grant of Red Bud’s 
authorization. Likewise, we need not consider the exceptions and disputed issues 
at this time. 


1Two Section 7(a) applications sought initial service, viz., Red Bud and Natural Gas 
Improvement District No. 2 of Ashley County, Arkansas, the latter in Docket No. G—-17942 
being unopposed was severed from the other proceedings and granted. (22 FPC 1039). 
The other three Section 7(a) applicants, viz., Illinois Power Company, St. Charles Gas 
Corporation and MidSouth Gas Company, existing customers of Mississippi, seek increased 
stated demands. 

2 Exceptions were filed by Illinois Power Company, Mississippi, Laclede Gas Co., and a 
group of industries which are directly served by Mississippi. Oral argument was requested 
by Mississippi and the industrial interveners. 
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With respect to the requirements of Section 7(a) of the Act, the evidence 
adduced by the applicant, Red Bud, sufficiently supports the conclusion that 
there is a public need for, and a public benefit to be derived from, natural gas 
service in Red Bud; that the proposed project can be adequately financed ; that 
it is economically feasible and that it will not require enlargement of Missis- 
sippi’s transportation facilities. The volume of gas sought by Red Bud is so 
small in relation to Mississippi’s total sales that it reasonably appears that the 
granting of this application would not impair Mississippi's ability to render ade- 
quate service to its customers. 


The Commission finds: 


(1) It is appropriate in the public interest and consistent with the orderly 
administration of the Natural Gas Act that the Section 7(a) application filed 
by the City of Red Bud, Illinois, be severed from the proceedings consolidated 
by Commission orders of April 27 and May 21, 1959. 

(2) Mississippi River Fuel Corporation, a Delaware corporation having its 
principal place of business in St. Louis, Missouri, is a “natural gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of March 1, 1944, Docket No. G-291, (4 FPC 535). 

(3) Applicant, City of Red Bud, Illinois, is a municipality in the State of 
Illinois and is legally authorized to engage in the local distribution of natural 
gas to the public. 

(4) It is necessary and desirable in the public interest that the Commission 
by order direct Mississippi to establish physical connection of its natural gas 
transmission facilities with the lateral pipeline proposed to be constructed by 
the City of Red Bud, and direct the sale and delivery by Mississippi in accord- 
ance with its presently filed tariff, or as such tariff may hereafter legally be 
changed, and an executed service agreement thereunder, a maximum daily vol- 
ume of 640.9 Mcf per day, the estimated requirements for the third year of oper- 
ation of the City of Red Bud’s system, as set forth in Paragraph (C) of the 
order. 

(5) The ability of Mississippi River Fuel Corporation to render adequate 
service to its customers will not be impaired and no undue burden will be placed 
upon it by reason of the requirement that it sell the above-designated volumes 
of natural gas to the City of Red Bud, Illinois, nor will it be compelled to en- 
large its transportation facilities. 

(6) The City of Red Bud’s proposed natural gas system is financible, eco- 
nomically feasible, and necessary and desirable in the public interest. 


The Commission orders: 


(A) The application filed by the City of Red Bud, Illinois, which has hereto- 
fore been consolidated with the applications of MidSouth Gas Company, Docket 
No. G—17567; Illinois Power Company, Docket No. G—17984; St. Charles Gas 
Corporation, Docket No. G-18405; and the complaint filed by Laclede Gas Com- 
pany, Docket No, G—17832, is hereby severed therefrom. 

(B) The decision of the presiding examiner issued July 25, 1960, is hereby 
adopted except to the extent hereinabove set forth. 

(C) Mississippi River Fuel Corporation be and it is hereby directed to estab- 
lish and maintain physical interconnection of its transportation facilities with 
the proposed facilities to be constructed by the City of Red Bud, Illinois for the 
purpose of supplying gas in Red Bud; and to deliver and sell to Red Bud, in ac- 
cordance with the application filed herein, a maximum daily volume of 430 Mcf 
during the first year of operation, such maximum volume to be increased to 640.9 
Mef per day during either the second or third year of operation upon notification 
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by the City of Red Bud to Mississippi and the Commission that it is ready to 
receive the increased volumes. 

(D) The City of Red Bud, Illinois, shall be prepared to receive service from 
Mississippi River Fuel Corporation as directed herein within one year from the 
date of issuance of this order. 

(E) Mississippi River Fuel Corporation shall report to the Commission, in 
writing and under oath, the date of commencement of service to the City of Red 
Bud within thirty days after such commencement. 

(F) Mississippi River Fuel Corporation, pursuant to the provisions of the 
Commission’s Regulations, shall file an executed service agreement covering the 
service provided for in Paragraph (C) hereof. 
(G) The requests for oral argument are denied. 


DECISION 


UPON APPLICATION FILED PURSUANT TO SECTION 





7(a) OF THE NATURAL GAS ACT 








(Issued July 25, 1960) 


Hai, Presiding Examiner: This decision disposes of the application filed 
by the City of Red Bud, Illinois (Red Bud) on October 6, 1958, as supplemented 
on November 19, 1958 and January 8, 1959, seeking an order pursuant to Section 
7(a) of the Natural Gas Act (Act) directing Mississippi River Fuel Corporation 
(Mississippi) to establish a physical connection of its transmission main with 
the municipal system to be constructed, owned and operated by Red Bud, and 
to deliver and sell to Red Bud its modest natural gas requirements estimated 
to be 430 Mcf per day in the first year, 640.9 Mcf per day in the second, and 
864 Mcf per day in the fifth year. 

Red Bud is a municipality which owns a water system, sanitary sewer system 
and a power plant which is or will be in part a dual fuel plant. It is located 
in the southwest part of the State of Illinois approximately 38 miles southeast 
of the City of St. Louis and is in some ways considered a suburban area. As 
of 1957 it had an estimated population of 2,000. It has several industries within 
its boundaries, the largest being the plant of American Furnace Company. It 
also has a new 100-bed hospital, a high school and three elementary schools. 

The City is legally authorized to construct, own and operate a natural gas 
system and to engage in the local distribution of natural gas to the public. 
It has completed and complied with all the necessary requirements and arrange- 
ments for such construction, operation and distribution except for a gas supply 
from Mississippi which is the authorization sought herein. 

Red Bud’s application is the only application filed during 1958 which re- 
mained undisposed of among several similar applications of neighboring cities 
and villages, all of which were granted by the Commission’s order of February 
6, 1959 (21 FPC 190). 

By orders issued April 27 and May 21, 1959 (21 FPC 701), Red Bud’s appli- 
cation was consolidated with four other Section 7(a) applications and with 
the proceedings in Docket No. G-—17832 involving a complaint filed by Laclede 
Gas Company against Mississippi. The hearing in the consolidated proceedings 
was held from June 30 to July 17 and from October 6 to 14, 1959. 

Two of the 7(a) applications involved in the consolidated proceeding, namely, 
Red Bud’s application and the one filed by Natural Gas Improvement District 
No. 2 of Ashley County, Arkansas (District) in Docket No. G—17942, seek initial 
service from Mississippi.’ District’s unopposed application was severed from 





2The other three 7(a) applicants, namely, Illinois Power Company, St. Charles Gas 
Corporation and MidSouth Gas Company, existing customers of Mississippi, seek increased 
stated demands (equivalent to contract demands). 
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the other proceedings and granted (22 FPC 1039). As stated above, this opinion 
disposes of Red Bud’s application, such disposition being based upon a con- 
sideration of the entire record made in the consolidated proceedings. From 
such consideration the Examiner has determined that to require Mississippi to 
supply Red Bud’s natural gas requirements is necessary and desirable in the 
public interest; will not require enlargement of Mississippi's transportation 
facilities; will not place any undue burden upon Mississippi; and will not im- 
pair Mississippi’s ability to render adequate service to its customers. Accord- 
ingly, regardless of whether Red Bud’s application is considered separately or 
in connection with the remaining applications involved in the consolidated pro- 
ceedings, and irrespective of the disposition to be made of the other applications, 
Red Bud’s application, so far as the Examiner is concerned, will be granted. 
Should the Commission desire to separately consider and dispose of Red Bud’s 
application, the issuance of this decision will enable it to do so. 

In considering Red Bud’s application for initial service it should be under- 
stood that there is no justification for Mississippi being permitted to meet all 
of the demands of all existing and potential customers in areas presently served 
before it is required to connect new communities in the territory where its certifi- 
eated lines run. As the Court said in Mamnfacturers Light & Heat Co. v. 
F.P.C., 206 F. 2d 404, 408-409 : 

The petitioners assert that the Commission may not direct them to serve 
any new customers so long as Columbia’s gas supply situation leaves doubt- 
ful its ability to deliver to all of its customers not only the full volumes 
which they now desire but also those which they may desire in the future. 
Their premise is that they cannot be forced to deliver natural gas to new 
markets when the areas which they now serve are not fully satisfied. Peti- 
tioners contend that Congress, in using in the proviso in Section 7(a) the 
phrase “adequate service to its customers”, intended that a gas company 
must be permitted to serve the full requirements of the communities it is 
presently serving before being required to serve customers in other com- 
munities. We cannot agree that this is the intent of the Act. The peti- 
tioners cite United Fuel Gas Co. v. R.R. Comm., 1929, 278 U.S. 300, 49 S. Ct. 
150, 73 L. Ed. 390, for the proposition that the basic duty of a public utility 
is to serve the requirements of customers in the communities it is under- 
taking to serve, whether the customers have already been attached or are 
applying for service. However, in that case the Supreme Court also said 
278 U.S. at page 309, 49 S. Ct. at page 152: 

The primary duty of a public utility is to serve on reasonable terms all 

those who desire the service it renders. This duty does not permit it to 
pick and choose and to serve only those portions of the territory which it 
finds most profitable, leaving the remainder to get along without the service 
which it alone is in a position to give. 
Under section 7(a) of the Natural Gas Act this primary duty extends also 
to those situated in “communities immediately adjacent to such facilities”, 
such as the applicants here. Moreover the proviso of Section 7(a) refers 
to present customers net to future customers or to communities, The peti- 
tioners’ contention in this regard is accordingly without merit. 

It may be stated in passing that Mississippi has not hesitated in the past to 
determine for itself to add new and increased industrial markets when the 
markets of some of its utility customers were far from saturated. 


Red Bud’s Proposed System and Requirements 


Red Bud’s proposed system consists of a distribution system adequate to serve 
all present and foreseeable future customers in the City and a 4inch lateral 
693-4 89—_64——_ 65 
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line extending from the distribution system to Mississippi’s transmission line, 
a distance of approximately seven miles. The estimated cost of this system is 
$350,000. The financing of the system is to be by the issuance of Revenue Bonds 
bearing interest not to exceed 5 percent per annum, such financing having al- 
ready been authorized by special election. The bonds are to be amortized over 
a twenty-five year period solely from the revenues of the proposed natural gas 
system. 

As hereinabove indicated, it is estimated that Red Bud’s natural gas require- 
ments will be 430 Mcf on the first year peak day, 640.9 Mcf on the third year 
peak day and 864.2 Mcf on the fifth year peak day. Its sales in the first year are 
estimated to be 90,351 Mcf, increasing to 148,310 Mcf in the fifth year. It is also 
estimnated that a total of 367 customers will be served in the first year and that 
this number will increase to 540 in the fifth year. 


Authority of Commission Under Section 7(a) 


Section 7(a) confers jurisdiction upon the Commission to require extensions 
of service to communities immediately adjacent to a pipeline’s transportation 
facilities, whenever the Commission finds that such action will place no undue 
burden upon the company. It further provides: 

That the Commission shall have no authority to compel the enlargement 
of transportation facilities for such purposes, or to compel such natural- 
gas company to establish physical connection or sell natural gas when to 
do so would impair its ability to render adequate service to its customers. 

“Adequate service” in the light of the circumstances and facts in this pro- 
ceeding connotes the ability of Mississippi to satisfy the requirements of its 
utility customers every day throughout the year. It further connotes the ability 
of Mississippi to satisfy the requirements of all existing customers and those 
authorized by the Commission to be added throughout the year, except, if nec- 
essary, during peak periods. Deficiencies which may occur, if any, are to be 
met by industrial curtailment, which is the usual and normal practice in the 
industry, as explained in the Manufacturers Light € Heat Company case, supra: 

* * * The Commission’s findings that no undue burden will be placed upon 
petitioners by rendering the required service and that no enlargement of 
facilities will result thereby are not disputed. The petitioners’ attack is 
centered upon the Commission’s determination that the sale of 1,719 Mcf 
per day of natural gas to the applicants will not result in the impairment 
of petitioners’ ability to render adequate service to their customers. The 
petitioners contend that the sale by them of some part, however small, of 
their supply of gas to new communities will, under existing conditions, im- 
pair to the extent of such sale their ability to serve their customers, since 
Columbia’s gas supply, which is already inadequate, would thereby be 
further reduced. In support of this proposition they assert that Columbia’s 
gas supply is deficient to meet the full requirements of its customers. 
What constitutes impairment of a natural-gas company’s ability to render 
adequate service to its customers is not defined in the Act. Congress, there- 
fore, committed to the Commission the determination, by application of its 
informed judgment upon the pertinent facts and circumstances presented 
by each case, whether such an impairment would result. Here the Com- 
mission has found that no such impairment will result from its order. 
We think that this finding has ample support in the record. The deficiencies 
which Columbia asserts result almost wholly from the fact that it does not 
have a sufficient supply of gas to fill all the demands of prospective con- 
sumers in the thickly populated and highly industrialized area which it 
serves. This is an existing condition which is not the result of the order 
here under attack and which will not be appreciably aggravated by it. For 
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the petitioners do not dispute the Commission’s finding that the volume of 
gas here involved is so small, when compared to Columbia’s or even the 
petitioners’ requirements, as to be negligible and without ascertainable effect 
on their ability to render service to their customers and that the delivery 
of this volume of gas would not cause any measurable or cognizable im- 
pairment thereof. 

The petitioners have not shown that the delivery of the volume of gas 
ealled for by the Commission’s order will alter their situation to any appre- 
ciable degree. Moreover the only actual deficiencies which the Columbia 
system has experienced in meeting the lawful demands of their customers 
have been on days of peak demand in extreme winter weather. The evidence 
indicates that on these days it is customary for Columbia to curtail deliv- 
eries to industrial consumers in order to assure the necessary gas for 
domestic and space heating purposes. If such industrial curtailments were 
not practiced it would be necessary to withhold service throughout the year 
from many consumers badly needing gas in order to have a sufficient supply 
of gas available to meet the entire demand for all domestic, space heating 
and industrial uses on the comparatively few coldest days of the winter 
when demand for gas is at the peak. We think it is not unreasonable for 
the Commission to conclude that such curtailed service to industrial con- 
sumers on the coldest days is “adequate service” within the meaning of 
Section 7(a). Accordingly we cannot say that the Commission erred in 
finding that the sale of gas required by its order would not result in an 
impairment of the ability of the petitioners to render adequate service to 
their customers, within the meaning of Section 7(a). 

Mississippi has two classes of customers: (1) utility distributing companies 
and (2) industrial customers. It recognizes that it is obligated to provide its 
utility customers with their stated demands. Therefore it contends that “there 
is no way in which more gas can be delivered to the utilities without taking it 
away from the industries,” all of which are interruptible customers which pay 
different rates for different classes of interruptible service. 

Mississippi’s attempt to equate “adequate service” as that term is used in 
Section 7(a) with the demands of its industrial customers rather than to the 
volumes it is contractually obligated to deliver to them is wholly without merit. 
The order herein does not take gas away from anyone. It permits the mainte- 
nance of adequate service to existing customers, and provides the additional 
service which has been shown to be necessary and desirable in the public inter- 
est. This is an exercise of the Commission’s prerogative under the Act to 
require service, making it impossible for Mississippi to veto the authority 
granted to the Commission. 


Capacity of Mississippi's System and Service Rendered by It to Its Industrial 
Customers 


Although each of Mississippi’s contracts with its industrial customers pro- 
vides for interrupting service to such customers, Mississippi nevertheless regards 
some of the industrials as firm customers, they being referred to in this proceed- 
ing as “firm-interruptible”’ customers. As explained by a witness for Mississippi: 

Q. Well, now, do you consider all your firm industrial customers to be 
“firm-interruptible”? 

A. When it is necessary to interrupt them, yes. We don’t plan it that way. 
* * We don’t want to curtail them. We oppose the 7(a)s because it creates 
a situation that leads to that curtailment. If we have to curtail them to 
meet the utility load we do. 
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Mississippi not only has “firm-interruptible” and what are said to be “true” 
interruptible direct sales, but it has in addition “top of the totem pole” inter- 
ruptible direct sales which are made to customers willing to pay 50 cents per 
Mcef for gas so that, should any curtailment occur, they will be the last curtailed. 
A witness for Mississippi testified : 

Tue Wirness: The 50 cents is interruptible gas. 

PRESIDING EXAMINER: Yes. But it is, as * * you agreed, at the top of the 
totem pole, so to speak. 

Tue Witness: Yes, that is right. 

The present provisions of Mississippi’s FPC Gas Tariff enable Mississippi to 
make available to its industrial customers all gas not taken by the utilities. 
Mississippi claims that the dependable capacity of its system is 524,000 Mcf over- 
all and 509,000 Mcf north of Crossett station, with 437,381 Mcf available to the 
St. Louis area. The Commission staff claims that the overall dependable sales 
capacity of the system is 534,000 Mcf. Laclede Gas Company and some of the 
interveners and 7(a) applicants in the consolidated proceeding claim that such 
capacity exceeds 540,000 Mcf, as demonstrated by past periods of actual opera- 
tion over short periods of time. But regardless of what the capacity of Missis- 
sippi’s system is, the important fact here is that only a part of that overall 
capacity, namely, 466,792 Mcf, is now made available to Mississippi’s utility 
customers and this in spite of the fact that Mississippi’s industrial customers 
are all interruptible customers. This means that Mississippi makes available 
to its industrial customers that part of the 466,792 not at times being utilized 
by the utility customers, plus the difference between the present stated demands 
and the total capacity of the system claimed by Mississippi to be 524,000 Mcf; 
by the staff to be 534,000 Mcf; and by others to exceed 540,000 Mcf. The indus- 
trial customers, therefore, take their total requirements up to the capacity of 
Mississippi’s system to deliver. That is to say, except as they may, or some of 
them may, at times be limited in their takes by the capacity of Mississippi’s sys- 
tem, the industrial customers take as much or as little gas as they need on any 
day, this being permitted by the lack of any contract minimum bill or overrun 
penalty. On the other hand, the utility customers not only pay a minimum bill 
but a substantial penalty for takes in excess of stated demand.? The heavy 
overrun penalty applicable to utility customers and the failure of the tariff to 
make provision, as is the case with respect to other suppliers, for the utility 
customers to share in excess gas available on Mississippi’s system, have the prac- 
tical effect of assuring the industrial customers that there is available for their 
use at all times all gas on Mississippi's system in excess of stated demands, as 
well as that part of the stated demands not taken by the utilities from time to 
time. The preference accorded Mississippi’s industrial customers and other as- 
pects of Mississippi’s tariff are in part the subject of the Examiner’s forthcoming 
decision disposing of the complaint filed by Laclede Gas Company and the remain- 
ing 7(a) applications filed by Mississippi’s utility customers and involved in the 
consolidated proceedings. 

On any day that Mississippi is unable to deliver to one of its “firm-interrupti- 
ble” customers all the gas it could have used on that day—regardless of its 
maximum contract volume—Mississippi considers that that customer has been 
“curtailed.” As a witness for Mississippi put it, “Curtailment to us means 
anything that is cut by our request below the volume that they would actually 


* Insofar as overruns are concerned, some economic penalty is normally necessary if the 
buyer overruns the contract quantity specified in the service agreement or tariff. However, 
if capacity and gas are available for an overrun without endangering the seller’s ability 
to fulfill its full contractual obligations to its other wholesale customers it would be 
appropriate that an overrun be authorized with no penalty. 
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need on the day that the curtailment takes place.” The instability of what 
Mississippi conceives to be requirements is strikingly illustrated by its continu- 
ally changing “requirements.” As counsel for Laclede Gas Company point out, 
Mississippi “has employed an ‘allocation’ system in apportioning firm industrial 
gas, which has permitted an industrial customer to increase its entitlement dur- 
ing peak periods simply by using more gas during off-peak periods, thereby build- 
ing up its quota or ‘credit’ in the preceding month * * *.” As they further 
point out, Mississippi 


* * * has been able to retain a continuing volume of industrial sales in 
the range of 50,000-60,000 Mcf without at any time subjecting new or in- 
creased industrial sales to the test of comparative need vis a vis utility 
requirements. This means that the utilities have had no opportunity to 
assert their requirements against a substantial part of MRF’s capacity. 
It may be that the new or increased industrial users could have established 
an overriding need for MRF’s excess capacity superior to the long unsatis- 
fied residential and commercial demand on MRF’s system, our point is 
that they were never required to do so. 


Thrown in with Mississippi’s argument is the contention that the Commission 
has no statutory jurisdiction over direct sales to industries. While it is true 
that the Commission’s jurisdiction does not extend to rates charged for direct 
sales made (Panhandle Eastern Pipe Line Co. v. P. S. C. of Indiana, 332 U. 8. 
507 ; City of Hastings, Nebraska v. F. P. C. 221 F. 2d 31, cert. den. 349 U. S. 920), 
its jurisdiction does extend to the transportation of gas for the direct sales ( Pan- 
handle Eastern Pipe Line Co. v. F. P. C., 232 F. 2d 467, cert. den., 352 U. S. 891). 
The fundamental distinction which the Act makes between resale and direct 
sales services does not, therefore, make the direct service immune from regu- 
lation, the intent of the statute being that each service is to be “regulated in a 
different manner and for different purposes” (Order issued June 13, 1960, South 
Georgia Natural Gas Co, Docket No. G—-17568., 23 FPC 795). There is, of course, 
no complaint in the consolidated proceeding of discrimination in the rates gov- 
erning sales to the two classes of customers. Rather, as counsel for Laclede 
Gas Company put it, the objection is “to the fact that excess gas service is sup- 
plied to the direct sale customers but not to the utilities, which may have a pref- 
erential right to it. Laclede complains, in other words, that MRF uses its trans- 
portation facilities in a discriminatory manner proscribed in Section 4(b)—not 
that it sells gas to one of two classes of customers at a discriminatory rate pre- 
scribed by Section 4(a).” 

The Examiner finds (1) that the public convenience and necessity requires 
that Mississippi should provide Red Bud a maximum daily volume of 430 Mcf of 
natural gas during the first year of operation of its system, such volume to be 
increased to 640.9 Mcf within the next two years whenever Mississippi is noti- 
fied by Red Bud that it is ready to receive the increased volume; and (2) that 
delivery of such volumes will not impair Mississippi's ability to render “adequate 
service” to its customers as that term is used in Section 7(a) of the Act. In 
fact the volumes are so infinitesimal when compared with Mississippi’s total 
sales as to have no calculable effect upon deliveries by Mississippi to its other 
customers. 


Mississippi's Claimed “Grandfather” Rights 


Mississippi contends, inter alia, that the “grandfather” clause contained in the 
proviso of Section 7(c) of the Act gave it the right to serve the industrial cus- 
tomers it was serving on February 7, 1942, untrammeled by Commission regula- 
tion: that the right so acquired enables it to serve today, without regulation; 
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a volume of gas equal to that which it sold on February 7, 1942, and that such 
volume may be sold to any industrial customer or customers of its choice along 
the route of its pipeline. 

Mississippi’s position with reference to its “grandfather” rights ignores the 
fact that Congress, in enacting the Act, embarked upon a program of regulation 
through Commission control of its operations. Mississippi’s plea for self-regula- 
tion as to all aspects of its industrial business is therefore wholly untenable. 
Moreover, no public utility may pick and choose customers it finds most profit- 
able without regard to the overall public interest (United Fuel Gas Co. v. Rail- 
road Commission of Kentucky, 278 U.S. 300, 309; Manufacturers Light & Heat 
Co. v. F.P.C., 206 F. 2d 404, 408). 

The law with respect to Mississippi's contentions is so settled as not to merit 
discussion, but in view of the seriousness with which these contentions are as- 
serted they will be considered. In doing so, however, the fact should be made 
clear that Mississippi’s position incorrectly assumes that its service to existing 
direct customers is provided under its “grandfather” certificate. The fact is that 
some of Mississippi's direct sale customers were not served on February 7, 1942, 
the effective date of its “grandfather” certificate. A substantial portion of its 
existing direct service is therefore “nongrandfather” because it is supplied new 
customers and involves increased deliveries. As the evidence shows, Mississippi, 
with and without certificate authorization, has increased its system capacity 
over the years without in each instance providing its resale customers with an 
opportunity to increase their stated demands, or to share in excess gas available 
on its system from time to time. The result is that a substantial part of Missis- 
sippi’s capacity has been and is being used to supply needs cf new industrial 
customers and increased demands. Merely because Mississippi supplies gas to 
new customers in its “grandfather” area or increased volumes to old customers, 
does not mean that such service comes within the scope of its “grandfather” 
certificate (Kansas-Nebraska Natural Gas Co., 6 FPC 259, 265-266). As the 
Commission only recently had occasion to again make clear, changed and in- 
creased deliveries make necessary new certificate authority (See order issued 
June 13, 1960, South Georgia Natural Gas Company, Docket No. G—17568, 23 
FPC 795). 

If it were true that the “grandfather” certificate authorized Mississippi to 
continue wholly unrestricted and unregulated service to its industrial customers, 
Mississippi would have the same rights regarding its utility “grandfather” sales 
and service. Clearly this is not the case. As held in Mississippi River Fuel Corp. 
v. F.P.C., 121 F. 2d 159, 163, service contracts, even though entered into prior to 
the enactment of the statute, are subject to regulation under the Act: 

It is argued that petitioner’s contracts were entered into some years before 
the legislative enactment, and hence, they must be held inviolate against 
statutory regulation of “an industry * * * subject to control for the public 
good” (Nebbia v. New York, supra), it logically follows that contracts made 
by petitioner, even though prior to its enactment, are also subject to regula- 
tion in the public interest. Union Dry Goods Co. v. Georgia Public Service 
Corp., 248 U.S. 372 * * *, 

Mississippi’s “grandfather” certificate authorized the continued operation of 
its “facilities, which were in bona fide operation on February 7, 1942, * * * for 
the transportation and sale of natural gas, subject to the jurisdiction of the 
Commission” (4 FPC 535). Such certificate was, however, issued : 

* * * without prejudice to the authority of this Commission * * * with 
respect to rates, service, accounts, valuation, estimate or determination of 
cost, or any other matter whatsoever now pending or which may come before 
this Commission * * *. (Paragraph B). 
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By inserting this provision in the order the Commission made sure its intent, 
and that of the Act, could not be mistaken. The Commission here clearly recog- 
nized that the “grandfather” certificate merely authorized the “continued opera- 
tion of” facilities, leaving the results of operation, changes in service, addition 
of facilities, abandonments, etc., to the future regulatory control of the Com- 
mission. Indeed the Commission could not have granted broader authority to 
Mississippi insofar as that certificate was concerned for the provisions of the 
Act regulate service initiated both before and after February 7, 1942, in identical 
fashion. “A ‘grandfather’ certificate obviously is not intended to be unlimited 
but, rather is subject to future regulation, under the provisions of the * * * Act.” 
Michigan-Wisconsin Pipeline Co., 6 FPC 58, 68, aff’d Panhandle Eastern Pipe- 
line Co. v. F.P.C., 169 F. 2d 881, cert. den., 335 U.S. 854; Kansas-Nebraska Natural 
Gas Co., 6 FPC 259, 265-266. 

The Examiner must therefore reject Mississippi’s contention that its transpor- 
tion facilities, insofar as they are used in making any direct sale in the 
general area of its “grandfather” certificate, are beyond the reach of the Com- 
mission’s regulatory power. That contention is at variance with the plain re- 
quirements of the Act and is at war with Mississippi’s prior recognition and 
acceptance of the Commission's regulatory authority relating to service rendered 
in its “grandfather” area. For example, Mississippi’s emergency service rules, 
effective November 1, 1950 (9 FPC 219), required Mississippi to restrict de- 
liveries to its “grandfather” industrial customers. Moreover, the 7(a) applica- 
tions granted by the Commission from time to time since the issuance of the 
“grandfather” certificate have had the effect of restricting deliveries to Missis- 
sippi’s direct customers. Then, too, the Commission often sets volumetric limits 
on the industrial service of pipelines such as Panhandle Eastern Pipeline Com- 
pany which made substantial direct sales prior to 1942. And as the court held 
in Panhandle Eastern Pipe Line Company v. FPC., 232 F. 2d 467, cert. den., 352 
U.S. 891; it is within the Commission’s power to order Panhandle to make excess 
gas available to its utility customers to prevent undue discrimination : 

* * * When the Congress gave the Commission control over the trans- 
portation of natural gas, it necessarily gave it control over the functioning 
of a pipe line’s facilities. Since these are limited, new services must be 
subject to the Commission’s authority if the latter is to be at all effective. 
Otherwise the Commission would be unable to enforce the mandate of 
Section 4(b) of the Act, * * * and a natural gas company, contrary to 
the there declared principles of the Act, would be able to “(1) make or 
grant any undue preference or advantage to any person or subject any per- 
son to any undue prejudice or disadvantage or (2) maintain any unreason- 
able difference in rates, charges, service, facilities, or in any other respect, 
either as between localities or as between classes of service.” 

If the orders on review had failed to limit the priorities of interruptible 
service for direct sales to those available for the resale customers, Pan- 
handle, by allowing higher priorities to its direct sale purchasers who 
constitute only 6% of its total volumes of business, could preempt the 
entire interruptible capacity and leave the resale group without any of the 
excess gas at all. The resale buyers, saddled as they are with most of the 
cost of vonstruction and maintenance of the transportation facility, are 
entitled to a reasonable amount of the I Schedule gas. This is the intent 
and accomplishment of the orders. 

* ok * ca ok Bd * 


* * * The Commission by those orders is insisting that the petitioner 
properly perform its obligation to its existing customers. It is refusing 
to allow petitioner to avoid its responsibilities in that regard by selling all 
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of its interruptible capacity directly to industry to the detriment of its 
resale customers and the consuming public. The control exercised is an 
integral part of the Commission’s jurisdiction over the transportation of 
natural gas. 

In connection with the above quoted ruling in the Panhandle case, it may be 
mentioned in passing that in the consolidated proceedings, Mississippi advances 
the argument that there cannot be a violation of the antidiscrimination pro- 
visions of Section 4(b) by reason of its industrial sales. The Panhandle ruling, 
however, effectively disposes of Mississippi’s position by deciding this question 
adversely to its contention. To be just and reasonable within the meaning of 
the Act a tariff applicable to a pipeline’s utility customers must satisfy at least 
two broad principles. First, it must produce fair results between the supplier 
and its customers. Second, it must not unduly discriminate against any cus- 
tomer or class of customers in favor of any other customer or class of customers. 
Mississippi’s existing tariff does not satisfy the latter principle. As stated, the 
Panhandle decision makes clear that discrimination of the type now permitted 
by Mississippi’s tariff is prohibited by Section 4(b) of the Act. 


Economic Feasibility of Red Bud’s System 


Red Bud’s proposal calls for the delivery of almost half of its requested allo- 
cation of gas in the first year to two industrials, namely, the American Furnace 
Company and the municipal power plant. The American Furnace Company 
would use natural gas for space heating, heating for process work and heating 
for manufacturing purposes. The municipal power plant has or will have some 
Diesel engine generating units and the gas would be used in the dual fuel units. 

The proposed industrial sales are necessary to the initiation and continued 
operation of Red Bud’s system, the cost of such system being increased over 
what it would otherwise have been by reason of the fact that the City, instead 
of Mississippi, will construct, own and operate the 7-mile lateral extending 
from the distribution system to Mississippi's main transmission line. It is 
worth noting here that a distributor’s natural gas customers usually fall into 
three classifications, namely, residential or domestic, commercial and industrial, 
and it is common knowledge that distributors generally are able to initiate 
and continue natural gas service to the general public only because of the avail- 
ability of the three classes of customers. 

If the allocation of gas to Red Bud is limited to the third year peak day 
(640.9 Mcf), the City can serve additional residential and commercial customers 
by interrupting the gas to the municipal power plant. With the power plant 
on an interruptible basis after the third year, the system could serve the addi- 
tional residential, commercial, industrial, institutional and educational cus- 
tomers which were estimated through the fifth year. On this basis, the esti- 
mated net operating revenue for the 25-year period of the bond issue would 
be $1,024,035 and the total debt service $608,150. This gives a debt coverage 
of 1.69. If the American Furnace Company were also served on an interruptible 
basis, then by interrupting the municipal power plant after the third year and 
the furnace company after the fifth, the system could serve the estimated addi- 
tional customers until the seventh year, with a peak day of 640.9 Mcf. On 
this basis the estimated net operating revenue for the 25 year period of the 
bond issue would be $1,034,990. The total debt service is $608,150, giving a 
debt coverage of 1.70. 

Interruptible sales, such as proposed by Red Bud, permit disposition of 
“valley” gas. As the undersigned Examiner pointed out in a decision issued 
March 12, 1954, in Shenandoah Gas Company, Docket No. G—-1448, affirmed by 
Commission order issued April 30, 1954, “valley” sales— 
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* * * effect a higher load factor operation and make possible economic op- 
eration of transmission mains serving the higher-grade residential and 
commercial loads. When the circumstances permit, and as the loads to the 
superior use consumers improve, natural gas companies shift their business 
from industrial sales to the higher priced sales. Therefore, because the 
sale of “valley” gas to industrials and others on an interruptible basis is in 
most, if not all, cases a necessary incident to the rendition of economical 
general service, it is not objectionable. Every distributor is, of course, free 
to dispose of any off-peak gas it may have available so long as state re- 
quirements are not violated and the maximum daily delivery obligation im- 
posed by the Commission is not exceeded. 


Mississippi, apparently relying upon City of Hastings v. F.P.C., 221 F. 2d 31, 
cert. den. 349 U.S. 920, claims that the Commission’s jurisdiction does not extend 
to the sale of gas to Red Bud because part of its estimated requirements are for 
use in the municipal power plant. That is to say, its position is that the sale 
of gas for power plant use “would be a sale to Red Bud not for resale but for 
consumption by the customer.” Counsel, however, overlook the fact that the gas 
used in the power plant is an integral part of a “sale for resale” and does not 
involve a separate direct sale transaction for consumptive use only. The ruling 
in the City of Hastings case is therefore inapplicable here. Moreover, the sup- 
posed non-jurisdictional part of the gas will become indistinguishable at the 
point of sale from the remainder of Red Bud’s purchase. As Commission counsel 
point out, Mississippi’s contention “totally ignores the evidence and testimony 
that the estimates shown * * * for the municipal power plant are based on 
diverse peak days, and, further, that as the domestic space heating consumption 
is increased the power plant load will decrease.” 

The Commission’s jurisdiction being clearly apparent, Commission counsel, 
while admitting that Red Bud’s natural gas requirements, number of customers 
and cost estimates have been reasonably determined, recommended denial of 
Red Bud’s application on two other untenable grounds: (1) That its proposed 
system has not been shown to be economically feasible. (2) That too large a 
quantity of the gas it proposes to purchase will be used for boiler fuel. Con- 
cerning the latter contention, the record shows that, contrary to staff counsel’s 
contention, no part of the gas proposed to be sold by Red Bud to the American 
Furnace Company would be used as boiler fuel. As to the gas proposed to be 
supplied to the municipal power plant, counsel for Red Bud point out that “No 
information was presented to show that gas would be used for boiler fuel and 
no such use is intended. The municipal power plant has Diesel engine-generating 
units and the gas will be used in the Dual-fuel units.” The point counsel attempt 
to make here is that gas used in dual fuel units takes on a higher priority use 
than gas used under boilers. 

What Red Bud proposes to do is precisely what the Commission permitted 
Orange and Rockland Utilities, Inc., a combination gas and electric company, 
to do as a result of its intervention in Tennessee Gas Transmission Company’s 
Docket No. G—11107. In that case the Commission authorized Rockland to take 
gas from Tennessee at 100 percent load factor, using the valley gas for generat- 
ing electricity, it being made clear that the gas to be purchased by Rockland 
would substantially benefit not only Rockland and its customers, but also Ten- 
nessee by improvement in its pipe line load factor, thus redounding to the 
benefit of Tennessee’s customers. Rockland’s utilization of Tennessee gas at 
100 percent load factor made possible savings which substantially and directly 
benefitted both the gas and electric customers of Rockland’s retail rate schedules 
(21 FPC 70, 82, 113-119). In the undersigned Examiner’s opinion in that case, 


it was further stated (21 FPC at p. 117): TH E ARMY t| R RAR ' 
Washington, D.C. ~ 
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* * * Rockland should not be denied the opportunity to do precisely 
what other distributors do at will. Furthermore, the Commission has per- 
mitted one pipeline, Northern Natural Gas Company (Northern), to make 
a separate direct boiler fuel sale to Northern States Power Company, one 
of Northern’s jurisdictional customers (15 FPC 673, 676), “at the incre- 
mental cost of service specifically attributable thereto” (National Coal 
Association v. F.P.C. 247 F. 2d 86, 87). Here Rockland is proposing to pay 
Tennessee’s full tariff rate. 


The principal considerations upon which the Commission granted its approval 
in Rockland’s case, as well as the Northern case referred to in the excerpt imme- 
diately above, obtain as forcefully, if not more so, in connection with Red Bud’s 
application. 

With reference to the contention that Red Bud’s proposed project cannot be 
considered economically feasible, staff counsel agree that the estimated debt 
service coverage is 2.30 considered on a twenty-five year period but, they say, 
if tested on an allocation of gas for the third year peak day, asserted to be the 
proper criterion, the debt service coverage is reduced to 1.3. Citing Panhandle 
Eastern Pipe Line Co., et al., Docket Nos. G-1705, et al. (15 FPC 1421, 1428) 
they argue that the minimum debt service coverage, if the project is to be 
deemed economically feasible, should be at least 1.5. In the Panhandle case 
the Commission held that “The questions whether the factor of debt-service 
coverage should be given the weight the presiding examiner apparently accorded 
it here and whether the coverage ratios and amortization schedules determined 
upon here should or should not be the same in other cases, must depend upon 
the facts of such other cases.” It further stated that “In addition to the factor 
of debt-service coverage the presiding examiner recognized that other factors 
are to be taken into account in the case of a municipal enterprise, including the 
general character of the community, its credit standing and freedom from de- 
fault on previous bond issues, and the experience of the municipality in the 
operation of other utilities. He found that in all of these respects, the showing 
of each of the applicants here in question was satisfactory.” 

It has been shown that with the power plant on an interruptible basis after 
the third year, the debt service coverage would be 1.69 for the 25-year period of 
the bond issue, and that with both the power plant and American Furnace 
Company on an interruptible basis, the debt coverage would be 1.70. There is 
no basis for assuming that an additional allotment of gas will not be available 
after the third year. But even if it is limited to 640.9 Mcf, the City neverthe- 
less desires to undertake the issuance of the revenue bonds, as shown by the 
testimony of the Mayor in answer to staff counsel’s questions: 


Q. Mr. Koberlein stated that putting the power plant and furnace factory 
on an interruptible basis * * * would give a debt service coverage ratio 
of 1.69 ; isn’t that correct? 

A. Yes, as you read it is correct. 

Q. All right. Now, could you tell us, sir, if, in your opinion, or if yoa 
know, whether the City Counsel, with yourself, would be willing to under- 


take the issuance of the bonds proposed by your City in this proceeding 
with such a debt service coverage? 
A. Yes, they would. 


Staff counsel call attention to the fact that the cost of gas wholesale was 
figured by Red Bud with a demand charge of $1.80 per Mcf and a commodity 
charge of 17¢, i.e., whereas the rates have now been increased to $2.00 demand 
charge and a 20¢ per Mcf commodity charge. This represents an increase of 
about 13% in the cost of gas. , This fact, however, is immaterial here since 
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Red Bud’s proposed retail gas rates are generally lower than those of surround- 
ing communities. With the increase they would still be comparable if the sur- 
rounding rates remained the same which is unlikely. Counsel for Red Bud 
adequately answer staff counsel when they say: 

* * * Such revisions would not change the feasibility of the project. 

It must be kept in mind that the City alone is lawfully authorized to 
fix and maintain its rates and that such rates are required by its Ordinances, 
the Illinois law and the contract with the bondholders to be sufficient at 
all times to meet the principal and interest of outstanding bonds, cost of gas 
and of operating the plant, the bond reserve and an adequate depreciation 
account. 

Thus, the contention that the suggested tentative rates given in the 
Engineers’ report would not show 1.50 debt coverage is without merit. As 
the City can and must fix and maintain rates that will cover these require- 
ments and must amend them when and if necessary to meet these costs, 
just as is generally done by utility companies when their costs increase, and 
as the record shows, the City of Red Bud had done in meeting past bond 
obligations arising from public improvements. 


Red Bud successfully operates other utilities ; enjoys a high credit rating based 
upon past bond issues; and has shown a surge in population and development. 
Being a progressive community it desires to keep pace with other towns in the 
area which have natural gas. On consideration of these and other facts of 
record, Red Bud’s project is found to be economically feasible. 


FINDINGS 


(1) Mississippi, having its principal place of business at St. Louis, Missouri, 
owns and operates a natural gas transmission pipeline system located in the 
States of Texas, Louisiana, Arkansas, Missouri and Illinois, and by such opera- 
tions Mississippi is engaged in the transportation and sale of natural gas in 
interstate commerce for resale for ultimate public consumption, subject to the 
jurisdiction of the Commission, and is, therefore, a natural-gas company within 
the meaning of the Act as found by the Commission in its order of March 1, 
1944, Docket No. G—291, 4 F.P.C. 535. 

(2) The applicant, City of Red Bud, Illinois, is a municipality in the State of 
Illinois and is legally authorized to engage in the local distribution of natural 
gas to the public. 

(3) It is necessary and desirable in the public interest that the Commission 
by order direct Mississippi to establish physical connection of its natural gas 
transmission facilities with the lateral pipeline proposed to be constructed by 
the City of Red Bud, and direct the sale and delivery by Mississippi in ac- 
cordance with its presently filed tariff, or as such tariff may hereafter legally 
be changed, and an executed service agreement thereunder, a maximum daily 
volume of 430 Mcf during the first year of operation of the City of Red Bud’s 
system, such volume to be increased to 640.9 Mcf per day whenever the City of 
Red Bud, during the course of the next two year period, notifies Mississippi 
and the Commission that it is ready to receive the increased volume of 640.9 Mcf. 

(4) The requirement that Mississippi serve the City of Red Bud, Illinois, 
as hereinafter provided, will not place an undue burden upon Mississippi nor 
require Mississippi to enlarge its transportation facilities for such purpose, 
nor impair its ability to render adequate service to its customers. 

(5) The City of Red Bud’s proposed natural gas system is financible, eco- 
nomically feasible, and necessary and desirable in the public interest. 
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ORDER 
WHEREFORE, IT IS ORDERED, subject to review by the Commission : 


(A) Mississippi be, and it is hereby directed, to establish and maintain physi- 
eal interconnection of its transportation facilities with facilities proposed to be 
constructed by the City of Red Bud, Illinois, for the purpose of supplying 
natural gas in the City of Red Bud, in accordance with the application filed 
herein, in a maximum daily volume of 430 Mcf during the first year of operation 
of the City of Red Bud’s system, such maximum volume to be increased to 
640.9 Mcf per day during either the second or third year upon notification by 
the City of Red Bud to Mississippi and the Commission that it is ready to 
receive the increased volume. 

(B) The City of Red Bud, Illinois, shall be prepared to receive natural gas 
from Mississippi within one year of the date this order becomes the final act 
of the Commission. 

(C) Mississippi, pursuant to the provisions of the Commission’s regulations, 
shall file an executed service agreement covering the service provided for in 
Paragraph (A) hereof. 

(D) Mississippi shall report to the Commission the date of commencement 
of the service provided for herein within 30 days following the commencement 
of such service. 

Francis L. HALL 
Presiding Examiner. 


sefore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


HELMERICH & PAYNE, INC., DOCKET NO. RI60-342 


ORDER REQUIRING THE ESTABLISHMENT OF TRUST FUND TO ASSURE REFUNDS AND 
DIRECTING THAT THE INCREASED RATE BE CHARGED 


(Issued May 19, 1961) 


On April 15, 1960, Helmerich & Payne, Inc. (Helmerich) tendered a Notice 
of Change increasing the level of rate from 7.1463¢ to 15.0¢ per Mcf for gas 
produced from the Liberal Southeast Field, Seward County, Texas, and sold 
to Panhandle Eastern Pipeline Company (Panhandle). By order issued May 
13, 1960, in this proceeding, the tender was designated as Supplement No. 5 to 
Helmerich’s FPC Gas Rate Schedule No. 13, and was suspended until October 
16, 1960, “and thereafter until such further time as it is made effective in the 
manner prescribed by the Natural Gas Act.” 

On January 16, 1961, Helmerich filed a motion requesting that the aforemen- 
tioned supplement be made effective as of the date of the filing of the motion. 
In said tender, Helmerich stated it “is not now proposed and does not at the 
present time intend to furnish a bond as prescribed by Section 4(e) of the 
Natural Gas Act, should the Commission so require, nor does it intend at this 
time to furnish its corporate undertaking to make refunds for the reason that 
it does not presently intend to commence collection of the increased rate sub- 
ject to refund. The company instead merely requests the Commission to issue 
its Order Making Effective Proposed Rate Change at the Commission’s finally 
approved rate, effective as of the date of receipt hereof by the Commission. This 
motion is made pursuant to the obligation of the Commission to so act under 
the authority of Section 4(e) of the Natural Gas Act as determined in Associated 
Oit € Gas Company v. Federal Power Commission, 280 F. 2d 31 (CA5 1960).” 
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We believe that Helmerich misconstrues the Associated case and that, there- 
fore, its motion is not well-grounded. Furthermore, on December 5, 1960, the 
Commission issued Order No. 230 in Docket No. R-193 amending Section 154.102 
of the Commission’s Regulations under the Natural Gas Act. That order re- 
quires that increased rates made effective pursuant to a motion filed under Sec- 
tion 4(e) of the Natural Gas Act shall be charged and collected. Helmerich did 
not request and good cause has not been shown for waiver of said Regulation. 


The Commission finds: 


In view of the foregoing, it would appear appropriate and in the public interest 
to declare (1) Supplement No. 5 to Helmerich’s FPC Gas Rate Schedule No. 13 
to be effective as of January 16, 1961, subject to further orders of the Commission 
in this proceeding; (2) that Helmerich’s gas sales made pursuant to the afore- 
mentioned Rate Schedule No. 13 and made on or subsequent to January 16, 1961, 
shall be pursuant to the rates, terms and classifications set out in said Supple- 
ment No. 5, and (3) that Helmerich shall charge and collect only the rates set 
out in Supplement No. 5 for all gas delivered on and subsequent to January 16, 
1961, subject to the terms and conditions herein prescribed. 


The Commission orders: 


(A) All gas sales on and subsequent to January 16, 1961, and made by 
Helmerich pursuant to the aforementioned Rate Schedule No. 13, shall be made 
pursuant to the rates, terms and classifications set out in the aforementioned 
Supplement No. 5 and, subject to further orders of the Commission in this pro- 
ceeding, only the rates set forth in said Supplement No. 5 shall be charged and 
collected for all gas delivered on and after that date. 

(B) Helmerich shall refund at such times and in such amounts to those 
entitled thereto, and in such manner as may be required by final order of the 
Commission, the portion of the increased rate and charge made effective as of 
January 16, 1961, found by the Commission in this proceeding not justified, to- 
gether with interest thereon at the rate of 7 percent per annum from the date of 
payment to Helmerich until refunded ; shall bear all cost of any such refunding ; 
shall keep accurate accounts in detail of all amounts received by reason of the in- 
creased rate or charge effective as of January 16, 1961, for each billing period, 
specifying by whom and in whose behalf such amounts were paid, and shall report 
(original and one copy), in writing and under oath, to the Commission quarterly, 
for gas sales to the purchaser and the revenues resulting therefrom, as computed 
under the rate in effect immediately prior to January 16, 1961 and under the in- 
creased rate effective as of January 16, 1961, together with the difference in 
the revenue so computed. 

(C) Within 30 days from the date of issuance thereof, Helmerich shall execute 
and file with the Secretary of the Commission a trust agreement in the amount 
and conditioned as set out in paragraph (D) hereof, accompanied by a certificate 
showing service of a copy thereof upon the purchaser under the rate schedule 
involved. 

(D) Said trust agreement shall be entered into between Helmerich and any 
bank or trust company used as a depository for funds of the United States Gov- 
ernment and said agreement shall be conditioned as follows: 

(1) Helmerich, the bank or trust company, and the successors and assigns of 
each, shall be held and firmly bound unto the Federal Power Commission for the 
use and benefit of those entitled thereto, with respect to all amounts deposited 
and the interest thereon, and such bank or trust company shall be bound to re- 
pay the purchaser herein and in such manner as may be required by the Com- 
mission in this proceeding all or any parties of such deposits and the interest 
thereon as may be required by final order of the Commission. 
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(2) Such bank or trust company may invest and reinvest such deposits in any 
form of indebtedness of the United States or any agency thereof and in any form 
of obligation guaranteed by the United States as the said bank or trust company 
in the exercise of its sound discretion may select. 

(3) Such bank or trust company shall be liable only for such interest as the 
invested funds described in paragraph (2) above will earn and no other interest 
may be collected from it. 

(4) Such bank or trust company shall be entitled to such compensation as is 
fair, reasonable and customary for its services as such, which compensation shall 
be paid by Settlor to such bank or trust company. Said bank or trust company 
shall likewise be entitled to reimbursement for its reasonable expenses neces- 
sarily incurred in the administration of this trust, which reimbursement shall 
be made by the Settlor. Neither the compensation of such bank or trust company 
nor its claim for reimbursement of expenses shall be a charge on the funds 
deposited hereunder or any interest thereon. 

(5) Such bank or trust company shall report to the Secretary quarterly, 
certifying the amount deposited in the trust account for the quarterly period. 

If Helmerich, in conformity with the terms and conditions of paragraph (B) 
of this order, makes the refunds as may be required by order of the Commission, 
the trust agreement shall be discharged ; otherwise it shall remain in full force 
and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PACIFIC NORTHWEST POWER COMPANY, PROJECT NO. 2243; WASH- 


INGTON PUBLIC POWER SUPPLY SYSTEM, PROJECT NO. 2273 


ORDER APPROVING EXAMINER’S CONTINUANCE OF HEARING MORE THAN 30 DAYS AND 
SUSTAINING DENIAL OF MOTION FOR LEAVE TO FILE AMENDED APPLICATION 


(Issued May 19, 1961)* 


By reason of the Presiding Examiner’s certification to the Commission of his 
ruling of May 2, 1961, in the above-entitled consolidated proceeding, and the ap- 
peal of Washington Public Power Supply System on May 12, 1961 to a part of 
that ruling, there are two matters before the Commission. First, approval or 
disapproval of continuance of a hearing for more than 30 days under Section 
1.13(e) of the Rules of Practice and Procedure, and second, the appeal of the 
portion of the ruling of May 2, 1961, denying the motion of Washington Public 
Power Supply System filed April 24, 1961, for leave to file an amendment of its 
pending Nez Perce application in Project No. 2273 for a license to construct an 
alternative High Mountain Sheep project. 

It appears that good reason has been shown for continuing the hearing to 
June 12, 1961 in Washington, D.C., as fixed by the Presiding Examiner. 

Upon consideration of the pleadings and ruling, it is concluded that no good 
reason has been shown why the Commission should permit the filing of the pro- 
posed amendment at this stage of the proceedings. It is the view of the Com- 
mission that the Presiding Examiner’s distinction of the matter of the City 
of Seattle and Pend Oreille PUD No. 1, Project No. 2144, relied upon by Wash- 
ington Public Power Supply System, from the present matter on the grounds 
that the amendment here proposes construction of a different project at a dif- 
ferent site rather than proposing a change in construction of the applicant’s 


*Order issued July 20, 1961, denying motion for reconsideration, 26 FPC 174. 
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original project at the original site is well taken. It is not necessary at this 
time to consider the question of priority under Section 7(a) of the Federal 
Power Act as raised by Washington Public Power Supply System. For the rea- 
son stated in the Presiding Examiner’s ruling, denial of the motion for leave to 
file the amendment of the application is justified. 


The Commission orders: 


(A) Continuance of the hearing until June 12, 1961 in Washington, D.C., at 
10 a.m. as fixed by the Presiding Examiner is approved. 

(B) The Presiding Examiner’s denial of the motion of Washington Public 
Power Supply System of April 24, 1961, to amend its application is sustained. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 
VIRGINIA ELECTRIC & POWER COMPANY, PROJECT NO. 2009 
OBDER APPROVING REVISED PROJECT EXHIBITS 


(Issued May 19, 1961) 


On April 12, 1961, Virginia Electric and Power Company, licensee for major 
Project No. 2009, filed application for Commission approval of revised exhibits 
showing the exclusion of the access railroad and a revised project boundary. 

Revised prints of Exhibit K (FPC Nos. 2009-10 and -11) were filed as part 
of the application which latter authorized the Commission to revise the tracings 
of Exhibit K (FPC Nos. 2009-10 and —11) now part of the license. The tracings 


have been revised accordingly. 
The Commission finds: 


Exhibit K (FPC Nos. 2009-10 and —11), as so revised, conform to the Commis- 
sion’s rules and regulations and should be approved as part of the license for the 
project, and superseded Exhibit K (FPC Nos. 2009-10 and -11), now part of 
the license, should be eliminated therefrom—all as hereinafter provided. 


The Commission orders: 


The above-described revised Exhibit K is approved as part of the license for 
the project and superseded Exhibit K is eliminated therefrom. 


Before Commissioners: Jerome K, Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ALGONQUIN GAS TRANSMISSION COMPANY, DOCKET NO. CP61-159 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 22, 1961) 


On December 6, 1960, as supplemented on January 25, 1961, Algonquin Gas 
Transmission Company (Applicant) filed in Docket No. CP61—159 an application 
pursuant to Section 7(c) of the Natural Gas Act for a certificate of public con- 
venience and necessity authorizing the acquisition from Boston Gas Company 
(Boston Gas) and the operation of approximately 18,752 feet of 16-inch pipeline, 
and appurtenances, on the outskirts of Boston, Massachusetts, all as more fully 
described in the application. 
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The purpose of the proposed acquisition is to transfer to Applicant ownership 
of the subject section of pipeline, now owned and used by Boston Gas to trans- 
port natural gas received from Applicant at a delivery point on Applicant’s 26- 
inch line in Waltham to a point in Lincoln, all in Massachusetts, for local distri- 
bution. Applicant intends to establish a fifth emergency interconnection with 
the transmission system of Tennessee Gas Transmission Company (Tennessee) 
at a point where the subject 16-inch pipeline crosses Tennessee’s 24-inch line in 
Lincoln. 

Applicant also proposes to construct and operate, during emergencies only, a 
short section of 12-inch pipeline to connect its Waltham Meter Station directly 
to the subject section of 16-inch line. The Waltham Meter Station is now con- 
nected to the 16-inch line by a section of 8-inch line owned and operated by Bos- 
ton Gas in its normal distribution activities to transport gas taken from Appli- 
eant at said Waltham Station to the subject 16-inch line and thence to the 
Lincoln area. No change in the present use of the 8-inch and 16-inch lines is 
proposed following acquisition of the 16-inch line by Applicant as contemplated 
under the instant application, except that Applicant will operate the 16-inch line. 
In case of emergency, Applicant will use its new 12-inch line to bypass Boston 
Gas’s 8-inch line, so that Applicant’s gas can flow from its Waltham Station 
directly to the connection with Tennessee’s system in Lincoln, or Tennessee’s gas 
can flow by the same route directly to Applicant’s system in Waltham. Thus, 
during emergencies, Boston Gas’s 8-inch connection would be closed off and no 
emergency gas deliveries to Tennessee would flow through any of Boston Gas’s 
facilities. It is stated that an estimated 85,000 Mcf per day of emergency gas 
could be delivered in either direction through the subject 16-inch line and bypass. 

Applicant will pay the estimated $22,900 cost of the proposed 12-inch bypass 
line, and the $65,000 cost of acquisition of the 16-inch line from Boston Gas, 
from retained earnings. Boston Gas proposes to pay for a tap to connect the 
16-inch line to Tennessee’s system at Lincoln and a tap to connect said 16-inch 
line to Applicant’s proposed 12-inch bypass line at Waltham, and also to pay 
for a relocation of the 16-inch line near Waltham required by a widening of 
highway Route 128, all at an estimated cost of $22,177. 

Authority to install and operate the proposed taps to connect the subject 
16-inch line to Applicant’s and Tennessee’s systems, to construct and operate 
Applicant’s proposed 12-inch bypass line, and to make emergency deliveries 
between the two systems is included in the authorization granted to Tennessee’s 
predecessor on November 8, 1950, in Docket No. G—18267 (Docket No. G—1248, 
et al., 9 FPC 271) and to Applicant on August 6, 1953, in Docket No. G—1319 
(Docket No. G—1319, et al., 12 FPC 209). 

The subject proposal will add to the security and continuation of service to 
the customers of the companies involved in cases of emergency. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 9, 1961, respecting the matters involved in and the issues presented by the 
application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 
(1) Applicant, Algonquin Gas Transmission Company, a Delaware corpora- 
tion having its principal place of business in Boston, Massachusetts, is a “nat- 


ural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order accompanying Opinion No. 206, issued 
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February 27, 1951, in Docket No. G—1319 (Docket No. G—1447, et al., 10 
FPC 35). 

(2) The facilities proposed to be acquired and operated by Applicant as here- 
inbefore described and as more fully described in the application, as supple- 
mented, herein, will be used in the transportation and sale of natural gas in 
interstate commerce, subject to the jurisdiction of the Commission, and the 
acquisition and operation thereof by Applicant will be subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The acquisition and operation of the facilities as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (d) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CRF 157.20) should 
attach to the issuance of the certificate referred to in paragraph (3) above and 
to the exercise of the rights granted thereunder. 

(6) Applicant should record the subject acquisition of facilities by the charge 
of $65,000 to Account 101, Gas Plant in Service, and, immediately following con- 
summation of said acquisition, should submit to the Commission journal entries 
reflecting such recording. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Algonquin Gas Transmission Company to acquire and 
operate the facilities hereinbefore described, as more fully described in the appli- 
cation, as supplemented, in this proceeding, upon the terms and conditions of 
this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (d) 
and (e) of Section 157.20 of the Commission's Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
above and to the exercise of the rights granted thereunder. 

(C) Applicant shall record the subject acquisition of facilities by the charge 
of $65,000 to Account 101, Gas Plant in Service, and, immediately following con- 
summation of said acquisition, shall submit to the Commission journal entries 
reflecting such recording. 

(D) Applicant shall acquire and commence operation of the facilities 
authorized herein within 8 months of the date of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COLUMBIA GULF TRANSMISSION COMPANY, DOCKET NO. G—20241 
ORDER MODIFYING PREVIOUS ORDER AND DENYING APPLICATIONS FOR REHEARING 
(Issued May 22, 1961) 


Timely petitions for rehearing of our order issued March 27, 1961, 25 FPC 589, 
in the above proceedings have been filed by Lynchburg Gas Company and 
693-4 89—6.1—@_66 
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jointly by the City of Pittsburgh and the Pennsylvania Public Utilities Com- 
mission. By that order, we provided for termination of the proceedings by 
accepting a settlement agreement and determining the proper treatment of 
accumulated deferred taxes through the use of liberalized depreciation in Co- 
lumbia Gulf Transmission Company’s cost of service tariff. 

Lynchburg’s application first objects to our consideration of the capital struc- 
ture of the parent company, Columbia Gas System, Inc., in finding a proper 
return for its wholly owned subsidiary, Columbia Gulf. The basis for con- 
sidering the parent’s capital structure in determining what return will enable 
its subsidiary to contribute its fair share to the parent has been discussed in a 
number of decisions and no further explanation is necessary here. See United 
Fuel Gas Co., 12 FPC 251; and Manufacturers Light and Heat Co., 23 FPC 446. 

Lynchburg also objects to the use of a settlement conference rather than a 
formal hearing to determine issues in a rate proceeding. Lynchburg asserts 
that approving an agreement between parties to a proceeding is a delegation 
of our authority to determine rates to the company and its customers. Ap- 
parently Lynchburg overlooks the fact that our staff and other regulatory 
bodies were full participants in the settlement conference in addition to the 
company and its customers, and that in approving the settlement agreement 
on the several issues we are relying on the investigation and findings of our 
own staff as well as the fact that the company, its customers, and state and 
local governmental bodies have reached what they feel to be a fair determination 
of these issues. Burdening consumers with the costs of unnecessary and point- 
less hearings on uncontested issues is not a vital requisite to the regulation of 
gas companies. See United Fuel Gas Co., Docket No. G—12195, orders issued 
September 15, 1960, and November 10, 1960, 24 FPC 467 and 24 FPC 945, respec- 
tively. 

The City of Pittsburgh and the Pennsylvania Public Utility Commission in 
their joint application have urged that we reconsider our determination as to 
the proper treatment of Columbia Gulf’s accumulated deferred taxes. If their 
application is denied they have requested that as an alternative our order of 
March 27, 1961, be modified to provide for recovery of overpayments to Co- 
lumbia Gulf which might result from pending court proceedings with regard 
to this issue. City of Lewington, et al., v. F.P.C., CA4, No. 8101, submitted after 
argument on January 4, 1961. 

We are not convinced by the joint application that the terms of Columbia 
Gulf’s cost-of-service formula rate require a treatment of accumulated deferred 
taxes for that company different from that which we have found proper for 
pipelines generally. But since we are also of the view that Columbia Gulf’s 
cost-of-service formula rate is intended to permit Columbia Gulf to recover 
deferred taxes only if such an item is properly regarded as a cost for rate- 
making purposes generally, we agree with the joint applicants that provision 
may be made for the reopening of this proceeding in the event the courts 
should require re-examination of our determination of the proper treatment of 
deferred taxes for rate-making purposes. While we do not feel such a reserva- 
tion is a prerequisite to requiring Columbia Gulf to make refunds of sums 
collected by it in excess of permissible costs under its cost-of-service formula 
rate, such reservation may eliminate any question as to our position with respect 
to the filed rate of Columbia Gulf and our order of March 27, 1961, will, there- 
fore, be modified to so provide. 


The Commission finds: 
(1) The applications for rehearing filed on April 24, 1961, by Lynchburg and 


on April 26, 1961, jointly by the City of Pittsburgh and the Pennsylvania Public 
Utility Commission, set forth no new facts or legal considerations which were 
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not fully considered by the Commission prior to the issuance of our order of 
March 27, 1961, or which having now been considered warrant any change in 
our determinations made in that order. 

(2) Our order of March 27, 1961, should be modified to provide for reopening 
in the event there is a final court determination in some way contrary to our 
determination in that order. 


The Commission orders: 


(A) The applications for rehearing filed by Lynchburg Gas Company and 
jointly by the City of Pittsburgh and the Pennsylvania Public Utility Commis- 
sion are hereby denied. 

(B) Our order of March 27, 1961, in this proceeding is hereby modified to 
provide that in the event that it is ultimately determined as a result of the 
pending court proceedings in City of Lexington, et al., v. F.P.C., No. 8101, CA4, 
submitted after argument on January 4, 1961, that the treatment of deferred 
taxes as a cost is incorrect this proceeding may be reopened upon the motion 
of any party for the sole purpose of determining what adjustments to the charges 
for the period involved and possible refunds are required by the court’s findings. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-—232 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 22, 1961) 


Southern Natural Gas Company (Applicant), P.O. Box 2563, Birmingham 2, 
Alabama, filed an application on March 2, 1961, for a certificate of public con- 
venience and necessity, pursuant to Section 7(c) of the Natural Gas Act authoriz- 
ing the construction and operation of natural gas facilities and the sale of 
natural gas as hereinafter described, subject to the jurisdiction of the Commis- 
sion, all as more fully described in the application. 

Applicant seeks authority to construct and operate a tap and metering and 
regulating facilities and to sell natural gas to Mississippi Valley Gas Company 
(Mississippi), an existing customer, for resale to the Naval Auxiliary Air Sta- 
tion, Lauderdale County, Mississippi. Gas will be delivered at a point on Ap- 
plicant’s Meridian Lateral approximately 11 miles north of its North Meridian 
Border Station. 

The application states that the estimated maximum day and annual require- 
ment of the Air Station are 800 Mcf and 109,000 Mcf respectively, including daily 
maximum requirement for firm gas of 400 Mcf. The proposed sale to the Air 
Station will be made under Rate Schedule CD-1 of Applicant’s presently effective 
tariff. 

The total cost of the facilities to be constructed by Applicant is estimated to 
be $9,873 which cost will be defrayed from cash on hand. 

Mississippi has sufficient gas supply available under its existing contract with 
Southern, on file with the Commission, to enable it to render the proposed serv- 
ice without adverse effect on its existing service. 

Southern was authorized in Docket No. G—14587 to provide the existing con- 
tract volume to Mississippi. 

Temporary authorization was granted for the proposed service on March 23, 
1961. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 11, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the ap- 
plication has been received. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and the Commission render a deci- 


sion herein pursuant to Section 1.30(c)(1) of its Rules of Practice and Pro- 
cedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities hereinbefore described are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, as an integral part of Applicant’s pipeline system 
and the operation thereof by Applicant is subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed, and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of facilities for transportation 
and sale of natural gas, as hereinbefore described, as more fully described in the 
application, is required by the public convenience and necessity, and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (3), (¢c) (4) and (e) of Section 157.20 
of the Commission’s General Rules and Regulations, including the Rules of 
Practice and Procedure, should attach to the issuance of the certificate herein 
and to the exercise of the rights granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record and, not 
having been denied by the Commission, is granted pursuant to Section 1.380(c) 
(1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to construct and operate natural gas facilities and to sell natural 
gas to Mississippi Valley Gas Company for resale to the Naval Auxiliary Air 
Station, Lauderdale County, Mississippi, as described above and as more fully 
described in the application in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s General Rules and Reg- 
ulations, including Rules of Practice and Procedure, shall attach to the issuance 
of the certificate granted in paragraph (A) hereof, and to the exercise of the 
rights thereunder. 

(C) Southern shall complete construction of the facilities authorized herein 
and commence operation thereof within 6 months from the date of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TRANSCONTINENTAL GAS PIPE LIND CORPORATION, DOCKET NO. 
CP61-221 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 22, 1961) 


On February 28, 1961, Transcontinental Gas Pipe Line Corporation (Appli- 
cant) filed in Docket No. CP61-221 an application pursuant to Section 7(c) of 
the Natural Gas Act for a certificate of public convenience and necessity author- 
izing the construction and operation of minor lateral and field facilities to enable 
Applicant to take into its certificated main pipeline system natural gas which 
will be purchased from producers thereof in the general area of Applicant’s 
existing transmission system from time to time during the twelve-month period 
following the date of authorization at a total cost not to exceed $1,500,000, 
with no single project to exceed a cost of $500,000, all as more fully set forth in 
the application. 

The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its pipeline 
system new supplies of natural gas in various producing areas generally coex- 
tensive with said system. 

Applicant will finance the cost of the facilities proposed hereunder from funds 
on hand or short-term bank loans. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 11, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Transcontinental Gas Pipe Line Corporation, a Delaware cor- 
poration having its principal place of business in Houston, Texas, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of April 28, 1950, in Docket No. G-1277 (9 FPC 
32). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Applicant are sub- 
ject to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction. and operation of the facilities to take natural gas pur- 
chased from producers thereof during the 12-month period following the date of 
issuance of this order as proposed by Applicant are required by the public con- 
venience and necessity and a certificate therefor should be issued, as herein- 
after ordered and conditioned. 
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(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit within 60 days after the termina- 
tion of the authorized 12-month period, a statement under oath showing, by 
projects: (a) names of fields connected, (b) estimates of gas supplies attached, 
(ce) a description of the project or projects constructed pursuant to the author- 
ization granted hereinafter, (d) the location of said project or projects, (e) the 
costs of the facilities so constructed, and (f) the names of the independent 
producers involved, together with the respective dates of the gas sales contracts 
and the docket numbers of the related producer certificate applications. 

(6) The authorization granted hereinafter should be limited to expenditures 
for construction during the 12-month period following the date of issuance of this 
order, and the total expenditures for facilities authorized to be constructed here- 
under should be limited to a maximum of $1,500,000, with no single project to 
exceed a cost of $500,000. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the issuance of the certificate granted to Applicant and to the exercise of 
the rights granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted, pursuant 
to Section 1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Transcontinental Gas Pipe Line Corporation to 
construct and operate the proposed facilities to take natural gas purchased 
from producers thereof, all as more fully set forth in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit within 60 days after the termination of the 
authorized 12-month period a statement under oath showing, by projects: 
(a) names of fields connected, (b) estimates of gas supplies attached, (c) a 
description of the project or projects constructed pursuant to the authorization 
granted in paragraph (A) above, (d) the location of said project or projects, 
(e) the costs of the facilities so constructed, and (f) the names of the inde- 
pendent producers involved, together with the respective dates of the gas sales 
contracts and the docket numbers of the related producer certificate applications. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
expenditures for construction during the 12-month period following the date 
of issuance of this order, and the total expenditures for facilities authorized 
to be constructed hereunder are hereby limited to a maximum of $1,500,000, 
with no single project to exceed a cost of $500,000. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


POWER AUTHORITY OF THE STATE OF NEW YORK, PROJECT NO. 2216 


ORDER DETERMINING AMOUNT OF PAYMENTS TO BE PAID TOWARDS COSTS OF CONSTRUC- 
TION, OPERATION, MAINTENANCE AND REPLACEMENTS OF REMEDIAL WORKS, AND 
ORDERING PAYMENT 


(Issued May 23, 1961) 


Pursuant to the provisions of sub-paragraph (b)(7) of Public Law 85-159 
(71 Stat. 401), which authorized the Commission to issue a license to Power 
Authority of the State of New York for a project, now designated as Project 
No. 2216, on the Niagara River, New York, the Commission included in the 
license the following article: 


Article 26. The Licensee shall pay to the United States and include in its 
net investment in the project herein authorized the United States share 
of the cost of the construction of the remedial works, including engineering 
and economic investigations, undertaken in accordance with Article II of 
the treaty between the United States of America and Canada concerning 
uses of the waters of the Niagara River signed February 27, 1950, when- 
ever such remedial works are constructed. The Licensee shall also pay 
to the United States the United States share of the cost of operation, 
maintenance and replacements of the remedial works. The amounts to be 
paid under this article shall be hereafter determined by the Commission. 


The remedial works recommended by the International Joint Commission in 
its report transmitted May 12, 1953 to the Governments of the United States 
and Canada and approved by those respective Governments in July 1953 con- 
sisted of excavation and fill on the Goat Island and Canadian flanks of Horse- 
shoe Falls to obtain, among other things, an unbroken crestline for Horseshoe 
Falls, and the Chippawa-Grass Island Pool Control structure to assist in main- 
taining a dependable flow of water over the American Falls and Rapids and 
to maintain the then-existing relationship between the total river flow and the 
level of the Chippawa-Grass Island Pool with rapidly changing power diversions 
permitted under the 1950 Niagara treaty. The control structure was to extend 
from the Canadian shore above the Cascades part way across the Niagara River 
initially for 1550 feet with 13 sluices or gates each 100 feet wide separated by 
concrete piers. 

The remedial works were constructed between June 1954 and July 1957 by the 
Corps of Engineers, U.S. Department of the Army, and The Hydro-Electric Power 
Commission of Ontario under the direction of the International Niagara Board 
of Control. 

The United States Section of the International Joint Commission, on Novem- 
ber 18, 1960, transmitted to the Secretary of State the “Report of Construction 
of Niagara River Remedial Works” dated 30 September 1960 by the International 
Niagara Board of Control. On March 3, 1961, the Commission transmitted a 
copy of that report to Power Authority of the State of New York. 

The above-mentioned report shows in Section V thereof, beginning on Page 33, 
the total cost of constructing the remedial work as being $12,107,152 in U.S. 
currency, of which the United States share (one-half) is $6,053,576. The United 
States expenditure for engineering and model testing in connection with the 
design of the remedial works is shown as being $239,164.20 in U.S. currency. The 
report further shows that the annual expenditure for operation and maintenance 
of the remedial works has averaged $101,000 in U.S. currency since July 1957, 
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which has been divided equally between the two Governments involved. The 
United States share has been funded from appropriations to the U.S. Corps of 
Engineers. 

In a letter to this Commission dated March 24, 1961, the District Engineer, 
Corps of Engineers, Buffalo, New York, we are advised that construction costs 
shown in the above-mentioned report of the International Niagara Board of 
Control do not include all such costs to date and that the United States costs to 
date are as follows: 


a. Costs of original engineering board (Same as in ‘Report 


OF Commteietion” ) os 2 ee a $239, 164. 20 

b. Cost of construction as of March 1961 including engineering 
coats from’ July WSF te Gite 2 cs 6, 072, 778. 90 

ce. Operation and maintenance costs from July 1, 1957 to De- 
COMINGE EE, WOO ise ciinrti ccna 180, 845, 82 
etc ce a oak cared ee ee 6, 492, 788. 92 


In his same letter, the District Engineer also advises us that statements of 
operation and maintenance costs will be submitted to us for the period January 1, 
through June 30, 1961, and annually thereafter. On March 31, 1961, we trans- 
mitted a copy of the District Engineer’s letter, and enclosures therewith to Power 
Authority of the State of New York. 


The Commission determines: 


The amount to be paid as the United States share of the cost of the construc- 
tion of the above-mentioned remedial works, including engineering and economic 
investigations, and the cost of operation, maintenance and replacements of the 
remedial works, is the sum of $6,492,788.92, as shown above. 


The Commission orders: 


(A) Payment to the United States through this Commission of $6,492,788.92 
for the purposes stated above shall be made by Power Authority of the State of 
New York within 60 days from the date of issuance of this order. 

(B) Payments of the United States for its share of further costs of the 
Niagara remedial works shall be made by Power Authority of the State of New 


York within 30 days of the rendition hereafter of bills therefor by the Com- 
mission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE CALIFORNIA OREGON POWER COMPANY, DOCKET NO. E-6995 
ORDER AUTHORIZING ACQUISITION AND MERGER OR CONSOLIDATION OF FACILITIES 
(Issued May 24, 1961) 


The California Oregon Power Company (Applicant), a corporation organized 
under the laws of the State of California and doing business in the States of 
California and Oregon, with its principal business office at Medford, Oregon, 
filed an application, on April 18, 1961, for an order, pursuant to Section 203 of 
the Federal Power Act, authorizing it to acquire and to merge or consolidate 
with its own facilities certain electric distribution facilities of The McCloud 
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River Lumber Company (McCloud), a corporation organized under the laws of 
the State of Minnesota and doing business in the State of California.* 

The properties which Applicant proposes to acquire are those electric distribu- 
tion facilities of McCloud which serve about 750 customers, principally employees 
of that company and several commercial establishments owned by McCloud, 
within the unincorporated communities of McCloud, Kinyon and Pondosa, 
California. McCloud will retain the millsite distribution system from the 
McCloud steam generating plant to its sawmill and related manufacturing facil- 
ities. The purchase price will be $126,698, this amount being equivalent to the 
estimated original cost of the facilities less the estimated accrued depreciation, 
described as follows: 


Original cost | Depreciation Depreciated 






Distribution plant (estimated) accrued cost (estimated) 
(estimated) 

PR, Ce ae iin eh chk $60, 208 $13, 143 $47, 065 
Overhead Conductors and devices..............-- 43, 477 4, 956 38, 521 
Line transformers._- 24, 298 6, 519 17, 779 
COTIR is ccrictidtans 15, 679 5, 323 10, 356 
ick dninatin 11, 590 3, 384 8, 206 
Street light and signal systems.....................-...- 8, 036 3, 265 4,771 
ROi.nct cascenbsameanemnokabanangunnpabienmentnad 163, 288 36, 590 126, 698 


Applicant is engaged principally in the business of generating, purchasing, 
transmitting, distributing and selling electric energy in southern Oregon and 
northern California. McCloud is a manufacturer of lumber products at Mc- 
Cloud, California with forest operations worked by its employees located at 
Kinyon and Pondosa, California. The facilities which Applicant proposes to 
acquire from McCloud were originally installed and operated by McCloud as 
an adjunct to electric facilities intended primarily to furnish power to its manu- 
facturing plants. McCloud neither transmits electric energy in interstate com- 
merce nor sells electric energy at wholesale in interstate commerce. 

Applicant states that the proposed acquisition and merger or consolidation 
of facilities will be consistent with the public interest because McCloud will 
rid itself of an undesirable minor business operation, and Applicant will acquire 
electric facilities and a group of customers in a business in its own field, ena- 
bling Applicant to make improvements and to expand the facilities. Applicant 
states that the rates which present customers of McCloud are paying for electric 
service are very close, although slightly higher, than the rates which they will 
pay after the facilities are acquired by Applicant. 

Written notice of the application has been given to the California Public 
Utilities Commission and the Oregon Public Utility Commissioner, and to the 
Governor of each of those States. Notice was also published in the Federal 
Register on May 4, 1961 (26 F.R. 3906), stating that any person desiring to be 
heard or to make any protest with reference to the application should file a 
petition or protest on or before May 17, 1961, with the Federal Power Commis- 
sion, Washington 25, D. C. No protest or petition or request to be heard in 
opposition to the granting of the application has been received. 


*Applicant, on February 17, 1961, with Pacific Power & Light Company, filed a joint 
application for an order, pursuant to Sections 203 and 204 of the Act, authorizing the 
merger of Applicant into Pacific Power & Light Company and the issuance and assumption 
of securities by Pacific Power & Light Company in connection with the merger. The joint 
application is still pending before this Commission (Docket No. E-6977). 
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The Commission finds: 


(1) Applicant, a California corporation, owns and operates facilities, among 
others, which are used for the transmission and sale at wholesale of electric 
energy which is generated in the State of Oregon and consumed in the State 
of California, all of which facilities are in addition to and dv not include facili- 
ties used for the generation of electric energy or facilities used in local distribu- 
tion or only for the transmission of electric energy in intrastate commerce, 
or facilities for the transmission of electric energy consumed wholly by the 
transmitter, and Applicant is, therefore, a public utility within the meaning of 
that term as used in Section 203 of the Federal Power Act. 

(2) By the proposed transaction, as described above, Applicant will merge 
or consolidate its facilities subject to the jurisdiction of the Commission with 
certain of those of McCloud, another person, within the meaning and subject 
to the requirements of Section 203 of the Act. 

(3) The proposed acquisition and the merger or consolidation of certain of 
the facilities of McCloud by Applicant with its own facilities, as described above, 
upon the terms and conditions specified in the application and subject to the 
provisions of this order, will be consistent with the public interest as expressed 
in Section 203 of the Act for the reasons set forth in the recital above. 

(4) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed acquisition and merger or consolidation of certain facili- 
ties of McCloud by Applicant, all as described above, is hereby authorized and 
approved upon the terms and conditions set forth in the application, subject to 
the provisions of this order. 

(B) Applicant shall record the transaction herein authorized and the facili- 
ties and properties described above as provided in the Commission’s Uniform 
System of Accounts Prescribed for Public Utilities and Licensees. 

(C) This authorization shall expire unless the transaction herein author- 
ized is consummated within 60 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuations, estimates or determinations of cost, or any matter whatsoever now 


pending or which may come before this Commission or any other regulatory 
body. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


H. L. HAWKINS AND H. L. HAWKINS, JR., ET AL., DOCKET NO. 
G-12306, ET AL. 


ORDER GRANTING MOTION AND AMENDING ORDER ACCEPTING OFFER OF SETTLEMENT 
AND TERMINATING PROCEEDINGS 


(Issued May 24, 1961) 


On April 14, 1961, 25 FPC 747, the Commission issued an order herein accepting 
H. L. Hawkins and H. L. Hawkins, Jr’s. (Hawkins) amended offer of settle- 
ment and, under the terms and conditions therein set forth, provided for the 
termination of the proceedings in Docket Nos. G—12306, G—14184, G-—17367, 
G-17821, G—19825 and G—20450. On April 27, 1961, Hawkins tendered an appli- 
cation for rehearing and reconsideration of said order as such relates to findings 
(2) and (3) and ordering paragraphs (D) and (F). Hawkins states that such 
action “is required to give full effect to the terms and intent of the Offer of 
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Settlement * * *.” Hawkins states further that the classifying and amendatory 
language now requested does not result in any increase in the total rate pro- 
vided by the offer of settlement, as amended. It is noted, however, that in 
each instance there is an increase in the base rate and a corresponding decrease 
in the tax reimbursement increment. 


The Commission finds: 


Good cause has been shown for the Commission to reconsider its order of 
April 14, 1961, issued herein and to amend said order as hereinafter ordered. 


The Commission orders: 


(A) Findings (2) and (3) of the aforementioned order issued April 14, 1961, 
are hereby deleted and the following are substituted in lieu thereof: 

(2) The increased rates and charges proposed by Hawkins in its FPC Gas 
Rate Schedule Nos. 1 and 11, and subject to review in Docket Nos. G—12306, 
G-17821 and G—19825 have not been shown to be just and reasonable, or other- 
wise lawful under the terms and provisions of the Natural Gas Act, and they 
should be disallowed as hereinafter ordered. 

(3) It is appropriate and in the public interest to accept Hawkins’ Offer of 
Settlement, as amended, (1) to reduce the total rates under its FPC Gas Rate 
Schedule No. 1, from 20.811¢ to 18.3¢ per Mecf and under its FPC Gas Rate 
Schedule No. 11, frum 23.5¢ to 18.3¢ per Mcf, both inclusive of tax; «2) to re- 
fund the difference between the settlement rates as hereinbefore set out and 
the increased rates collected under Hawkins’ FPC Gas Rate Schedule Nos. 1 and 
11 which are subject to further orders as hereinbefore stated; (3) to terminate 
the proceedings in the aforementioned Docket Nos. G-12306, G—17821 and G-— 
19825; and (4) to make the filings required to eliminate the favored-nation pro- 
visions contained in Hawkins’ FPC Gas Rate Schedule Nos. 1, 4, 11 and 13, and 
to change the periodic step-increase provisions from one and two-year intervals 
to five-year intervals. 

(4) Without further proceedings in these matters at this time, it is appropriate 
and in the public interest that the total rate of 17.3¢ per Mcf which is currently 
being collected subject to refund for all gas sold pursuant to Hawkins’ FPC 
Gas Rate Schedule No. 13, which rate schedule is subject to review in Docket 
Nos. G—14184, G—17367 and G—20450, shall be permitted to continue in effect with- 
out obligation to refund, that Hawkins be discharged of all obligations under its 
undertakings filed therein, and that said proceedings be terminated. 


(B) Ordering clauses (D) and (F) of the aforesaid order are amended to 
read as follows: 

(D) Within 45 days from the date of issuance of this order, Hawkins shall 
refund, with appropriate interest, amounts computed in accordance (a) with 
rate levels set out in paragraph 3 above; (b) with Section 154.102 of the Com- 
mission’s Regulations and (c) with prior orders and notices in these proceedings. 

(F) Within 45 days from the date of the issuance of this order, Hawkins shall 
file supplemental agreements to its FPC Gas Rate Schedule Nos. 1, 4, 11 and 
13, which filings, in all respects, shall conform to Hawkins’ Offer of Settlement, 
as now amended, including the Application for Rehearing and Reconsideration 
filed herein on December 23, 1960 and April 27, 1961. 


(C) The total rate of 17.3¢ per Mcf currently being collected subject to refund 
for all gas sold pursuant to Hawkins’ FPC Gas Rate Schedule No. 13 is hereby 
continued in effect without being subject to refund and Hawkins is discharged 
from all obligations under the undertakings filed in Docket Nos. G—14184, G— 
17367 and G—20450, all of which relate to said rate schedule. 

(D) In all other respects and except as herein amended, said order issued 
herein on April 14, 1961, shall remain in full force and effect. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ALABAMA POWER COMPANY AND WEST POINT MANUFACTURING 
COMPANY, DOCKET NO. E-6976 


ORDER AUTHORIZING DISPOSITION, MERGER OR CONSOLIDATION AND 
LEASE OF FACILITIES 


(Issued May 25, 1961) 


Alabama Power Company (Alabama) and West Point Manufacturing Com- 
pany (West Point) filed a joint application on February 16, 1961 for an order, 
pursuant to Section 203 of the Federal Power Act authorizing (1) West Point 
to sell its 2.4 kv electric distribution facilities in Chambers County, Alabama, to 
Alabama, (2) West Point to lease certain 12 kv transmission facilities in Cham- 
bers County, Alabama to Alabama, and (3) Alabama to merge or consolidate 
such purchased and leased facilities with its facilities presently serving con- 
tiguous areas. Alabama is a wholly-owned subsidiary of The Southern Com- 
pany, and is a corporation organized under the laws of the State of Alabama 
and doing business in that State, with its principal business office at Birming- 
ham, Alabama. West Point is a corporation organized under the laws of the 
State of Georgia and doing business in the States of Alabama and Georgia, with 
its principal business office at West Point, Georgia. 

Alabama is engaged principally in the generation, purchase, transmission, dis- 
tribution and sale of electric energy to more than 600,000 retail customers in 
625 communities in the State of Alabama, including the cities of Birmingham, 
Mobile and Montgomery, as well as in rural areas of Alabama. Alabama, also, 
makes sales at wholesale for resale to 12 municipalities, 12 REA distributing co- 
operatives and 1 REA generation and transmission cooperative in the State of 
Alabama, some of the electric energy being ultimately resold to customers in 
Georgia, Florida and Mississippi. West Point is engaged principally in the 
manufacture and sale of textiles, owning and operating a number of mills in 
each of the unincorporated communities of Shawmut, Langdale, Fairfax and 
River View, in Chambers County, Alabama. As an incident to its principal busi- 
ness, West Point, also furnishes an electric utility, water, sewer and garbage 
disposal service in each of those communities. Except for a relatively small 
amount of electric energy generated at one of the mills in Alabama, all of the 
electric energy required for the mills and for the 3,700 retail customers (most 
of whom are employees of West Point) located in the four Chambers County 
communities is purchased from Alabama. 

Pursuant to the Agreement dated June 7, 1960, West Point proposes to sell 
to Alabama an electric distribution system serving customers in the four unin- 
corporated communities of Shawmut, Langdale, Fairfax and River View, Ala- 
bama. Included in the sale are five 12/2.4 kv substations serving the four com- 
munities and having a total installed transformer capacity of approximately 
5,000 kva, the street lighting facilities in the four communities, the poles support- 
ing that portion of the 12 kv system which will be leased to Alabama, and such 
materials and supplies on hand as pertain to the distribution and street lighting 
systems. West Point will retain ownership of the lands on which the five sub- 
stations are erected but will grant Alabama easements with respect to those 
lands. 

Under the terms of the Agreement the purchase price of the electric facilities 
to be transferred is $1,750,000, subject to adjustments with respect to additions 
and retirements made between the date of the contract and the closing date of 
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the transaction. Although the books of West Point do not reflect the original 
cost of the properties to be conveyed, Applicants state that an inventory of the 
property was made in August, 1960, and an estimated original cost of $824,514 
was determined by pricing out the inventory from existing records obtained 
from West Point and from appropriate records of Alabama. The amount of 
$206,129 was determined to represent the estimated depreciation reserve re- 
quirements applicable to the estimated original cost, this determination being 
based upon the installation dates of the facilities and their general physical 
condition as noted in the taking of the inventory. The value of material and 
supplies was fixed at $5,690. The consideration of $1,750,000 for the facilities 
will result in the creation of an electric plant acquisition adjustment of 
$1,125,925, which Alabama proposes to amortize over a period of 10 years by 
charges to Miscellaneous Amortization. 

West Point will retain ownership of the 12 kv transmission system but will 
lease to Alabama that portion extending from Alabama’s 110/12 kv substation 
serving West Point, at Shawmut, to the five substations serving the communities 
of Shawmut, Langdale, Fairfax and River View, Alabama. The street lighting 
service now provided by West Point in the mill villages will after the proposed 
sale be supplied by Alabama and charged to West Point at Alabama’s standard 
street lighting rate. It is estimated that the charge for the same amount of 
street lighting now provided will amount to $9,393 per year. The rental under 
the lease is $16,500 per year escalated by the amount, if any, by which the 
charges to West Point under the street lighting contract exceed the sum of 
$9,393. The rental will not be escalated beyond $27,000 in any one rental year. 

Written notice of the application has been given to the Alabama Public 
Service Commission, the Florida Railroad & Public Utilities Commission, and 
the Public Service Commission of Mississippi, and to the Governor of each of 
those States. Notice of the application has also been given by publication in the 
Federal Register on March 4, 1961 (26 F.R. 1934), stating that any person de- 
siring to be heard or to make any protest with reference to the application should 
on or before March 18, 1961 file with the Federal Power Commission, Washing- 
ton 25, D. C. petitions or protests. No petition or protest or request to be heard 
in opposition to the granting of the application has been received. 

The Alabama Public Service Commission, by order entered August 12, 1960, 
approved the transactions proposed by Applicants herein. 


The Commission finds: 


(1) Alabama, an Alabama corporation, owns and operates facilities, among 
others, which are used for the transmission and sale at wholesale of electric 
energy which is transmitted between the State of Alabama and the States of 
Florida, Georgia and Mississippi and consumed outside of the State in which 
generated, all of which facilities are in addition to and do not include facilities 
used for the generation of electric energy or facilities used in local distribution 
or only for the transmission of electric energy in intrastate commerce, or faci- 
lities for the transmission of electric energy consumed wholly by the transmitter, 
and Alabama is, therefore, a public utility within the meaning of that term as it 
is used in Section 203 of the Federal Power Act. 

(2) West Point, a Georgia corporation, owns and operates facilities, among 
others, which are used for the transmission of electric energy which is gen- 
erated in the State of Georgia and consumed in the State of Alabama by per- 
sons other than the transmitter, all of which facilities are in addition to and do 
not include facilities used for the generation of electric energy or facilities used 
in local distribution or only for the transmission of electric energy in intrastate 
commerce, or facilities for the transmission of electric energy consumed wholly 
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by the transmitter, and West Point is, therefore, a public utility within the mean- 
ing of that term as it is used in Section 203 of the Federal Power Act. 

(3) By the proposed sale of facilities West Point would dispose of a part of 
its facilities subject to the jurisdiction of the Commission of a value in excess 


of $50,000 within the meaning and subject to the requirements of Section 203 
of the Federal Power Act. 


(4) By the proposed acquisition of facilities Alabama would merge or con- 
solidate its facilities subject to the jurisdiction of the Commission with those of 
West Point, another person, within the meaning and subject to the requirements 
of Section 203 of the Federal Power Act. 

(5) By the proposed lease of facilities West Point would by lease dispose of 
a part of its facilities subject to the jurisdiction of the Commission of a value 
in excess of $50,000 within the meaning and subject to the requirements of Sec- 
tion 203 of the Federal Power Act. 

(6) The proposed sale of facilities, acquisition and merger or consolidation 
of facilities, and lease of facilities, all as recited above, upon the terms and con- 
ditions set forth in the application and subject to the provisions of this order 
will be consistent with the public interest as expressed in Section 203 of the 
Federal Power Act for the reasons set forth above. 

(7) Alabama, a subsidiary company of The Southern Company, a registered 
holding company, is not, with respect to the proposed transaction, as described 
above, subject to any requirement of the Public Utility Holding Company Act 
of 1935, or a rule, regulation or order thereunder, and is, therefore, not exempt 
from the requirements of Section 203 of the Federal Power Act by reason of 
Section 318 thereof. 


The Commission orders: 


(A) The proposed (a) sale by West Point of a part of its transmission fa- 
cilities. (b) lease of facilities by West Point to Alabama, and (c) acquisition 
and merger or consolidation thereby by Alabama, all as described above, are 
authorized and approved upon the terms and conditions and for the purposes set 
forth in the application, subject to the provisions of this order. 

(B) Alabama and West Point shall record the proposed transactions and 
the facilities and properties described above as provided in the Commission’s 
Uniform System of Accounts Prescribed for Public Utilities and Licensees. 

(C) This authorization shall expire unless the transactions herein authorize. 
and approved are consummated within 90 days from the date of issuance of 
this order. 

(D) The foregoing authorization and approval is without prejudice to the 
authority of this Commission or any other regulatory body with respect to rates, 
service, accounts, valuations, estimates or determinations of costs, or any other 
matter whatsoever now pending or which may come before this Commission, 
and nothing in this order shall be construed as an acquiescence by this Commis- 
sion in any estimate or determination of cost or any valuation of property 
claimed or asserted. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 
HOPE NATURAL GAS COMPANY, DOCKET NO. CP61-224 
ORDER DENYING PETITIONS FOR LEAVE TO INTERVENE AND MOTION FOR CONSOLIDATION 
(Issued May 25, 1961) 


On May 9, 1961, Tennessee Gas Transmission Company (Tennessee) filed its 
petition for leave to intervene and motion for consolidation in Docket Nos. 








FEDERAL POWER COMMISSION 1021 


CP61-194, CP61-198, CP61-224, CP61-237 and CP61—238, none of which docketed 
proceedings have heretofore been consolidated for hearing. 

The combination petition and motion alleges, “from a cursory examination,” 
that the applications in the aforementioned dockets are part of a plan by the re- 
spective applicants to use storage capacity interchangeably through utilization of 
common facilities and that such plan is a “step towards ultimately excluding 
Tennessee from participation in the growth of the markets served by both 
Tennessee and the joint applicants.” 

Tennessee further alleges that “the primary purpose of the applications is (a) 
the development of additional excess storage capacity by Consolidated and (b) 
the rendition of additional storage services by New York Natural, Hope, Transco, 
and Texas Eastern * to customers of Tennessee.” 

On May 18, 1961, Hope Natural Gas Company filed in the subject Docket, No. 
CP61-224, its motion to dismiss and its answer to the filing of May 9, 1961, by 
Tennessee, stating that its (Hope’s) application in said subject docket “shows 
conclusively that the connecting pipelines sought to be constructed and operated 
are merely renewals of existing pipelines, the obsolescence and deterioration of 
which require replacement in order that the existing Fink storage pool may be 
efficiently and economically operated.” Hope’s motion and answer also shows 
“that the circumstances which required the facilities described (in the applica- 
tion in Docket No. CP61-224) arise by reason of the natural migration of 
storage gas into a former oil field and a resultant operational problem of con- 
siderable consequence to Hope but of no interest to Tennessee, immediate or re- 
mote.” Hope’s application does not seek authorization for any new sales or 
service through the facilities involved thereunder. 

On May 22, 1961, the City of Pittsburgh, Pennsylvania, filed its petition for 
leave to intervene in Docket No. CP61-—224, relying upon the allegations contained 
in the petition and motion of Tennessee but stating that “it has not determined 
the merits of the questions raised” therein. 


The Commission finds: 


Good cause has not been shown by Tennessee Gas Transmission Company nor 
by the City of Pittsburgh for permitting their intervention in the proceeding 
designated as Docket No. CP61-224, nor for granting Tennessee’s motion to con- 
solidate said proceeding with the other proceedings enumerated in its filing of 
May 9, 1961. 


The Commission orders: 


So much of the petition and motion filed on May 9, 1961, by Tennessee Gas 
Transmission Company as seeks permission to intervene in the proceeding desig- 
nated as Docket No. CP61-224 and as moves the consolidation of said Docket 
No. CP61-224 with four other docketed proceedings enumerated therein, and 
the petition for leave to intervene in said Docket No. CP61-—224 filed on May 22, 
1961, by the City of Pittsburgh, Pennsylvania, are hereby denied. 


*New York State Natural Gas Corporation, Hope Natural Gas Company, Transcon- 
tinental Gas Pipe Line Corporation and Texas Bastern Transmission Corporation. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


JOHN W. MECOM (DOING BUSINESS AS MECOM PETROLEUMS), 
DOCKET NO. G—10357 


ORDER ACCEPTING OFFER OF SETTLEMENT AND PROVIDING FOR REFUNDS 
(Issued May 25, 1961) 


This proceeding concerns the lawfulness of a rate filing made by John W. 
Mecom, d/b/a Mecom Petroleums, for sales from the Crescent Farms and Holly- 
wood Fields in Terrebonne Parish, Louisiana. Mecom Petroleums was a partner- 
ship which came into being in 1955 as a result of an agreement between John 
W. Mecom and San Jacinto Petroleum Corporation whereby they became partners 
for 5 years for the general purpose of exploring for oil, gas or other minerals. 
Mecom’s contribution was in the form of certain oil and gas leases and other 
similar properties and the sum of $320,000 in cash. San Jacinto contributed 
$1,680,000 in cash. The articles of partnership provided for additional con- 
tributions of approximately $5,000,000 per year for the 5-year period for develop- 
ment activity. Among the properties contributed by Mecom was a lease in 
the Crescent Farms Field. Mecom’s discovery well in this field was completed 
at a depth of approximately 14,500 feet as a gas well in a formation designated 
the Southdown Sugars Sand. 

In the adjacent Hollywood Field, Tidewater Oil Company drilled into the 
Southdown Sugars Sand and, because of the extremely high pressures of the 
gas which exceeded 11,000 pounds at the surface, Tidewater’s well blew out of 
control with a loss of about 35 million cubic feet per day of natural gas. In 
order for Tidewater to avoid wasting the gas, and in order for Mecom to pre- 
vent drainage and the payment of shut-in royalties, both Tidewater and Mecom 
agreed to sell this gas to the only pipeline capable of taking it, United Gas Pipe 
Line Company, at a distress price of 9 cents per Mcf plus tax reimbursement 
until a long term contract could be negotiated. 

Mecom’s original contract for this sale was executed on March 22, 1955, and 
was filed with this Commission as Mecom’s FPC Gas Rate Schedule No. 3, later 
redesignated No. 1.1 Thereafter Mecom and United amended the contract effec- 
tive January 1, 1956, to provide for the sale of gas from the Crescent Farms and 
Hollywood Fields for a period of 20 years at a price of 18.5 cents per Mcf plus 
1 cent per Mcf tax reimbursement. This amendment was filed as Supplement 
No. 1 to Rate Schedule No. 1 and the resulting change in rate as Supplement 
No. 2 to Rate Schedule No. 1. This change in rate was suspended by our order 
of May 9, 1956, and was made effective subject to refund on October 12, 1956, 
pursuant to a proper motion and undertaking by Mecom. It was this change 
in rate which gave rise to the proceeding now before us. Following hearings 
and the filing of briefs by Mecom and the staff, the examiner issued a decision 
on June 3, 1959, in which he found that 17.5 cents per Mcf exclusive of tax 
reimbursement was a just and reasonable price for Mecom’s gas based on the 
cost of service presentations made by Mecom and our staff. 

Mecom’s cost of service evidence at the hearing was based on the use of 
straight Btu allocations and our staff used a sales realization method of allo- 
cation. The examiner rejected both methods and allocated on the basis of 
other prices for gas sales in the area, trended by volumes. Both Mecom and 


1 Now General American Oil Company of Texas’ FPC Gas Rate Schedule No, 42. 
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our staff took exception to the examiner’s decision. Both objected to the 
examiner’s method of allocation and staff, in addition, moved that the proceeding 
be dismissed on the ground that if Mecom’s method were unacceptable it had 
not carried its burden of proof and the examiner could not go outside the record 
to find a method to substitute for Mecom’s method. On May 19, 1961, Mecom, 
in a letter to this Commission, proposed to withdraw its exceptions to the 
examiner’s decision and its motion for oral argument if the Commission would 
not sustain the staff’s motion for dismissal and exceptions and find a price of 
17.5 cents per Mcf exclusive of tax reimbursement to be the just and reasonable 
rate for the period involved in this proceeding.’ 

This case arose, hearings were held and the examiner’s decision was issued 
prior to our decision in Phillips Petroleum Company, 24 FPC 537, and the 
issuance of our Statement of General Policy No. 61-1, 24 FPC 818. The case 
was presented on cost of service evidence but the examiner’s decision was not, 
of course, based on the allocation principles for setting cost of service rates 
as set forth by us in Phillips. The principles employed by the examiner were 
incorrect and we have, therefore, had our staff test Mecom’s proposed rate based 
on the evidence of costs presented at the hearings and the allocation principles 
as set forth in our Phillips decision. Such rates based on a cost of service as 
determined by our staff indicate that the 17.5 cent price as proposed in Mecom’s 
letter of May 19, 1961, is lower than the price which would result from the 
application of the Phillips’ principles to Mecom’s costs. 

As this case arose prior to our Phillips decision wherein we stated that for 
future proceedings cost of service alone would not be-a proper basis for estab- 
lishing prices for producer sales of natural gas, the justification of Mecom’s 
prices on the basis of costs may be accepted. We would also note that while 
this price is properly reviewable under Section 4 of the Natural Gas Act rather 
than Section 7 as originally contended by Mecom, the sale was a new sale in 
March, 1955, and we are aware that the distress price of 9 cents per Mcf was 
not representative or in line with the going price for initial sales in South 
Louisiana at that time. As between the contracting parties the price estab- 
lished for January 1, 1956, by the amendment to the March 22, 1955, agreement, 
in effect, represented the initial price of the gas to the purchaser, United Gas 
Pipe Line Company. We note this circumstance in order to make it clear that 
in determining that Mecom’s price of 17.5 cents plus tax reimbursement is just 
and reasonable we are not overlooking the fact that it exceeds the rate for 
price increases set by our Statement of General Policy No. 61-1. 


The Commission finds: 


(1) Based upon a full consideration of the entire record in this proceeding in- 
cluding the cost of service evidence and all of the circumstances of the sale 
we find a price of 17.5 cents exclusive of tax reimbursement to be a just, 
reasonable and lawful price for the sales from October 12, 1956, under Mecom 
Petroleum’s FPC Gas Rate Schedule No. 1 and General American Oil Company of 
Texas’ FPC Gas Rate Schedule No. 42 until such time as such rates may be 
changed pursuant to the provisions of the Natural Gas Act. 


2 Mecom Petroleums was terminated as a partnership on April 15, 1960, and on April 1, 
1960, General American Oil Company of Texas became the successor in interest to the sales 
here involved. On December 13, 1960, General American filed a rate increase for these 
sales which was suspended by our order of January 6, 1961, in Docket No. RI61—321 until 
June 13, 1961, or such later date as it is made effective under the terms of the Natural 
Gas Act. The rates set by this order will, therefore, be the effective rates for the respec- 
tive periods as set forth in ordering paragraph (B) and until such time as General Ameri- 
can may make the increase suspended in RI61-321 effective. 


693-489—_6..—_47 
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(2) The offer of Mecom Petroleum to withdraw its motion for oral argument 
and its exceptions to the examiner’s decision, issued June 3, 1959, upon the 
acceptance by the Commission of a 17.5 cent rate exclusive of tax should be 
accepted. 

(3) The Commission staff’s motion for dismissal and exceptions to the ex- 
aminer’s decision should be denied. 

(4) The decision of the presiding examiner issued June 8, 1959, in these pro- 
ceedings was based on incorrect principles and must be reversed. 


The Commission orders: 


(A) The increased rates contained in Mecom’s Supplement No. 2 to its FPC 
Gas Rate Schedule No. 1 (Now General American Oil Company of Texas’ FPC 
Gas Rate Schedule No. 42) are disallowed. 

(B) The rate of 17.5 cents per Mcf plus 1 cent tax reimbursement per Mcf 
(at 15.025 psia) shall be the effective rate as to all sales from October 12, 1956, 
to November 30, 1958, under Mecom’s FPC Gas Rate Schedule No. 1 and the 
rate of 17.5 cents per Mcf plus 1.75 cents tax reimbursement per Mcf (at 15.025 
psia) shall be the effective rate as to all sales from December 1, 1958, under 
Mecom’s FPC Gas Rate Schedule No. 1 and General American Oil Company of 
Texas’ Gas Rate Schedule No. 42 until such time as this rate may be changed 
pursuant to the provisions of the Natural Gas Act and Mecom and General 
American shall file revised rate schedules within 15 days embodying the above 
prescribed rates. 

(C) Mecom Petroleums and its successor in interest, General American Oil 
Company of Texas, shall refund to United Gas within 30 days of this order’s 
issuance all amounts collected since October 12, 1956, in excess of the rates pre- 
scribed in ordering paragraph (B) together with 6 percent annual interest and 
shall within 45 days report to this Commission the amount of such refund to- 
gether with the computations from which the amount was derived and a copy 
of the acceptance of the refund by United Gas Pipe Line Company. 

(D) The offer submitted May 19, 1961, by Mecom Petroleums and General 
American Oil Company of Texas to withdraw its motion for oral argument and 
exceptions to the examiner’s decision is hereby accepted. 

(B) The examiner’s decision issued June 3, 1959, in this proceeding is hereby 
reversed for the reason hereinbefore indicated. 

(F) The motion of Commission staff for dismissal of this proceeding and 
staff’s exceptions to the examiner’s decision are hereby denied. 

(G) Upon compliance by Mecom and General American with the terms of this 
order this proceeding shall be terminated. 

(H) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission and is without prejudice to 
any claims or contentions which may be made by Mecom, General American, 
the Commission staff or any other parties affected by this order in any pro- 
ceeding now pending or hereafter instituted by or against Mecom, General 
American, or any other companies, persons or parties affected by this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NIAGARA MOHAWK POWER CORPORATION AND CONSOLIDATED 
EDISON COMPANY OF NEW YORK, INC., DOCKET NO. E-6990 


ORDER AUTHORIZING SALE OF FACILITIES 
(Issued May 25, 1961) 


Niagara Mohawk Power Corporation (Niagara Mohawk), incorporated under 
the laws of the State of New York, with its principal place of business at 
Syracuse, New York, filed an application on March 27, 1961, for an order, 
pursuant to Section 203 of the Federal Power Act, authorizing Niagara Mohawk 
to sell to Consolidated Edison Company of New York, Inc. (Con Edison), 
incorporated under the laws of the State of New York, with its principal place 
of business at New York, an electric substation located in the Town of Pleasant 
Valley, Dutchess County, and a 138 kv electric transmission line and associated 
right of way extending southerly approximately 29 miles from that substation 
to the Putnam-Westchester County boundary, all in the State of New York. 
Con Edison joined in the application of Niagara Mohawk on April 10, 1961, and 
requested that the Commission authorize the consummation of the proposed 
transaction. 

Niagara Mohawk is engaged in the generation, purchase, transmission, dis- 
tribution and sale of electric energy and in the purchase, distribution, and sale 
of natural gas in Upstate New York. Electric energy is supplied by Niagara 
Mohawk to more than 1,000,000 customers in 32 of the 62 counties of New York 
State, including the Cities of Albany, Troy, Schenectady, Utica, Syracuse, and 
Buffalo. The total utility plant less reserves of Niagara Mohawk was recorded 
at $977,116,790, as of December 31, 1960. Niagara Mohawk exchanges electric 
energy with utility companies operating in Pennsylvania, New Jersey, and 
Massachusetts. 

Con Edison is engaged in the generation, purchase, transmission, distribution, 
and sale of electric energy in New York, Bronx, Kings, Queens Richmond, and 
Westchester Counties in New York State. Natural gas and steam are also dis- 
tributed and sold by Con Edison in certain of those counties. Among privately 
owned electric utility companies in the United States, Con Edison ranked first 
in operating revenues and second in utility plant in service in 1960. The total 
utility plant less reserves of Con Edison was recorded at $2,245,661,379, as of 
December 31, 1960. 

The proposed transaction will be carried out in accordance with the terms 
of a Contract of Sale, dated August 23, 1960, between Niagara Mohawk and 
Con Edison. The aforedescribed substation,* transmission line, and right of 
way will be sold by Niagara Mohawk to Con Edison for a cash consideration 
of $1,816,212, which, according to the application, is the original cost less the 
applicable reserve for depreciation of these facilities as of December 31, 1959. 
This consideration will be adjusted so as to represent the original cost less the 
applicable reserve for depreciation of the substation, transmission line, and 


*The Contract of Sale excepts from the proposed sale of the substation certain real and 
personal property owned by Central Hudson Gas and Electric Corporation (Central Hud- 
son) situated within the substation and associated with certain of Central Hudson's 
transmission lines connected to the substation. 
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right of way on the date of the closing of the proposed sale and purchase. 
The proposed transaction therefore will not result in a gain or loss on the books 
of Niagara Mohawk and will not create an acquisition adjustment on the books 
of Con Edison.** The closing date of the proposed transaction will be as soon 
as practicable after obtaining all requisite approval of regulatory authorities. 

Information submitted by Applicants and otherwise on file with the Commis- 
sion shows that the consummation of the proposed sale and purchase of the 
Pleasant Valley substation and the 138 kv transmission line and right of way 
will bring about a more equitable division of operating responsibility between 
Niagara Mohawk and Con Edison. The 138 kv transmission line proposed to 
be sold to Con Edison presently connects at the Putnam-Westchester County 
boundary with other facilities already owned and operated by Con Edison. 
Such line is currently used for the interchange of electric energy between the 
systems of Applicants. Such information also shows that ownership and opera- 
tion by Con Edison of facilities involved in the proposed transaction will imple- 
ment existing arrangements for the pooling of generating sources in New York 
State and adjoining States, thus permitting electric utility companies participat- 
ing in the pooling arrangements to install larger and more efficient generating 
units and to reduce required reserve generating capacity. For the purpose of 
further implementing such pooling arrangements, Con Edison is constructing a 
345 kv transmission line extending northerly from its Dunwoodie substation, 
near Yonkers in Westchester County to the Pleasant Valley substation, where 
connection will be made with a 345 kv transmission line being constructed by 
Niagara Mohawk and extending southeasterly from its Edic substation at Utica 
to the Pleasant Valley substation. 

Con Edison, in joining in Niagara Mohawk’s application, states that “[A]cqui- 
sition of the facilities proposed to be purchased from Niagara Mohawk will 
place Con Edison in a position to participate in the transmission of electricity 
in interstate commerce.” Inasmuch as Con Edison may be a “public utility” 


**The original cost less the applicable reserve for depreciation, as of December 31, 1960, 
of the facilities involved in the proposed transaction is stated by Niagara Mohawk to be 
recorded on its books as follows: 

Transmission Line—Pleasant Valley Substation to Putnam-Westchester 
County Boundary : 


UE ict a ca canc lkaa ns lai annie acide seein $280, 976 
Ce er oo casa ahsinslinn tetintaictieapiipranetsianielacmicioyieniibaassenien 273, 466 
Overhead. Con@uctéiy. and Devicts.... 2.5 on non acne cee 243, 650 

798, 092 

Pleasant Valley Substation: 

ee Me nth Sh ee beeen nes 19, 292 
Sieaabures | hind Te peerennen Mss oon kk istic neon 99, 556 
i Tiet TN a int nk ernst) citi dnese qa te tiieoeibes 837, 530 
eee Se RU TNR os eres nee cc secmecsenntnnctes 358 
PO I UR MN ices sictigpinien cs tigac techn r tingin eae ien nae 153 
TORU UNUN TEI MENU NOINI cco ct a sd ce emcee acorn ieimeceienineseninapennls 317 

957, 206 


Metering Equipment at Pleasant Valley Substation: 
I ssscinn sacle signees lp enh aiid Aca iliip als eager aipbiail 12, 733 


ast pinnate paca aa cig iin doei anni Sinan ibcoaaabaaaetan 2, 396 
15, 129 


scenic ina ain lan i inet als tans amcnencaaan teeta tia 1, 770, 427 
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as that term is used in the Federal Power Act upon consummation of the pro- 
posed transaction, it is appropriate that Con Edison join with Niagara Mohawk 
in this proceeding before the Commission in order that the accounting for the 
proposed purchase by Con Edison may be prescribed by the Commission, as 
hereinafter provided. 

Written notice of the application has been given to the Public Service Com- 
mission of the State of New York and to the Governor of that State. Notice of 
the application has also been given by publication in the Federal Register on 
April 15, 1961 (26 F.R. 3257), stating that any person desiring to be heard or 
to make any protest with reference to the application should on or before April 
28, 1961, file with the Federal Power Commission, Washington, D. C., petitions 
or protests. No petition or protest or request to be heard in opposition to the 
granting of the application has been received. 

The Public Service Commission of the State of New York, by order dated 
January 31, 1961, authorized Niagara Mohawk to sell its above-described facili- 
ties in the manner as set forth above. 


The Commission finds: 


(1) Niagara Mohawk, a New York corporation, is a public utility within the 
meaning of Section 203 of the Federal Power Act, subject to the jurisdiction of 
the Commission as heretofore determined and set forth in the Commission’s 
order issued April 14, 1958, Niagara Mohawk Power Corporation, 19 FPC 516. 

(2) Con Edison is a New York corporation. Upon consummation of the pro- 
posed transaction, as described above, Con Edison may own and operate facili- 
ties for the transmission or sale at wholesale for resale of electric energy in 
interstate commerce, all of which facilities will be in addition to and will not in- 
clude facilities used for the generation of electric energy or facilities used in 
local Gistribution or only for the transmission of electric energy in intrastate 
comuerce or facilities for the transmission of electric energy consumed wholly 
by the transmitter. Upon consummation of the proposed transaction, Con Edi- 
son may be, therefore, a public utility within the meaning of that term as used 
in Section 203 of the Act. 

(3) By the proposed sale of facilities, as described above, Niagara Mohawk 
will dispose of a part of its facilities subject to the jurisdiction of the Commis- 
sion of a value in excess of $50,000 within the meaning and subject to the require- 
ments of Section 203 of the Act. 

(4) The proposed sale of facilities, as described above, upon the terms and con- 
ditions set forth in the application and subject to the provisions of this order, 
will be consistent with the public interest as expressed in Section 203 of the 
Act for the reasons set forth above. 

(5) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed sale of certain facilities by Niagara Mohawk, as described 
above, is hereby authorized and approved upon the terms and conditions and 
for the purposes set forth in the application, subject to the provisions of this 
order. 

(B) Niagara Mohawk and Con Edison shall record the proposed transaction 
and the facilities described above as provided in the Commission’s Uniform 
System of Accounts Prescribed for Publie Utilities and Licensees. 

(C) This authorization shall expire unless the transaction herein authorized 
and approved is consummated within 60 days from the date of issuance of this 
order. 
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(D) This authorization is without prejudice to the authority of this Com- 
mission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission or any other regulatory 
body, and nothing herein shall be construed as an acquiescence by this Com- 
mission in any estimate or determination of cost or any valuation of property 
claimed or asserted. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


APPLICATIONS FOR ORDERS UNDER SECTION 7(a) OF 
THE NATURAL GAS ACT, DOCKET NO. R-178 


ORDER NO. 254 
AMENDING THE REGULATIONS UNDER THE NATURAL GAS ACT 


(Issued May 25, 1961) * 


In this proceeding the Commission has under consideration the prescription 
of a new Part 156, entitled “Applications for Orders Under Section 7(a) of the 
Natural Gas Act” of Subchapter E, Regulations Under the Natural Gas Act, of 
Chapter I of Title 18, Code of Federal Regulations, to read as set forth below. 
The Part herein approved sets out regulations to be followed by applicants for 
the issuance of orders pursuant to section 7(a) of the Natural Gas Act (52 Stat. 
824; 15 U.S.C. 717f (a) ), which authorizes the Commission, after notice and op- 
portunity for hearing, to direct a natural gas company to establish physical con- 
nection of its transportation facilities with the facilities of, and sell natural gas 
to, any person or municipality engaged or legally authorized to engage in the 
local distribution of natural gas to the public. 

General public notice of the proposed rulemaking was given by publication of 
notice in the Federal Register on August 26, 1959 (24 FR 6915), and by mailing 
copies thereof to interested persons, including natural gas companies, and to 
State and Federal agencies. 

The regulations prescribed herein were developed in cooperation with repre- 
sentatives of the industry affected. In response to the notice, views and 
comments in writing were received from or on behalf of the following: Colorado- 
Wyoming Gas Company; Columbia Gas System Service Corporation; Robert S. 
Hunt; Western Kentucky Gas Company; City of Long Beach, California; J. 
David Mann, Jr.; Southern California Edison Company; Southern Natural Gas 
Company ; and Texas Gas Transmission Corporation. 

Thorough consideration was given to all suggestions and protests received, 
though not all have been adopted. The majority of those received expressed ap- 
proval of the regulations as being desirable, but suggested certain amendments 
principally to § 156.5 which would serve to clarify and materially assist both 
future applicants and the Commission in its analysis of the information sub- 
mitted. The Commission has considered the amendments proposed in the light 
of the arguments presented and has incorporated those which it thinks will best 
serve the public interest. 

Some of the replies indicate that the word “transmission” carries the connota- 
tion “jurisdictional.” This is not necessarily true. A facility may be utilized 
for the “transmission” of natural gas, i.e., from the supplier’s facilities to the 
distribution facilities of the applicant. If such use meets the conditions of sec- 


*Published in Federal Register, June 1, 1961 (26 F.R. 4847). 
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tion 1(c) of the Natural Gas Act and the applicant has obtained a declaration 
of exemption in accordance with Part 152 of the Commission’s Regulations Under 
the Natural Gas Act, the facilities would not be subject to Commission jurisdic- 
tion even though they perform the transmission function. 

Applicants seeking Commission action under section 7(a) of the Act are now 
following the provisions of Part 157 of the regulations so far as they are ap- 
plicable. The regulations prescribed herein will provide, in the future, exclusive 
criteria for applications filed under this section. 

Upon consideration of the entire record in this proceeding, including the various 
proposed amendments, comments and suggestions, the experience acquired by the 
Commission in the administration of the Natural Gas Act, and the regulations 
thereunder, the Commission finds: 

(1) Amendment of the Regulations Under the Natural Gas Act as herein 
ordered is appropriate and necessary for carrying out the provisions of that 
Act. 

The Commission, acting pursuant to authority granted by the Natural Gas 
Act, as amended, particularly sections 7(a) and 16 thereof (52 Stat. 824, 52 
Stat. 830; 15 U.S.C. 717f(a) and 7170), orders: 

(A) Subchapter E, Regulations Under the Natural Gas Act, Chapter I of 
Title 18, Code of Federal Regulations, is amended by adding a new Part 156, 
“Applications for Orders Under Section 7(a) of the Natural Gas Act” to read as 
set forth in the attachment hereto. 

(B) This amendment shall become effective on July 1, 1961. 

(C) The Secretary of the Commission shall cause prompt publication of this 
order to be made in the Federal Register. 


Part 156—APPLICATIONS FOR ORDERS UNDER SECTION 7(a) OF THE NATURAL 


Gas Act 
§156.1 Who may apply. 


Any person or municipality as defined in section 2 of the Natural Gas Act 
engaged or legally authorized to engage in the local distribution of natural or 
artificial gas to the public may file with the Commission an application pursuant 
to the provisions of section 7(a) of the Natural Gas Act for an order of the 
Commission directing a natural gas company to extend or improve its trans- 
portation facilities, to establish physical connection of its transportation facili- 
ties with the facilities of, and sell natural gas to such person or municipality, 
and for such purpose to extend its transportation facilities to communities 


immediately adjacent to such facilities or to territory served by such natural 
gas company. 


§ 156.2 Purpose and intent of rules. 


(a) Applications filed pursuant to the provisions of section 7(a) of the 
Natural Gas Act shall contain all information necessary to advise the Commis- 
sion fully concerning the applicant, the service which applicant requests the 
Commission to direct the natural gas company to render together with a descrip- 
tion of any improvement or extension of facilities which the natural gas com- 
pany would be required to make in connection with the rendition of the service, 
applicant’s present and proposed operations, construction, service, and sales 
together with a description of any extension or improvement of facilities by 
applicant which would be required to enable applicant to engage in the local 
distribution of natural gas. 

(b) Every requirement of this part shall be considered as an obligation upon 
the applicant which can be avoided only by a definite and positive showing that 
the information or data required by the applicable sections of the regulations 
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is not necessary to the consideration and ultimate determination of the applica- 
tion. 

(c) This Part will be strictly applied to all applications as submitted and 
the burden of adequate presentation in understandable form as well as justi- 
fication for omitted data or information rests with the applicant. 

(d) Under this Part, the natural gas company from which applicant is seek- 
ing the service is a party respondent to the proceeding. 


$156.3 Applications ; number of copies ; general requirements. 


(a) Applicable rules. An original and 7 conformed copies of an application 
under this Part shall be filed with the Commission. The Commission reserves 
the right to request additional copies. In all other respects applications shall 
conform to the requirements of §§ 156.1 through 156.5, and applicable require- 
ments of the Commission’s rules of practice and procedure, particularly §§ 1.5, 
1.15, 1.16, and 1.17 of this chapter. Amendments to or withdrawals of appli- 
cations shall be filed in accordance with the requirements of §1.11 of this 
chapter. 


(b) General content of application. Each application filed shall set forth 
the following information: 

(1) The exact legal name of applicant; the name of the natural gas com- 
pany (respondent) from which applicant is seeking an extension or improve- 
ment of transportation facilities, physical connection of facilities or service of 
natural gas together with a concise description of the extension, improvement, 
physical connection of facilities or service sought from such company including 
the estimated volumes of natural gas involved to meet annual and maximum 
day requirements for the estimated first three years of proposed operation. 

(2) Applicant’s principal place of business; whether applicant is an individ- 
ual, corporation or municipality as defined in section 2 of the Natural Gas Act; 
State under the laws of which applicant is incorporated, organized or author- 
ized; and the name, title, and mailing address of the person or persons to whom 
communications concerning the application are to be addressed. 

(3) The facts relied upon by applicant to show that the proposed extension or 
improvement of transportation facilities, physical connection of facilities or 
service and sale of natural gas are necessary or desirable in the public interest. 

(4) A concise description of applicant’s operations, if any, at the time the 
application is filed. 

(5) A concise description of applicant’s proposed operations, construction, 
service and sales together with a description of any extension or improvement of 
facilities by applicant which would be required to enable applicant to engage in 
the local distribution of natural gas and including the proposed dates for the 
beginning and completion of construction and commencement of operations. 

(6) A full statement concerning and description of any certificate of public 
convenience and necessity, franchise or other authorization which applicant has 
applied for or received from any State commission or municipality covering its 
proposed operations. 

(7) A full statement as to whether any other application must be or is to be 
filed by applicant with any other Federal or State body, or other political 
subdivision or agency of a State to enable applicant to engage in the local 
distribution of natural gas in the territory it proposes to serve. 

(8) Each application shall contain a table of contents which shall list all 
exhibits and documents filed in compliance with §§ 156.1 through 156.5, as well 
as other documents and exhibits filed therewith, identifying them by their ap- 
propriate titles and alphabetical letter designations specified in § 156.5. The 
alphabetical designations specified in § 156.5 must be strictly adhered to and 
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any additional exhibits submitted on applicant’s own volition, pursuant to 
§ 156.5(b), shall be designated in sequence under the letter designation X (X1, 
X2, X3, ete.). 

(c) Incorporation by reference. Any information required by this Part which 
is already on file with the Commission may be incorporated by reference. 


$156.4 Form of exhibits to be attached to applications. 


(a) General requirements. Each exhibit shall contain a title page showing 
applicant’s name, Docket No. CP— (number designation to be left blank), title 
of exhibit, and if exhibit consists of 10 or more pages a table of contents citing 
by page, section number or subdivision the component elements or matters con- 
tained therein. 

(b) Measurement base. All gas volumes shall be stated upon a uniform basis 
of measurement, and, in addition, if the uniform basis of measurement used in 
any application is other than 14.73 p.s.i.a., then the volume or volumes of 
natural gas to be received from any source and delivered by applicant shall also 
be stated upon a basis of 14.73 p.s.ia. Similarly, total volumes on all summary 
sheets, as well as grand totals of volumes in any exhibit, shall also be stated 


upon a basis of 14.73 p.s.i.a. if the basis of measurement used is other than 
14.73 p.s.i.a. 


$156.5 Exhibits. 


(a) Ewhibdits to be submitted with application. All of the following exhibits 
shall be submitted with the application when tendered for filing. Such exhibits 
may be attached to the application or furnished in a separate volume or separate 
volumes designated “Exhibits to Application.” Such separate volume or volumes 
shall indicate on the cover thereof applicant’s name and bear Docket No. CP— 
(number designation to be left blank). 

(1) Ewvhibit A—Articles of incorporation and bylaws. If applicant is not an 
individual, a conformed copy of its articles of incorporation and bylaws, or 
other similar documents. One certified copy shall be submitted with the 
original application. 

(2) Exhibit B—State and local authorizations. (i) A copy of any certificate 
of public convenience and necessity or similar authorization which applicant 
has obtained from the State commission or commissions of each of the States 
in which applicant engages or proposes to engage in the local distribution of 
natural gas; (ii) a copy of any franchise or similar authorization which ap- 
plicant has obtained from each of the municipalities in which applicant engages 
or proposes to engage in the local distribution of natural gas; and (iii) a copy of 
any other authorization or form of consent which applicant has obtained from 
any State, State commission, municipality or from any agency of the Federal 
government necessary or incidental to applicant’s proposal to engage in the local 
distribution of natural gas. One certified copy of each of the documents speci- 
fied in (i), (ii), and (iii) hereof shall be submitted as exhibits to the original 
application. 

(3) Exhibit C—Officials. A list of the names and business addresses of ap- 
plicant’s officers and directors, or similar officials if applicant is not a corpora- 
tion. 

(4) Erhibit D—Subsidiaries and affiliation. If applicant or any of its officers 
or directors, directly or indirectly, owns, controls, or holds with power to vote, 
10 percent or more of the outstanding voting securities of any other person or 
organized group of persons engaged in production, transportation, distribution, 
or sale of natural gas, or of any person or organized group of persons engaged in 
the construction or financing of such enterprises or operations, a detailed ex- 
planation of each such relationship, including the percentage of voting strength 
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represented by such ownership of securities. If any person or organized group 
of persons, directly or indirectly, owns, controls, or holds with power to vote, 
10 percent or more of the outstanding voting securities of applicant—give a de- 
tailed explanation of each relationship. 

(5) Exhibit F—Location of facilities. A geographical map of suitable scale 
and detail showing all of the transmission facilities proposed to be installed and 
operated by applicant between distribution systems of applicant and the trans- 
mission pipeline system of the proposed supplier (respondent), and include: 

(i) Location, length, and size of applicant’s transmission pipelines. 

(ii) Location and size (related horsepower) of applicant’s transmission com- 
pressor stations. 

(iii) Location and designation of each point of connection of applicant’s 
proposed transmission facilities with (@) proposed pipeline supplier (respond- 
ent) main line industrial customers, gas pipeline or distribution systems, show- 
ing towns and communities to be served, and (b) gas producing and storage 
fields, or other sources of supply. 

(iv) Location, length and size of facilities required to be installed by the 
proposed supplier (respondent) necessary for the rendition of service requested 
by the applicant. 

(6) Exhibit G—Flow diagram showing daily design capacity and reflecting 
operation with proposed transmission facilities. A flow diagram showing daily 
design capacity of all transmission facilities proposed to be installed and oper- 
ated by applicant between distribution facilities of applicant and the transmis- 
sion pipeline system of the proposed supplier (respondent) including the fol- 
lowing: 

(i) Diameter, wall thickness, and length of pipe to be installed. 

(ii) For each transmission compressor station, the size, type, and number of 
compressor units, horsepower required, horsepower to be installed, volume of 
gas to be used as fuel, suction and discharge pressures, and compression ratio. 

(iii) Pressures and volumes of gas at the main line inlet and outlet connec- 
tions at each compressor station. 

(iv) Pressures and volumes of gas at each intake and takeoff point and at the 
beginning and terminus of all proposed transmission facilities. 

(7) Exhibit G-I—Flow diagram reflecting mavimum capabilities. If Exhibit 
G does not reflect the maximum deliveries of all transmission facilities, pro- 
posed to be installed and operated by applicant between distribution facilities 
of applicant and the transmission pipeline system of the proposed supplier, 
(respondent) under most favorable operating conditions, without installation 
of any facilities in addition to those proposed in the application, include an 
additional diagram or diagrams to depict such maximum capabilities. 

(8) Exhibit G-II—Flow diagram data. Exhibits G and G—I shall be accom- 
panied by a statement of engineering design data in explanation and support 
of the diagrams and the proposed project, setting forth: 

(i) Assumption, bases, formulae, and methods used in the development and 
preparation of such diagrams and accompanying data. 

(ii) A description of the transmission pipe and fittings to be installed, speci- 
fying the diameter, wall thickness, yield point, ultimate tensile strength, method 
of fabrication, and methods of testing proposed. 

(iii) Type, capacity, and location of each natural gas storage field or facility, 
or other similar plant or facility directly attached to the applicant’s transmis- 
sion system. 

(9) Eahibit H—Total gas supply data. A statement of the total gas supply 
committed to, controlled by, or possessed by an applicant which is available to it 
for the acts and the services proposed, together with : 
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(i) The estimated total volume of proven reserves in place for each natural 
reservoir in each field from which applicant takes natural gas, giving names and 
location of fields (state, county, or parish). 

(ii) The estimated total volumes of proven reserves available to applicant 
by fee or under lease, segregated by gas fields and reservoirs thereof, giving 
names and locations of fields (state, county, or parish). 

(iii) The names and addresses of persons with whom applicant has gas pur- 
chase contracts, the effective dates and remaining terms in years of such con- 
tracts. 

(iv) A study, showing the daily volumes of natural gas which can and are 
proposed to be obtained each year from each source of supply. 

(v) Estimate of the Btu content of the gas available to or requested by appli- 
cant for proposed service. 

(vi) A study of each proposed gas storage field showing: Location; geology: 
original and present reserves for each reservoir; original and present pressure 
of each reservoir; proposed top and base storage pressures; proposed top and 
base gas volumes to be stored; a deliverability study, including daily and annual 
injection and withdrawal rates and pressures; and maximum daily deliverability 
and maximum storage capacity under the proposed plan of development. 

(10) Exhibit I—Market data. An estimate by distribution systems of the 
volumes of gas to be delivered during the year in which proposed service is esti- 
mated to begin and during each of the first 3 full years of operation of the 
proposed facilities, and actual data of like import for each of the 3 years next 
preceding the filing of the application, together with: 

(i) Names and locations of areas to be served, showing the number of 
residential, commercial, firm industrial, interruptible industrial, residential 
spaceheating, commercial spaceheating, and other types of customers for each 
distribution system to be served; and the names and locations of each firm 
and interruptible direct industrial customer whose estimated consumption totals 
10,000 Mcf or more in any calendar month or 100,000 Mcf or more per year. 

(ii) Applicant’s total annual and peak day gas requirements by classification of 
service in subdivision (i) of this subparagraph, divided as follows: Gas re- 
quirements (a) for each distribution area where gas is sold or to be sold by 
applicant at retail; (0b) for all main-line direct industrial customers; and (c) 
company use and unaccounted-for gas. 

(iii) Total past and expected curtailments of service by the applicant in each 
distribution area proposed to be supplied with gas from the project, all to be 
listed by the classifications of service as indicated in subparagraph (i) thereof. 

(iv) Explanation of basic factors used in estimating future requirements, in- 
cluding, for example: Peak day and annual degree day deficiencies, annual load 
factors of applicant’s deliveries to its proposed customers; derivation of num- 
bers of customers proposed to be served; individual consumer peak day and 
annual consumption factors for each class of consumers, with supporting his- 
torical data ; forecasted saturation of space heating as related to past experience ; 
and full detail as to all other sources of gas supply available to applicant and to 
each of its customers, including manufacturing facilities and liquid petroleum 
gas. 

(v) A full description of all facilities, other than transmission facilities, neces- 
sary to provide service in the communities to be served. 

(vi) A copy of each market survey made within the past 3 years for the 
markets proposed to be served. 

(11) Ewvhibit J—Conversion to natural gas. If manufactured gas service exists 
in a community proposed to be served, submit with respect to each such com- 
munity: 
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(i) Description of existing gas manufacturing facilities and their physical con- 
dition, including: the type, size, daily output capacity, and installation date of 
each gas generating unit; daily sendout capacity of plant; and capacity of stor- 
age holders. 

(ii) Statement of kind of gas proposed to be distributed; use proposed to be 
made of gas manufacturing facilities in connection with such service; estimated 
cost of converting gas manufacturing facilities to high Btu gas production, 
showing Btu content, whether such conversion of manufacturing facilities is 
planned, and estimated daily sendout capacity after conversion. 

(iii) Study showing estimated cost of converting consumers’ appliances to 
natural gas and the accounting proposed for such cost. 

(iv) Study showing savings, if any, for each of the first 3 full years of pro- 
posed natural gas operation and the basis therefor. 

(v) Study showing any rate reduction and/or improvement in service to the 
ultimate consumers. 

12) Exhibit K—Cost of facilities. A detailed estimate of total capital cost 
of the proposed facilities involved in the application, showing cost of construction 
by operating units such as distribution facilities, compressor stations, trans- 
mission pipelines and laterals, measuring and regulating stations, and separately 
stating the cost of rights-of-way, damages, surveys, materials, labor, engineer- 
ing and inspection, administrative overhead, fees for legal and other services, 
interest during construction, and contingencies. Detailed estimates of cost of 
facilities required to be installed by the pipeline supplier shall be separately 
Stated. 

(13) Baehibit L—Financing. Plans for financing the proposed facilities for 
which the application is filed, together with : 

(i) A detailed description of applicant’s outstanding and proposed securities 
and liabilities, showing amount (face value and number), interest or dividend 
rate, dates of issue and maturity, voting privileges, and principal terms and 
conditions applicable to each. 

(ii) The manner in which applicant proposes to dispose of securities by pri- 
vate sale, competitive bidding or otherwise; the persons, if known, to whom 
they will be sold or issued, and evidence that such persons have agreed to pur- 
chase the securities, and if not known, the class or classes of such persons. 

(iii) A statement showing for each proposed issue, by total amount and by 
unit, the estimated sale price and estimated net proceeds to the applicant. 

(iv) A statement as to the extent to which the applicant will rely on tem- 
porary financing in connection with the proposed construction, and statements 
tending to substantiate the fact that such temporary loans will be made available. 

(v) Statement of anticipated cash flow, including provision during the period 
of construction and the first 3 full years of proposed operation for interest re- 
quirements, dividends, and capital retirements. 

(vi) Statement showing, over the life of each issue, the annual amount of 
securities which applicant expects to retire through operation of a sinking fund 
or other extinguishment of the obligation. 

(vii) A balance sheet and income statement (12 months) of most recent date 
available. 

(viii) Comparative pro forma balance sheets and income statements for the 
period of construction and each of the first 3 full years of operation, giving 
effect to the proposed construction and proposed financing of the project. 

(ix) Any additional data and information upon which applicant proposes 
to rely in showing the adequacy and availability to it of resources for financing 
its proposed project. 








FEDERAL POWER COMMISSION 1035 


(14) Exhibit M—Construction, operation, and management. A concise state- 
ment setting forth arrangements for supervision, management, engineering, 
accounting, legal, or other similar service to be rendered in connection with 
the construction or operation of the project, if not to be performed by employees 
of applicant, including reference to any existing or contemplated agreements 
therefor. 

(15) Exhibit N—Revenues, expenses, income. Applicant shall submit pro 
forma statements for each of the first 3 full years of operation of all the pro- 
posed facilities, showing: 

(i) Gas system annual revenues and volumes of natural gas related thereto, 
subdivided by classes of service and further subdivided by sales to direct in- 
dustrial customers, sales to other utilities (if any), transportation for other 
gas utilities and other sales. 

(ii) Gas system annual operating expenses, cost of gas purchased, deprecia- 
tion, depletion, taxes, utility income and resulting rate of return on net invest- 
ment in gas plant, including working capital, or in the case of a municipality 
applicant similar data and amortization-interest schedule for life of each bond 
issue related to the proposed project. Cost of gas purchased shall be at the 
currently effective applicable rate of the pipeline supplier or applicable rate 
filed by such pipeline supplier, but not effective at date of filing, whichever is 
the higher. 

(iii) The information required by (i) and (ii) of this paragraph need not 
be furnished when the applicant furnishes as a_part of its application a pro 
forma copy of a certificate of convenience and necessity or similar authoriza- 
tion issued to it by the local State commission having jurisdiction over its 
proposed operations. 

(16) Exhibit P—Rates. (i) A statement of the rates proposed to be charged 
for the proposed services to be rendered. Indicate whether rates are subject 
to regulation by the State or local authorities. (ii) Identification of the rate 
schedule of the natural gas company (respondent) under which gas is proposed 
to be purchased. 

(b) Additional exhibits. Applicant shall submit additional exhibits necessary 
to support or clarify its application. Such exhibits shall be identified and 
designated as provided by § 156.3 (b) (8). 

(c) Additional information. Upon request by the Secretary, prior to or dur- 
ing hearing upon the application, applicant shall submit such additional data, 
information, exhibits, or other detail as may be specified. Such additional 
information shall conform to the requirements of §§ 1.15, 1.16, and 1.17 of the 
Rules of Practice and Procedure unless otherwise directed by the Secretary. 

§ 156.6 Acceptance for filing or rejection of application. 

Applications will be docketed when received and the applicant so advised. 
Any application which does not conform to the requirements of §§ 156.1 through 
156.5 will be rejected by the Secretary. All but one copy of a rejected applica- 
tion will be returned. An application which relates to an operation concerning 
which a prior application has been filed and rejected, shall be docketed as a 
new application. Such new application shall state the docket number of the 
prior rejected application. 


§ 156.7 Service of application. 


After an application has been accepted for filing, the Secretary will cause a 
copy thereof to be served upon the natural gas company, (respondent) against 
which an order pursuant to section 7 (a) of the Natural Gas Act has been 
requested. The natural gas company shall, within thirty days after the date of 
service of such application file its answer (an original and 7 conformed copies) 
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to such application in which it shall state whether it has any objection to the 
grant of the application. If the natural gas company objects to the grant of 
the relief sought by the application, it shall fully state the grounds and reasons 
for its objections. The answer shall be verified and shall be signed by an 
executive of the natural gas company. 


§ 156.8 Notice of application. 


Notice of each application filed, except when rejected in accordance with 
§ 156.6, will be published in the Federal Register and copies of such notice 
mailed to the State affected thereby. 


§ 156.9 Protests and interventions. 


Notices of applications, as provided by § 156.8 will fix the time within which 
any person desiring to participate in the proceeding or to file a protest regard- 
ing the application, may file a petition to intervene or protest, and within which 
any interested regulatory agency desiring to intervene may file its notice of 
intervention. Failure to make timely filing will constitute ground for denial 
of participation, in the absence of extraordinary circumstances for good cause 
shown. 


$156.10 Hearings. 


The Commission will schedule each application for public hearing at the 
earliest possible date giving due consideration of statutory requirements and 
other matters pending, with notice thereof as provided by §1.19 (b) of the 
Rules of Practice and Procedure. Provided, however, that where no protests 
or petitions to intervene have been received and accepted, the Commission may, 
after the due date for such protests or petitions to intervene, issue the requested 
order without hearing. 





§ 156.11 Dismissal of application. 


Except for good cause shown, failure of an applicant to go forward on the 
date set for hearing and present its full case in support of its application will 
constitute ground for the summary dismissal of the application and the termina- 
tion of the proceedings. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-19461 
ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 
(Issued May 25, 1961) * 


Syllabus 





1. Commission conditions certificate authorizing Panhandle to test and develop 
storage area to provide that (1) Authorization shall be without prejudice to 
Panhandle’s presently existing service or whatever authorizations may here- 
after be granted in consequence of Court’s remand of abandonment au- 
thorizations; (2) In event development of Waverly storage project as pro- 
posed is prevented by non-availability of gas from Panhandle, expenditures 
for development of same shall not be included in company’s rate base for 
rate making purposes, unless otherwise ordered by the Commission. P. 1038. 

2. Commission issues certificate of public convenience and necessity to applicant, 
under Section 7 of the Natural Gas Act. P. 1038. 


Raymond N. Shibley for Panhandle Eastern Pipe Line Company. 


*Initial decision appears on p. 1038. 
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Q. P. Dorschel, Robert 8. Hunt and John V. Gilholly for Illinois Power Com- 
pany. 

Charles V. Shannon and Louis Flax for Michigan Consolidated Gas Company. 

C. V. O’Hern, Jr., for Central Illinois Light Company. 

Elmer Nafziger for Central Illinois Public Service Co. 

William I. Harkaway for the Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 

On April 24, 1961, the presiding examiner issued a decision in this proceeding 
which would grant a certificate of public convenience and necessity under Sec- 
tion 7(e) of the Natural Gas Act (Act) to Panhandle Eastern Pipe Line Com- 
pany (Panhandle), authorizing that company to construct and operate facilities 
to test and develop its potential gas storage field in the vicinity of Waverly, 
Illinois. For this purpose, up to 6,000,000 Mcf of gas would be injected into and 
withdrawn from this facility by Panhandle over an extended period of time. 
The examiner would also require Panhandle to make periodic reports containing 
specified information respecting the project to the Commission. 

Exceptions were filed to the examiner’s decision only by Michigan Consolidated 
Gas Company (Michigan Consolidated), a local distribution company in the 
State of Michigan. Michigan Consolidated, which is a competitor and also a 
customer of Panhandle, contends that the examiner erred basically in two 
respects. 

First, Michigan Consolidated contends that the examiner did not consider 
or make findings on the merits of a storage testing project Michigan Consolidated 
proposed Panhandle should undertake in lieu of the latter’s own project. Ac- 
cording to Michigan Consolidated, its project, which it supported by an engineer- 
ing witness at the hearing, would be much more economical than that of Pan- 
handle and would enable testing without the injection of gas additional to that 
already injected. 

Second, Michigan Consolidated contends that the examiner did not find and 
Panhandle has not demonstrated the availability of the 6,000,000 Mcf of natural 
gas that is necessary to carry out its project. Michigan Consolidated argues that 
the gas for the Waverly storage project would have come from the 127,000 Mcf 
per day of gas made available to Michigan Consolidated by the Commission’s 
order permitting Panhandle to abandon service to Michigan Consolidated,’ but 
that since the Court of Appeals has set aside the Commission’s abandonment 
order except in one respect not here pertinent,’ the abandonment gas is no longer 
available. 

As to the first of these objections we have weighed and considered with care 
the evidence supporting the alternative project of Michigan Consolidated, but 
are unable to find that Panhandle should be required to undertake that project 
rather than its own. In developing its project, Panhandle has relied on expert 
technical assistance and it reasonably appears that from the engineering and 
geological points of view and in other pertinent respects, its project meets the 
requirements of the Act. Comparing the two proposals, the record shows that 
the assumed operating conditions on which Michigan Consolidated’s project is 
based are not realistic and therefore its project would not permit an accurate 
determination of the rate of gas leakage from the reservoir. In addition, its 
program of testing was not sufficiently definite and would extend over such a 
long period of time as to be impracticable, In these and other respects, Pan- 
handle’s project is decisively preferable to that of Michigan Consolidated. 


2 See Commission orders reported at 20 FPC 851 and 22 FPC 82. 
2 Michigan Consolidated Gas Co. v. F.P.C., 283 F. 2d 204. 
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As to the second objection, Panhandle’s position is evidently that because of 
system flexibility resulting from varying customer demands and other factors, 
it can supply the necessary 6,000,000 Mcf of gas for the Waverly project over an 
extended period of time without any adverse effect on existing service and re- 
gardless of what disposition we make of the 127,000 Mcf per day of abandon- 
ment gas now the subject of further allocation proceedings in accordance with 
the Court’s remand. 

Considering the desirability of meeting the needs of the consumer for addi- 
tional gas at reasonable prices, we shall accept Panhandle’s assurances, support- 
ed by record evidence, that the gas necessary for the Waverly project will be 
forthcoming. In the circumstances presented, it is reasonable and appropriate 
to condition this certificate to provide that the authorization herein granted 
shall be without prejudice to Panhandle’s presently existing service or to what- 
ever authorizations we may hereafter grant in consequence of the Court’s re- 
mand of the abandonment authorizations referred to above ; and that in the event 
the development of the Waverly storage project as proposed is prevented by the 
non-availability of gas from Panhandle, expenditures by Panhandle for the 
development of that facility shall not be included in the company’s rate base for 
rate-making purposes, unless the Commission otherwise orders. 

The examiner would grant Panhandle a temporary authorization. The exam- 
iner’s requirement that it be temporary should be eliminated, since Panhandle’s 
requested authorization does not meet the requirements for a temporary author- 
ization contained in Section 7(e) of the Act. 


The Commission further finds: 


The presiding examiner’s initial decision issued herein on April 24, 1961, should 
be modified and conditioned as hereinabove set forth, and as so modified and 
conditioned, and as corrected by an errata notice dated May 1, 1961, should be 
adopted by the Commission as its decision in this case; and exceptions to the 
examiner’s decision should be denied. 

The Commission orders: 


(A) The initial decision of the presiding examiner issued herein on April 
24, 1961, is modified as hereinabove set forth and as so modified is adopted by 
the Commission as its decision in this case. 

(B) There shall attach to the certificate issued Panhandle Eastern Pipe Line 
Company herein the further condition that the authorization herein granted 
shall be without prejudice to Panhandle’s presently existing service or to what 
ever authorizations we may hereafter grant in consequence of the Court’s 
remand of the abandonment authorizations referred to hereinabove; and that 
in the event the development of the Waverly storage project as proposed is pre- 
vented by the non-availability of gas from Panhandle, expenditures by Panhandle 
for such development shall not be included in the company’s rate base for rate- 
making purposes, unless the Commission otherwise orders. 

(C) The exceptions filed on May 15, 1961, by Michigan Consolidated Gas Com- 
pany to the examiner’s decision herein are denied. 


DECISION 
UPON APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued April 24, 1961) 


Frazee, Presiding Examiner: This hearing concerns an application of the 
Panhandle Eastern Pipe Line Company (Panhandle) filed on the 16th day of 
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September 1959, as thereafter amended and supplemented, seeking a certificate 
of public convenience and necessity authorizing it to conduct storage and produc- 
tion testing operations at its Waverly Storage Field. 

The Commission permitted intervention by the Illinois Power Company (Illi- 
nois Power), the Michigan Consolidated Gas Company (Michigan Consolidated), 
the Central Illinois Light Company (Central Illinois Light), and the Central 
Illinois Public Service Company (Central Illinois Public Service). 

During the hearing Panhandle requested and received permission to withdraw 
its second supplement to its application and to amend its application to conform 
to its proof herein. 

Briefs were filed by Panhandle, Illinois Power, Michigan Consolidated and 
the Staff. 

This Commission has heretofore found Panhandle to be a natural-gas com- 
pany under the Natural Gas Act. Its principal markets are in the States of 
Kansas, Missouri, Illinois, Indiana, Michigan and Ohio. Its maximum pipe- 
line capacity is reported to be slightly more than 1,250 MMcf/d, all of which 
this record shows is necessary to meet the peak-day contract demands of its 
resale customers. The evidence shows the market requirements of Panhandle’s 
customers substantially exceed the peak capacity of its pipeline. To supply 
additional quantities of natural gas to its resale customers Panhandle must 
either expand its transportation facilities or develop storage capacity. Recogniz- 
ing this alternative, Panhandle seeks to explore the possibility of developing 
the Waverly Storage Field, such a program being more economical than the 
expansion of pipeline capacity. 

In G—2433 Panhandle proposed a pipeline expansion program, which included 
facilities for the Waverly Storage Field, located in Morgan and Sangamon 
Counties, Illinois, from which Panhandle proposed to withdraw peak-day vol- 
umes of 150 MMef of gas for sale to its resale customers. During the G—2433 
hearing, Panhandle encountered difficulties in the development of the Waverly 
Storage project and requested that its certification be deferred.* 

The project is adjacent to Panhandle’s main transmission lines and near the 
center of its heaviest market area. Exploration for oil and/or gas in this area 
first took place about 50 years ago. Up to the beginning of World War 2 (Dec. 7, 
1941), a number of unproductive wells had been drilled. After WW2, there 
was some further drilling which revealed traces of oil and gas but not in com- 
mercial quantities. Thereafter the Central Illinois Light Company acquired 
the field for storage purposes but in 1952 transferred its interest therein to Pan- 
handle. It immediately began testing the area in an effort to establish the 
presence of a suitable underground storage reservoir and to evaluate the struc- 
ture and effectiveness of the cap rock. 

After drilling 17 structure wells, Panhandle next drilled 12 deeper wells and 
injected 1,992,773 Mcf of gas into the field in 1954. Additional injections totalling 
3,615,131 Mcf were made in 1956 and 1958. No gas has been withdrawn from 
the field for resale. 

There being no history of oil and/or gas production in the Waverly Field, a 
substantial amount of testing and experimentation is necessary to determine 
whether a suitable réservoir exists, to ascertain the structure of the reservoir, 
and to determine whether there is a reservoir seal. Panhandle has been pro- 
ceeding step by step with its development of the proposed storage project. 

Hearings were convened on May 19, 1959, in G—10396 et al. to consider Pan- 
handle’s plan for the distribution of 157,000 Mcf/d, 127,000 Mcf/d of which had 
become available to Panhandle for redistribution by the Commission’s approval 


1 Panhandle Eastern Pipe Line Co.,14 FPC 1014, 1016. 
693-489—64——_ 68 
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of Panhandle’s application to abandon such a sale to Michigan Consolidated, in 
the matter of the Panhandle Eastern Pipeline Company, 20 FPC 851. In 
G-10396, Panhandle was authorized to utilize 6,000 MMcf per year for injection 
into the Waverly Storage Field.? Thereafter Panhandle filed the instant applica- 
tion in which it seeks a certificate of public convenience and necessity for the 
construction and operation of additional facilities and to conduct further storage 
and production testing. 

On July 11, 1960, the United States Court of Appeals for the District of 
Columbia in Michigan Consolidated Gas Co. v. F.P.C., 283 F. 2d. 204, remanded 
to the Commission certain aspects of the Commission’s order* respecting the 
distribution of Panhandle’s gas. A hearing, on this remand, is presently being 
held by this Commission.‘ 

Michigan Consolidated contends since the Court of Appeals has remanded 
the Commission’s order permitting Panhandle to abandon its sale to it that 
Panhandle does not now have the 6,000 MMcf available for injection into the 
Waverly project. 

Witnesses for Panhandle testified that the Stage 1 testing operations and 
installations have contributed toward the development of the field and all were 
necessary for succeeding testing and developing phases. When completed the 
project will enable Panhandle to inject sufficient quantities of natural gas to 
permit the withdrawal of 150,000 Mcf/d for 70 days during periods of peak de- 
mand and consist of the necessary injection-withdrawal wells together with 
gathering lines, dehydration facilities and pipelines required to connect the field 
with Panhandle’s main pipeline facilities. The total estimated cost of the Stage 
1 and Stage 2 expenditures are $4,797,000.00 of which $2,501,000.00° had already 
been spent as of the time of this hearing. 

The geological evidence indicates there is a domal structure at Waverly, which 
may be visualized as an inverted saucer. Within the sedimentary structure 
Panhandle has selected the St. Peter sandstone, for its storage reservoir. This 
porous and permeable formation is found at 1800 to 2000 feet and has an average 
thickness of 230 feet and contains water. The St. Peter is alleged to have 110 
feet of closure containing 7000 surface acres within the proven closure area. 

Evidence obtained from the Stage 1 testing and operating data indicate the 
top 50 feet of the 110 foot vertical closure would be required for the storage of 
20,000 MMcf of gas, of which amount 10,000 MMcf would be working storage 
volumes. Witnesses stated the gas bubble thus created would be about 2600 
feet—approximately one-half mile—from the first spill point. The average 
porosity of the sandstone is 18.4 per cent and its average permeability is approxi- 
mately 1220 millidarcies. Panhandle estimates the ultimate storage capacity of 
the St. Peter reservoir to be 84,300 MMcf. 

The evidence indicates the St. Peter is an aquifer or water-bearing forma- 
tion in which, when gas is injected, the H.O is pushed down and away from the 
apex and thereby acts as a seal containing the gas down to the lowest closure, 
or spill point, of the reservoir. The H.O pressure on the gas bubble forces the 


2 Affirmed by Commission (July 16, 1959), 22 FPC 82, 


8 Ibid. 

4 G—2306, American Louisiana Pipe Line Co. et al. 

Ae cs i talk cnt ee en ae iii na sin cat ao dn erage aren an ademas $223, 000 
RN NOR aint. dc i cept sda tnniaagetaibs 330, 000 
PO, | IR on cictidtiiiaimn cetitnbentiiinn dansip lappa ate 316, 000 
IGRI... COR. on cccnnccnencstititnnniebbnn nai teeOePenE panama 461, 000 
UN cn ccna ns cnc en-gb ct lig Sake ol gi 312, 000 
Se ne re eg cocaine ensimenin tee ace palermo dn state repialocatntaant 859, 000 
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gas out of the reservoir during periods of withdrawal.* A necessary require 
ment for the operation of such a reservoir is the existence of a structural trap 
or reservoir seal at the top of the structure. Panhandle witnesses state the 
St. Peter seal is composed of the Joachim and Platteville formations. The effec- 
tiveness of this seal remains to be determined by the Stage 2 testing. In 1954 
when gas was injected, the injection wells were open to both the St. Peter and 
the Joachim formations, however, in 1956-1958 gas was injected only into the 
St. Peter. The record is clear that the seal is not absolutely gas-tight but it 
has not yet been determined whether the leakage is from geological or mechanical 
causes. Panhandle witnesses testified, in their opinion, the gas injected into the 
St. Peter in 1954 had all been forced out since the water level had returned to 
the top of the St. Peter in April 1955. During the period 1956-58 Panhandle 
injected 3,600 MMcf of gas into the St. Peter only and, at the date of the hear- 
ing (October 24, 1960), it was estimated 1,600 MMcf of gas remained in the 
St. Peter. The 2,000 MMcf of migrating gas has, according to witnesses, been 
trapped in the Joachim and Decorah (“A Zone”) formations overlying the St. 
Peter and none has reached the surface—all being trapped’ in these very deep 
formations. Panhandle anticipates that a collection system would collect vir- 
tually all of the migrating gas as is being done in other aquifer projects® and 
reinjected into the St. Peter at an inconsequential cost. 

At this point in Panhandle’s testing of the St. Peter sandstone of Waverly 
Field, it is impossible to determine the reason for or the extent of the leakage 
from the St. Peter formation. This Panhandle expects to determine in its Stage 
2 testing. 

The record shows there are six major acquifer storage projects® in the area 
of Waverly Field, three of these are in operation,” the other three are in the 
process of development. Panhandle’s aquifer storage consultant expert witness 
is also the consultant in each of the five Illinois aquifer storage projects” He 
outlined a program for the Stage 2 testing of the field to inject not to exceed 
6,000 MMcef of gas into the St. Peter formation in order to evaluate the reservoir 
productivity and the collection productivity to determine the facilities which 
may be required for the operation of the field if certificated by this Commission. 

To carry out its Stage 2 program of its testing and development of the field, 
Panhandle states it is essential it be permitted to recondition existing wells and 
to drill additional wells to further delineate the St. Peter reservoir and to drill 
wells into the zones into which the gas has migrated in order to facilitate the 
collection of such gas. To maintain injection rates a compression station is 
necessary “ as well as dehydration and desulphurization facilities to process the 
gas to pipeline quality. Panhandle estimates on off peak days it will have 
volumes of up to 25,000 Mef available for injection. A pipeline system for the 
withdrawal and reinjection of the gas will complete the facilities required in the 
Stage 2 testing and development. 

Until the results of the Stage 2 testing and development are known Panhandle 
does not seek authority of the Commission to operate the field nor to increase 
its peak-day deliveries of gas on the basis of gas to be withdrawn from the 
storage field. a 


¢ Known in the industry as “water-drive.” 

7 This probably includes the gas injected in 1954. 

8Hersher Field, project of Peoples Gas System. Redfield Storage Field, project of 
Northern Natural. 

® See Exhibit 8. 

2 Hersher, Troy Grove and Lange Field. 

1 He does not represent the Laclede Gas Company in their Lange Field aquifer storage 
project in Missouri. 

142 Panhandle presently operates a portable field compressor unit. This would be oper- 
ated in conjunction with the collection facilities during Stage 2. 
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As stated, Michigan Consolidated opposes the expenditure of additional funds 
by Panhandle in the further development of Waverly and, also, the use of any 
further quantities of gas for injection into the field. Michigan Consolidated’s 
proposed program would use the facilities presently installed at the field, for 
the Stage 1 testing, to withdraw the migrated gas from the Decorah (A Zone), 
reinject this same gas back into the St. Peter, to determine the leakage rate and 
hence the feasibility of a collection system. They contend there is no need to 
test the withdr»wal rate until the leakage rate has been determined. They 
would prohibit Panhandle from drilling additional wells. They estimate the 
cost of their proposed program to be $214,000.00. 

As was said by Judge Bazelon in his opinion in Michigan Consolidated Gas 
Oo. v. F.P.C., 283 F. 2d 204, 209, “this proceeding is another encounter in a long 
running battle between Panhandle Eastern Pipe Line Company (Panhandle) and 
American Natural Gas Company (American Natural) the dominant corpora- 
tions in two of the largest natural gas system serving the Midwest.” He then, 
in a footnote, listed 15 of their disputes before the courts since 1948. Suffice it 
to say here that Panhandle should and is hereby authorized to test and develop 
the Waverly Field in accordance with its own plan as programmed in consulta- 
tion with a distinguished aquifer storage consultant who has assisted in the 
successful development of similar storage projects in the same area. 

Admittedly, Panhandle has unsolved problems and unanswered questions in 
the development of this project. The only way these may be resolved is by 
further testing, which Panhandle requests authorization to conduct. 

The Staff “recommends that a temporary certificate be issued to Panhandle 
for the injection of up to six billion cubic feet of gas and the conduct of the 
requested testing program” as outlined by Panhandle. This would authorize 
Panhandle to conclude its Stage 2 testing and development program and either 
prove or disprove the feasibility of the project. 

The Staff in their brief discuss the problem of who shall be responsible for 
the costs—the consumer or the stockholder—for the testing and development 
of the project. This question is premature at this stage of this project. The 
Commission in American Louisiana Pipe Line Company, G—2306 et al., 20 FPC 
575, 598, said, in considering a very comparable situation, “. . . we believe the 
advantages of storage require permitting Northern further opportunity to prove 
the project feasible. In so doing, we are also mindful that ultimately the costs 
must be borne by Northern’s customers and their interests protected.” The issue 
of who shall be responsible for the costs of this storage project will be timely 
following the completion of the Stage 2 testing and development. It will then 
be known for a certainty whether or not the project may successfully and eco- 
nomically be operated as a storage field. The Commission, in the American 
Louisiana case, went on further to direct Northern to submit plans for further 
testing to determine the rate of leakage, method of recovery of the gas escaping 
from this very same formation, the St. Peter, together with the production 
capabilities of its Redfield Storage project. This is almost the identical program 
for testing and development which Panhandle has submitted in this hearing. 

The Natural Gas Act imposes a duty upon this Commission to require the 
delivery of natural gas to the consumer at the lowest possible cost. In the dis- 
charge of this responsibility it is the duty of this Examiner to look with favor 
upon and to encourage any program which would enable Panhandle to deliver 
additional quantities of natural gas to heavy market areas at economical prices. 
The development of underground storage projects enables such interstate car- 
riers of natural gas to utilize the full capacity of their pipeline systems during 
the entire year, not just during the seasons of peak demand. 
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This Commission has said the rendition of needed service on an efficient, stable, 
and economical basis for the present as well as for the future requires realistic 
appraisals by the parties of the market requirements and an attempt to rational- 
ize the service they are willing to render so as to eliminate unnecessary facilities 
and make the most economic and effective use of both their facilities and their 
gas supply. 

Should the results of Panhandle’s Stage 2 testing and development indicate the 
project may be successfully operated as an aquifer storage project then Pan- 
handle may file a new application, or request the reopening of this hearing, for 
the operation of the Waverly Storage Field as an integral part of its interstate 
pipeline system. 

FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record in this proceeding, the evidence ad- 
duced and the briefs filed, the Presiding Examiner finds and concludes, in addi- 
tion to the findings and conclusions hereinbefore stated, that : 

(1) Panhandle is a natural-gas company within the meaning of the Natural 
Gas Act as admitted by Panhandle, 3 FPC 273, 276. 

(2) The facilities described in Panhandle’s application, as amended and sup- 
plemented, are proposed to be used in the transportation of natural gas in inter- 
state commerce subject to the jurisdiction of this Commission as an integral 
part of Panhandle’s existing pipeline system and the construction and operation 
thereof are subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Panhandle is able and willing to properly do the acts proposed in its 
application herein and to conform to the requirements, rules and regulations of 
the Commission thereunder. 

(4) The proposed construction and operation of the facilities for the purpose 
requested are required by the convenience and necessity and a temporary cer- 
tificate therefor should be issued as hereinafter ordered and conditioned. 

(5) The time within which construction of facilities authorized by this order 
shall be completed and Stage 2 of the testing and development operations started 
should be fixed at 90 days from the date on which this order issues. 

(6) The public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(1)(3)(4), and (e) of Sec- 
tion 157.20 of the Conimission’s Rules of Practice and Procedures should attach 
to the temporary certificate hereinafter issued, and to the exercise of the rights 
granted thereunder. 

(7) Applicant should be required, as an additional condition to the certifica- 
tion of the proposed facilities for testing purposes, to submit monthly reports 
containing the following information on the proposed testing operations: 

(a) Total volumes of gas injected into the St. Peter formation. 

(b) Total volumes of gas withdrawn from the Joachim formation and “A” 
zone. 

(c) Total volume of recycled gas. 

(d) Total volume of gas leakage from the St. Peter. 

(e) New inventory of gas in the St. Peter. 

(f) Results of tracer program. 

(g) All core analyses. 

(h) All gamma ray neutron or other electric log surveys. 

(i) A tabulation of wells drilled, cleaned or recompleted with subsea eleva- 
tions of formations, casing, ete. 
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(j) Revised structure contour maps of the St. Peter, Joachim, and Decorah 
formations. 

(k) Location and extent of gas bubble in the St. Peter. 

(1) Location and extent of gas bubbles in other formations. 

(m) All pressure surveys. 

(n) Water levels in all wells. 

(o) Amount of leakage from Decorah. 

(p) Discussion of current operations, together with current conclusions. 

(q) Such other data which may aid the Commission in the evaluation of the 
Waverly storage project. 


ORDER 


WHEREFORE It Is ORDERED, subject to review by the Commission on appeal, 
or review by the Commission on its own motion, as provided in its Rules of 
Practice and Procedure, that: 

(A) A temporary certificate of public convenience and necessity is hereby 
issued authorizing the Panhandle Eastern Pipe Line Company to construct and 
operate facilities, as more particularly described in its application filed herein, 
subject to the jurisdiction of the Commission, which will enable it to inject 
and withdraw up to 6,000 MMcf of natural gas into and from its potential gas 
storage field in the vicinity of Waverly, Illinois upon the terms and conditions 
of this order. 

(B) This temporary certificate shall be accepted in writing and under oath 
by a responsible official of the Panhandle Eastern Pipe Line Company within 
30 days from the issuance of this order. 

(C) As an additional condition to the issuance of the temporary certificate 
granted by paragraph (A) hereof, and to the exercise of the rights granted 
thereunder, the Panhandle Eastern Pipe Line Company shall submit monthly 
reports as set forth in Finding No. (7), beginning 30 days after the bona fide 
beginning of construction of the facilities herein authorized and each month 
thereafter during the period hereinafter fixed for the testing and development 
of the proposed Waverly Storage Field. 

(D) The time within which the testing and development hereby authorized 
shall be conducted and concluded is hereby fixed at two years from the date 
on which this order issues, 

(E) The temporary certificate herein issued to the Panhandle Hastern Pipe 
Line Company is not transferable and shall be effective only for the period set 
forth in ordering paragraph (D) above and during that period only so long 
as Panhandle continues the testing and development of the Waverly Storage 
Field hereby authorized in accordance with the provisions of the Natural Gas 
Act, and the applicable rules, regulations and orders of this Commission. The 
general terms and conditions set forth in paragraphs (a), (b), (¢) (1) (8) (4), 
and (e) of Section 157.20 of the Commission’s Rules and Regulations under 
the Natural Gas Act, including the Rules of Practice and Procedure, shall 
attach to the issuance of the temporary certificate granted in paragraph (A) 
hereof and to the exercise of the rights granted thereunder. 


Harry W. FRAZEE, 
Presiding Examiner. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ARKANSAS LOUISIANA GAS COMPANY, DOCKET NO. CP61-193 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 26, 1961) 


On January 17, 1961, Arkansas Louisiana Gas Company (Applicant) filed in 
Docket No, CP61-193 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of routine budget-type natural gas transmission 
facilities from time to time during the calendar year 1961 to enable Applicant 
to connect new industrial consumers purchasing gas directly from its interstate 
transmission system, all as more fully set forth in the application. 

The facilities proposed to be constructed hereunder include lateral lines, taps, 
measuring and regulating and other necessary delivery equipment at a total 
estimated cost not to exceed $650,000, with no individual project to exceed a cost 
of $200,000, such costs to be defrayed from funds on hand. 

The estimated total annual volume of natural gas involved under this applica- 
tion is approximately 10,000,000 Mcf, which will be delivered to direct industrial 
customers for use in ovens, kilns, internal-combustion engines, boilers, vats, 
dryers and other direct-fired equipment for agricultural, oil and gas processing, 
manufacturing, mining and ore processing purposes. 

No increase in main line system capacity is proposed hereunder, and the total 
maximum volume of gas involved should not adversely affect Applicant’s gas 
supply or its service to existing customers. 

On March 20, 1961, a joint petition to intervene in this proceeding was filed 
by Fuels Research Council, Inc., National Coal Association and United Mine 
Workers of America. Permission to intervene was granted these petitioners by 
order issued April 10, 1961. 

Pursuant to due notice, a public hearing was convened in Washington, D.C., 
on March 30, 1961, and upon motion of staff counsel was recessed to a date to 
be thereafter fixed. 

On May 3, 1961, Applicant filed a motion for early hearing and for prehearing 
conference, pursuant to which the Commission on May 11, 1961, issued its order 
fixing prehearing conference for May 16, 1961, and empowering the presiding 
examiner to fix a date for resumption of the recessed hearing. 

Prehearing conference was duly held on May 16, 1961, attended by representa- 
tives of the Applicant, the joint interveners and the staff of the Commission. 
Agreement between Applicant and interveners which removed the objection of 
interveners was reached, and the presiding examiner fixed May 18, 1961, as the 
time for resumption of the hearing, said hearing to proceed under the non-con- 
tested case procedure. 

Accordingly, the public hearing was reconvened on May 18, 1961 at which time 
staff counsel moved erally that the intermediate decision procedure be omitted 
and that the Commission render a final decision herein pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Arkansas Louisiana Gas Company, a Delaware corporation 
having its principal place of business in Shreveport, Louisiana, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of January 26, 1943, in Docket No. G—252 
(3 FPC 910). 
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(2) The facilities hereinbefore described, all as more fully described in the 
application herein, are proposed to be used in the transportation and delivery 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation thereof by Applicant are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities and the delivery of natural 
gas during the calendar year 1961 as proposed by Applicant are required by the 
public convenience and necessity and a certificate therefor should be issued as 
hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) It is appropriate and necessary in carrying out the provisions of the Nat- 
ural Gas Act and the Commission’s Regulations thereunder that Applicant should 
submit, on or before March 1, 1962, a statement under oath showing: (a) the lo- 
cation of each project constructed pursuant to the authorization hereinafter 
granted, (b) a description of each such project, (c) the name of each customer 
served, (d) the actual cost of the facilities in each project, (e) the use to which 
the gas is put by each customer, and (f) the estimated annual volume delivered 
to each such customer and the average rate per Mcf charged therefor. 

(6) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(7) The total expenditures for facilities constructed pursuant to the authori- 
zation granted hereinafter should be limited to a maximum of $650,000, with no 
single project to exceed a cost of $200,000, and the total deliveries of natural gas 
pursuant to this authorization should be limited to a maximum of 10,000,000 Mcf 
per year, the estimate in the application. 

(8) A request during the public hearing for omission of the intermediate 
decision procedure herein was unopposed by any party of record and not having 
been denied by the Commission, is granted pursuant to Section 1.30(c)(1) of 
the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is here- 
by issued authorizing Arkansas Louisiana Gas Company to construct during the 
ealendar year 1961 and operate the proposed facilities and to deliver natural gas 
as hereinbefore described and as more fully described in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) Applicant shall, on or before March 1, 1962, submit to the Commission 
a statement under oath showing: (a) the location of each project constructed 
pursuant to the authorization granted in paragraph (A) above, (b) a descrip- 
tion of each such project, (c) the name of each customer served, (d) the actual 
cost of the facilities in each project, (e) the use to which the gas is put by each 
customer, and (f) the estimated annual volume delivered to each such customer 
and the average rate per Mcf charged therefor. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the issuance of the certificate granted in paragraph (A) above and to 
the exercise of the rights granted thereunder. 

(D) The total expenditures for facilities constructed pursuant to the authori- 
zation granted in paragraph (A) above are hereby limited to a maximum of 








FEDERAL POWER COMMISSION 1047 


$650,000, with no single project to exceed a cost of $200,000, and the total de- 
liveries of natural gas pursuant to this authorization are hereby limited to a 
maximum of 10,000,000 Mcf per year. 

(E) The authority here granted does not authorize the construction or opera- 
tion of facilities to deliver interstate gas into the pipeline operated by Arkansas 
Industrial Pipeline Corporation which extends from a point near Perla, Arkansas, 
to a point near Helena, Arkansas. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP61-196 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 26, 1961) 


On January 23, 1961, as supplemented on February 27, 1961, Cities Service 
Gas Company (Applicant) filed in Docket No. CP61-196 an application pursuant 
to Section 7(c) of the Natural Gas Act for a certificate of public convenience 
and necessity authorizing the construction, replacement and operation of certain 
facilities for the transportation and sale of natural gas in interstate commerce 
to increase the adequacy and efficiency of certain portions of its system in 
Kansas and Missouri, all as more fully set forth in the application and 
supplement. 

Applicant proposes the following construction and operation hereunder: 

(1) Loop approximately 8.5 miles of its Ottawa-Sedalia-Carrollton 12-inch 
pipeline with 20-inch pipeline from the eastern terminus of the present 12-inch 
and 20-inch looped section in Franklin County, Kansas, to a point in Miami 
County, Kansas; 

(2) Replace approximately 8 miles of its Springfield 10-inch pipeline with 
16-inch pipeline in two sections: one of 4.9 miles from the eastern terminus of 
the present 16-inch pipeline in Jasper County, Missouri, eastward to the intake 
of Applicant’s Pierce City Station in Lawrence County, Missouri; the other of 
3.1 miles from the eastern terminus of the present 16-inch pipeline on the dis- 
charge side of said Pierce City Station northeasterly to a point in Christian 
County, Missouri; 

(3) Replace approximately 5 miles of its Neosho 4-inch pipeline with 8-inch 
pipeline from the connection of said 4-inch pipeline with the Springfield 16-inch 
pipeline southward to a point in Newton County, Missouri; and 

(4) Replace approximately 2.5 miles of its 12-inch and 16-inch Range Line 
with 16-inch pipeline from a point on the present 16-inch pipeline west, south 
and west to the intake of Applicant’s Saginaw Station in Newton County, 
Missouri. 

The estimated total cost of construction of the proposed facilities is $1,169,000, 
the estimated cost of reclaiming facilities to be replaced is $73,000 and the 
estimated salvage value of the reclaimed facilities is $67,000. The total ex- 
penditures will be paid from treasury cash. 

Applicant states that the facilities and operations proposed herein constitute 
only the necessary enlargements of capacity of a portion of Applicant’s system 
to meet increasing peak-day firm demands of existing customers and no new 
sales or service are contemplated. 

Additional annual sales attributable to the proposed facilities are negligible. 
The company states it can stay within the volumetric limitation imposed by 
the Commission in Docket No. CP60-32. 
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Temporary authorization to proceed with the construction of a part of the 
facilities under the subject application was granted to Applicant on April 
12, 1961, pursuant to a request filed on March 20, 1961. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 16, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in is order of December 28, 1943, in Docket No. G-298 
(4 FPC 471). 

(2) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application and supplement in 
this proceeding, will be used in the transportation and sale of natural gas in 
interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction, replacement and operation of facilities as proposed by 
Applicant are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter order and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms set forth 
in paragraphs (b), (c)(3), (ce) (4) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate referred to in paragraph (3) above and 
to the exercise of the rights granted thereunder, and that the time within which 
the facilities authorized by this order should be constructed and placed in 
actual operation should be fixed at 8 months from the date on which this order 
issues. 

(6) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Cities Service Gas Company to construct, replace and 
operate facilities as hereinbefore described and as more fully described in the 
application and supplement in this proceeding, upon the terms and conditions 
of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed, replaced and placed in actual operation as provided by paragraph 
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{b) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at 8 months from the date on which this order issues. 

(D) Issuance of the authorization granted in paragraph (A) above is not 
to be construed as implying any change in the limitation on total annual sales 
of natural gas by Applicant imposed by ordering paragraph (F) of the Com- 
mission’s order issued December 27, 1960, in Docket No. CP60-32. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-225 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING SERVICE AGREEMENT TO BECOME EFFECTIVE 


(Issued May 26, 1961) 


On March 1, 1961, El Paso Natural Gas Company (Applicant) filed an ap- 
plication in Docket No. CP61-225, pursuant to Section 7(c) of the Natural Gas 
Act, for a certificate of public convenience and necessity seeking authorization 
to continue to sell and deliver natural gas to The Washington Water Power Com- 
pany (Washington) from the terminus of Applicant’s existing 4-inch Moscow 
lateral pipeline at Moscow, Latah County, Idaho. Gas sold and delivered at this 
point will be resold and distributed by Washington in and about the communities 
of Bovill, Troy and Deary, Idaho, as well as Moscow. 

By Commission order of November 25, 1955, in Docket No. G—-8934, Applicant’s 
predecessor, Pacific Northwest Pipeline Corporation (Pacific), was authorized 
to construct and operate certain facilities in order to sell and deliver natural 
gas to Latah Natural Gas Company (Latah), Washington’s predecessor, for re- 
sale and general distribution in and about Moscow. Unknown to Applicant, 
Washington extended natural gas service to Bovill, Troy and Deary using nat- 
ural gas received through the facilities authorized in Docket No. G-8934. Upon 
realizing the foregoing extension of service to the three communities, Applicant 
filed the subject application. 

No new facilities will be required for the proposed service. 


The actual natural gas requirements for 1960 and the estimated maximum re- 
quirements for 1963 are: 


1960 actual (Mcf) 1963 estimated (Mcf) 

Peak day Annual Peak day Annual 
NN: 5 cabin diode dug ahaddaawandibe 1, 534 266, 952 2, 443 358, 238 
TN cccinatads tcteedlaiendiaidanandeuplininnandacabeiamiael 460 92, 848 576 110, 270 
nd ci dab kcuccinddinbaatibedascnateaadats 157 22,017 1, 081 244, 036 
ii cdiiciinn cectinenanbae bias 27 1, 251 60 7, 686 
in cdicte ieee ae 2,178 383, 068 4, 160 720, 230 


Applicant’s gas supply is reasonably adequate to provide the proposed service. 

Washington has obtained a certificate from the Idaho Public Utilities Com- 
mission approving its service to the three towns. 

On April 25, 1961, Applicant filed a service agreement, dated December 30, 
1960, with Washington, providing for the sale of natural gas on a firm basis for 
distribution and resale in Bovill, Troy, Deary and Moscow and environs. Said 
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service agreement is proposed to supercede a presently effective service agree- 
ment for the sale of natural gas for resale and distribution in Moscow only. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on May 
22, 1961, respecting the matters involved in and the issues presented by the ap- 
plication herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, a Delaware corporation having 
its principal place of business in El Paso, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order issued January 11, 1944, in Docket No. G—-288 (4 FPC 486). 

(2) The continued sale and delivery of natural gas hereinbefore described 
as more fully described in the application in this proceeding, are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The continued sale and delivery of natural gas by Applicant to Washing- 
ton are required by the public convenience and necessity and a certificate there- 
for should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the certificate hereinafter issued to Applicant and to the exercise of the rights 
granted thereunder. 

(6) The service agreement, dated December 30, 1960, providing for the sale 
of natural gas by Applicant to Washington for resale and distribution in Bovill. 
Troy, Deary and Moscow, Idaho and environs, should be permitted to become 
effective concurrently with the issuance of this order. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, El Paso Natural Gas Company, to continue 
the sale and delivery of natural gas as hereinbefore described, all as more fully 
described in the application herein, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) hereof 
and to the exercise of the rights granted thereunder. 

(C) The service agreement, dated December 30, 1960, providing for the sale 
of natural gas by Applicant to Washington for resale and distribution in Bovill, 
Troy, Dreary and Moscow, Idaho, is hereby permitted to become effective con- 
currently with the issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


INTERSTATE POWER COMPANY, DOCKET NO. CP61-219 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 26, 1961) 


On February 27, 1961, Interstate Power Company (Applicant) filed an applica- 
tion, as supplemented on March 27, 1961, and April 17, 1961, in Docket No. 
CP61-219, pursuant to Section 7(c) of the Natural Gas Act, for a certificate of 
public convenience and necessity seeking authorization to construct and operate 
1.1 miles of 8-inch pipeline, including a river crossing, in order to distribute and 
sell natural gas at retail to customers in Savanna, Carroll County, Lllinois. 

Applicant presently operates a propane-air distribution system in Savanna, and 
it proposes to convert this system to natural gas by attaching the proposed 1.1 
miles of 8-inch line to the end of a line to be built by Northern Natural Gas Com- 
pany (Northern), authorized in Docket No. G-17485, et al. Northern’s line will 
terminate in Jackson County, Iowa, from which point Applicant will build its 
proposed line across the Mississippi River to Savanna which is on the Illinois 
side of the river. Applicant states that additional distribution facilities will be 
constructed in Savanna within the next three years so that natural gas can be 
served to more customers. 

The estimated natural gas requirements of Savanna are: 


First year | Second year Third year 


863 1, 063 
235, 250 257, 450 


Northern was authorized to transport and sell up to 685 Mcf of natural gas per 
day to Applicant for resale and distribution in Savanna. This volume, together 
with volumes from Applicant’s peak shaving facilities in Savanna, will be ade- 
quate to meet the estimated requirements for Savanna. 

The application shows that the $151,150 cost of proposed jurisdictional facilities 
is part of a $632,645 total estimated investment required to render natural gas 
service to Savanna. This includes a contribution of $227,293 to Northern, in aid 
of construction as directed in Docket No. G—17485 et al. The total estimated 
investment will be financed by Applicant from the proceeds from the sale of com- 
mon stock and first mortgage bonds. 

Applicant has been issued a certificate of public convenience and necessity by 
the Illinois Commerce Commission to convert its gas operations in Savanna 
from propane-air to natural gas service. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 22, 1961, respecting the matters involved in and the issues presented by the 
application, as supplemented, herein. No petition to intervene or protest to 
the granting of the application has been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that 
the Commission render a decision herein pursuant to Section 1.30(c) (1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Interstate Power Company, a Delaware corporation having its 
principal place of business in Dubuque, Iowa, is a “natural-gas company” within 
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the meaning of the Natural Gas Act, as heretofore found by the Commission in 
its order of April 3, 1951, in Docket No. G-1547 (10 FPC 873). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication, as supplemented, in this proceeding, are to be used in the transporta- 
tion of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (1), (ce) (3), (c) (4), and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach to the certificate hereinafter issued to Applicant and 
to the exercise of the rights granted thereunder, and that the construction of 
the facilities authorized by this order shall be completed and placed in actual 
operation within 12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decisions procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Interstate Power Company, to construct 
and operate the proposed facilities and to transport natural gas as hereinbefore 
described, all as more fully described in the application, as supplemented, herein, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (ec) (3), (ec) (4), and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 12 months from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


KANSAS-COLORADO UTILITIES, INC., DOCKET NO. CP61-246 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 26, 1961) 


On March 17, 1961, Kansas-Colorado Utilities, Inc. (Applicant) filed in Docket 
No. CP61-246 an application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the installation 
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during the calendar year 1961 and the operation of not more than thirty taps 
on Applicant’s transmission line at unspecified locations in eastern Colorado 
for the delivery and sale of natural gas to Plateau Natural Gas Company 
(Plateau) for resale to farm tap irrigation customers, all as more fully set 
forth in the application. 

The total estimated cost of installation of thirty such main line taps is $3,000, 
with no single tap to exceed a cost of $150. 

The estimated average monthly volume of natural gas required for each 
customer is 188 Mcf, or 1,500 Mcf for an eight-month period from April through 
November, the irrigation season. The total annual volume to be sold for the 
proposed thirty farm taps is estimated to be 45,000 Mcf. 

Installation of the proposed taps will be made where and when necessary as 
requested by Plateau. No increase in mainline capacity is proposed. Applicant’s 
rate schedule on file with the Commission for resale service will apply to all 
deliveries of natural gas made hereunder. 

The volumes of gas involved will not appreciably affect Applicant’s gas supply. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 16, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received, Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Kansas-Colorado Utilities, Inc., a Kansas corporation having 
its principal place of business in Colorado Springs, Colorado, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order in Docket No. G—2138 which became effective on 
November 5, 1953 (12 FPC 750). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the installation and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) The installation and operation of the facilities and the sale of natural gas 
as proposed by Applicant are required by the public convenience and necessity 
and a certificate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) It is appropriate and necessary in carrying out the provisions of the 
Natural Gas Act and the Commission’s Regulations thereunder that Applicant 
should submit, on or before March 1, 1962, a report under oath showing, for 
each installed tap: (a) description and location of facilities installed, (b) the 
actual final costs of the facilities installed, (c) the annual and maximum peak 
day volumes of gas delivered, and (d) the rate schedules applied to each delivery. 

(6) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to installation 
of facilities during the calendar year 1961, the total expenditures for facilities 
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and installation should be limited to $3,000, with no single project to exceed 
a cost of $150 and the total deliveries of natural gas through the proposed 
facilities should be limited to a maximum of 45,000 Mcf per year. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Kansas-Colorado Utilities, Inc. to install and operate 
the proposed facilities and to sell natural gas as hereinbefore described, all as 
more fully described in the application in this proceeding, upon the terms and 
conditions of this order. 

(B) Applicant shall submit, on or before March 1, 1962, a report under oath 
showing for each tap: (a) description and location of facilities installed, (b) 
the actual final costs of the facilities installed, (c) the annual and maximum 
daily volumes of gas delivered, and (d) the rate schedules applied to each 
delivery. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited 
to the installation of facilities during the calendar year 1961, the total ex- 
penditures for facilities and installation are hereby limited to $3,000, with no 
single project to exceed a cost of $150, and the total deliveries of natural gas 
through the proposed facilities are hereby limited to a maximum of 45,000 Mcf 
per year. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


MISSISSIPPI RIVER FUEL CORPORATION, DOCKET NO. G-1895 
ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 26, 1961) 


Mississippi River Fuel Corporation (Applicant) filed an application on April 
13, 1961, to amend the certificate of public convenience and necessity heretofore 
granted by the Commission’s order of Janunary 4, 1960, in Docket No. G—19495, 
as hereinafter described, all as more fully represented in the application. 

The Commission’s order of January 4, 1960, 23 FPC 8, in this proceeding au- 
thorized Applicant, among other things, to construct by January 1, 1961, and 
operate an additional 1,850 compressor horsepower on its field supply system in 
the Woodlawn Field in Harrison County, Texas. 

The application states that Applicant has found it necessary to install only 
905 compressor horsepower prior to January 1, 1961. The application further 
states that Applicant now anticipates that it may need as much as 1,650 addi- 
tional horsepower in the Woodlawn Field during 1961 and requests that the 
order in this proceeding be amended to authorize this additional horsepower. 

Applicant states that in its 1951 gas purchase contracts in the Woodlawn 
Field, it agreed with certain reservations to construct and operate gathering 
facilities including compressor equipment to deliver gas from the wells to the 
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main gathering line. Applicant now finds that after years of production and 
consequent drop in the field pressure it is now necessary to use compressor 
facilities. At present, Applicant has in the field compressor facilities with a 
total of 2,844 horsepower of which 1,939 compressor horsepower was already 
in operation when the initial application in Docket No. G—19495 was filed. The 
905 compressor horsepower was installed in 1960. 

The estimated cost of the proposed additional 1,650 horsepower is $311,200 
which Applicant intends to finance from cash on hand. 


The Commission finds: 


It is necessary and appropriate in carrying out the provisions of the Natural 
Gas Act and the public convenience and necessity require that the order of the 
Commission issued on January 4, 1960 in Docket No. G-19495 be amended as 
hereinafter ordered. 


The Commission orders: 


(A) The order of the Commission issued on January 4, 1960 in Docket No. 
G-19495 is amended to authorize Applicant to construct during 1961 and operate 
up to 1,650 compressor horsepower in addition to the previously authorized 
2,844 compressor horsepower in the Woodlawn Field as described herein, all as 
more fully described in the application to amend, filed on April 13, 1961. 

(B) In all other respects said order shall remain unchanged and in full force 
and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET 
NO. CP61-229 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 26, 1961) 


On March 2, 1961, Natural Gas Pipeline Company of America (Applicant) 
filed an application in Docket No. CP61-229, pursuant to Section 7(c) of the 
Natural Gas Act, for a certificate of public convenience and necessity seeking 
authorization to construct and operate certain facilities in order to sell and 
deliver natural gas to Illinois Power Company (Illinois Power) for resale and 
distribution in the village of Wyanet, Bureau County, Illinois. 

Applicant proposes to construct and operate a tap on its existing main trans- 
mission line in Bureau County, Illinois, 200 feet of 2-inch lateral pipeline con- 
necting said tap with facilities of Illinois Power and a meter station at the 
terminus of the proposed lateral. 

The total estimated cost of the proposed facilities is $7,750, which cost will 
be financed from funds on hand. 

Illinois Power proposes to construct and operate 2.4 miles of 2-inch connecting 
line extending from Applicant’s proposed meter station to the village gate, a 
regulator at the village gate and a distribution system in Wyanet. 

The following are the estimated maximum day and annual requirements in 
Mcef at 14.73 psia for Wyanet: 


1The January 4, 1960 order also authorizes Applicant to continue to operate the 1,939 
horsepower which was installed at the time the original application was filed on 
September 17, 1959. 


693-489—64- 69 
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The requirement for Wyanet will be met by Illinois Power from quantities 
of natural gas which Applicant has been heretofore authorized to sell and de- 
liver to Illinois Power. 

The proposed sale to Illinois Power will be made under Applicant’s FPC Gas 
Tariff and executed service agreement, dated September 15, 1960. 

Illinois Power has been granted a franchise by Wyanet and has received a 
certificate of convenience and necessity from the Illinois Commerce Commission 
to construct and operate its proposed facilities. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
May 18, 1961, respecting the matters involved in and the issues presented by the 
application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.80(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 





(1) Applicant, Natural Gas Pipeline Company of America, a Delaware corpora- 
tion having its principal place of business in Chicago, Illinois, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of October 13, 1942, in Docket No. G-235 (3 FPC 830). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding are to be used in the transportation and sale of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion and the construction and operation thereof by Applicant are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities and the proposed 
sale of natural gas by Applicant are required by the public convenience and 
necessity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (ce) (1), (c) (3), (ec) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach to the certificate hereinafter issued to Applicant and 
to the exercise of the rights granted thereunder, and that the construction of 
the facilities authorized by this order shall be completed and placed in actual 
operation within 6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party or record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Applicant, Natural Gas Pipeline Company of America, to con- 
struct and operate the proposed facilities and to sell and deliver natural gas, as 
hereinbefore described, all as more fully described in the application herein 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (1), (ce) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted there- 
under. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 6 months from the date on which 
this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. G—12569 
ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 26, 1961) 


United Gas Pipe Line Company (Applicant) filed a motion, on April 18, 1961, 
to further amend the certificate of public convenience and necessity heretofore 
issued by the Commission’s order on August 23, 1957, as amended July 21, 1958 
and February 5, 1959, as hereinafter described, all as more fully represented 
in the motion herein. 

The above amended order authorized Applicant to deliver up to 8,000 Mcf 
per day of interruptible gas directly to Coastal Chemical Corporation near 
Pascagoula, Mississippi. The subject motion requests that the above order be 
amended to authorize Applicant to deliver to Coastal Chemical Corporation up 
to a maximum of 8,500 Mcf per day through existing facilities. No additional 
facilities are proposed to render the increased service. 

Applicant has entered into an amendatory agreement, dated April 3, 1961, 
with Coastal Chemical Corporation, which provides for the change in volume. 
The amendment aiso provides for extending the term of the original contract 
an additional 12 years ending January 1, 1977. 

The increased volume will not adversely affect Applicant's ability to render 
service to its existing customers or its available gas reserves. 


The Commission finds: 


It is necessary and appropriate in carrying out the provisions of the Natural 
Gas Act that the order of the Commission issued August 23, 1957 in Docket 
No. G—12569 be further amended as hereinafter ordered. 


The Commission orders: 


(A) The order of the Commission issued August 23, 1957, as amended, is 
further amended to authorize Applicant to sell and deliver natural gas to 
Coastal Chemical Corporation in volumes up to a maximum of 8,500 Mcf per 
day in lieu of a maximum of 8,000 Mcf per day. 

(B) In all other respects said order shall remain unchanged and in full 
force and effect. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXACO INC., ET AL.*, DOCKET NO. G-15546, ET AL.* 


ORDER MODIFYING ORDER REQUIRING REFUNDS AND TERMINATING 
PROCEEDINGS AND DENYING INTERVENTIONS 


(Issued May 29, 1961) 


By order issued April 14, 1961, in Texaco Inc., et al., Docket No. .G—15546, 
et al., the Commission granted applications for rehearing filed by a number of 
Respondents of its order of February 21, 1961, in the above-entitled proceedings. 
In addition to such applications for rehearing, numerous petitions for clarifica- 
tion and reconsideration were filed by other Respondents with respect to that 
order. 

Respondents’ applications or petitions are in substance similar. Respondents 
state that they did not protest their payment of the gas gathering tax of 1¢ per 
Mcf imposed upon said Respondents by the State of Louisiana, pursuant to Act 
No. 8 of 1958, as approved on June 16, 1958, amending Title 47 of the Louisiana 
Revised Statutes (47 La. Rev. Stat. 1950, §678). As set forth in our order 
issued on February 21, 1961, said statute has been held unconstitutional. Re 
spondents further state that the State of Louisiana will not refund the amounts 
of their tax payments, or interest thereon. Respondents request clarification as 
to their obligation to make refunds pursuant to our order of February 21, 1961 
herein if they did not protest the payment of said tax and, thus, received no 
refunds from the State of Louisiana. 

Some Respondents claim that they paid the gathering tax without protest for 
the reason that they were threatened with a probability that, if they paid the 
taxes under protest, and thus under Louisiana law kept the greatly needed tax 
monies out of the state general funds, they would be required to pay additional 
tax levies which would be to the detriment not only of Respondents, but also 
the pipelines, distributors and consumers. 

The Commission in its suspension orders issued herein explained its reason 
for suspending the subject tax reimbursement rate increases, as follows:? 

“The Commission is advised that litigation is being instituted to challenge 
the constitutionality of the said Act No. 8 of 1958. In consideration of this 
fact and in order to assure appropriate refund in the event of said Act 
No. 8 of 1958 should be declared unconstitutional or otherwise held invalid 
by final decision. * * * 

Further, in such suspension orders the Commission provided with respect to 
refunds: 

“Respondents shall refund at such times and in such amounts to the 
persons entitled thereto, and in such manner as may be required by final 
order of the Commission, the difference between the presently effective rate 
and charge and the proposed increased rate and charge hereby allowed 
to become effective in the event the additional tax of one cent per Mcf 
levied by the State of Louisiana is for any reason held to be invalid. Should 
such additional tax eventually be held inwalid and the State of Louisiana 
makes refund, with interest, of the tax monies collected pursuant to the said 


*As noted in Appendix A hereof under columns entitled “Docket Nos.” and “Respond- 
ents.” (Appendix A omitted in printing.) 


1See for example, Shell Oil Company (Operator), Docket No. G—15552, order issued 
July 30, 1958, 20 FPC 105. 
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Act No. 8 of 1958, then, and in that event, a proportionate part of the 
interest so received by the Respondent herein shall be passed on and paid 
to the persons entitled thereto at such times and in such amounts, and in such 
manner as may be required by final order of the Commission. * * * [Em- 
phasis added.] 

The import of the above language is that the Commission in such suspension 
orders was concerned with the possibility that there might be tax refunds as 
a result of court litigation. Not knowing which Respondents had challenged 
the constitutionality of the gathering tax, it was necessary for the Commission 
to suspend all rate increases involving tax reimbursement of such gathering tax. 
Thus, in the event of refunds by the State of Louisiana, Respondents would not 
be allowed to keep such refunds, but would be required to pass a proportionate 
part of such refunds on to its purchasers. 

The Commission’s attitude in this matter is also reflected in a letter dated 
October 2, 1958, approved by the Commission and signed by the Chairman in 
response to queries by the Collector of Revenue of the State of Louisiana. In 
that letter it was stated with reference to the Commission’s Order No. 206, 20 
FPO 28: 

Clearly, it was not the purpose of the Commission by this order—and the 
subsequent order of suspension—to “force” litigation of the tax statutes. 
Rather it was—and is—the obvious purpose of the Commission to assure 
to the extent possible that natural-gas companies, including producers, sub- 
ject to its jurisdiction, should not have opportunity for unjust enrichment— 
a windfall—in the event the tam statute is held to be unconstitutional and 
refund of payments thereunder are made to the producers * * *. On the 
other hand, if litigation is instituted and the tax statutes declared uncon- 
stitutional—and refunds to the tarpayer result therefrom, the Commission 
has the fullest opportunity available to it under the Natural Gas Act to 
require refunds from sellers to purchasers, under filed rate schedules, of 
appropriate amounts of any refunds received by the producers. [Italics 
added.] 

This position was reaffirmed in a subsequent letter of the Commission dated 
October 28, 1958, to the Collector of Revenue of the State of Louisiana, wherein 
it was stated with reference to the same subject: 

Neither this general order nor the orders subsequently adopted in accord- 
ance with its terms suggested in any way that a suit should be brought to 
test the validity of the Louisiana gathering tax * * *. The Federal Power 
Commission has no desire to force the testing of a state statute and it is 
not doing so in the present instance. 

Furthermore, the above interpretation of the Commission’s suspension orders 
issued herein is in consonance with the Commission’s action in various orders 
granting certificates of public convenience and necessity in proceedings involv- 
ing, among other things, the Louisiana Gas Gathering Tax as part of the initial 
rate? Such orders clearly provide for refunds by applicants therein only in the 
event that the gathering tax is held invalid and refunds are made by the State 
of Louisiana. 

In view of the foregoing, we deem it appropriate that the said order of 
February 21, 1961 should be modified to provide that refunds shall be required 


2See for example, Transcontinental Gas Pipe Line Corporation, et al., Docket No. 
G-13148, et al., Opinion No. 315, issued September 4, 1958, 20 FPC 264 at 285; Tewas 
Gas Transmission Corporation, et al., Docket No. G—14494, et al., order issued Decem- 
ber 4, 1958; American Louisiana Pipe Line Company, et al., Docket No. G-15053, et al., 
order issued November 7, 1958. 
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by Respondents only to the extent that refunds are received from the State of 
Louisiana. 

On March 23, 1961, Long Island Lighting Company (LILCO), Public Service 
Electric and Gas Company (PSNJ), Philadelphia Electric Company (PE), and 
The United Gas Improvement Company (UGI) (hereinafter referred to col- 
lectively as Distributors), filed petitions seeking leave to intervene in many of 
the above-entitled proceedings,? and concurrently therewith the Distributors 
filed a joint and several application for rehearing of the said order of February 
21, 1961. Transcontinental Gas Pipe Line Corporation (Transco) * on April 
7, 1961, and Southern Natural Gas Company (Southern) ¢ on April 27, 1961, also 
filed petitions seeking leave to intervene in a number of these same proceedings. 

The proceedings in which intervention is sought by the Distributors involve 
the purchase of gas by a pipeline company which is either a direct or secondary 
supplier of each of the Distributors. Transco and Southern have sought inter- 
vention in those proceedings involving the purchase of gas by them. 

Answers to the Distributors’ petitions for leave to intervene were filed by 
numerous Respondents herein. These Respondents request that the Distributors’ 
petitions for leave to intervene in the above-designated proceedings be denied 
and that the Distributors’ joint and several application for rehearing be rejected. 

The Commission has heretofore denied petitions for leave to intervene by 
The United Gas Improvement Company and Philadelphia Electric Company in 
a number of rate proceedings involving the Louisiana Gas Gathering Tax for 
the reason that the rate increase filed and suspended as the result of Louisiana 
taxes was considered a different type of issue from that raised by the normal 
periodic or favored-nations type of rate increase, since the issue in those pro- 
ceedings was to be determined by the courts, i.e., the constitutionality of the 
Louisiana Gathering Tax.5 Thus it appears that the Distributors are now 
merely making a collateral attack on the prior Commission determination to 
deny intervention in such proceedings. 

The Distributors point out in their petitions to intervene that the Commission 
in its orders denying intervention stated that “if in the future, however, addi- 
tional issues appear,” then the petitions to intervene may be renewed. The 
Distributors claim that the additional issues contemplated by the language 
quoted above have been interjected by the Commission’s order of February 21, 
1961. They assert that the failure of the Commission to order refunds with re- 
spect to the Section 671 Louisiana Gas-Gathering Tax creates those additional 
issues. 

The Section 671 tax (47 La. Rev. Stat. 1950, §671) to which the Distributors 
refer was made effective on June 22, 1954. Thus, the Section 671 tax was in 
effect over four years before the suspension orders issued herein. It is patently 
clear that the Commission in its suspension orders issued herein was concerned 
only with the increase in rate resulting from enactment of the Section 678 tax 
(47 La. Rev. Stat. 1950, §678), which was made effective on August 1, 1958, and 
was in addition to the Section 671 tax. 

As to the Distributors’ petitions to intervene in those proceedings in which 
intervention was not previously sought and as to the petitions to intervene of 


® See Appendix B hereof [omitted in printing]. 

#See Appendix C hereof [omitted in printing]. Southern previously on April 17, 1961, 
had filed a petition for leave to intervene in those proceedings covered by Gulf Oil Cor- 
poration’s petition for a declaratory order dated March 20, 1961, in respect of the Com- 
mission’s order of February 21, 1961, herein. Southern’s above-mentioned petition of 
April 27, 1961 appears to include those proceedings in which Southern by its earlier 
petition of April 17, 1961 had attempted to intervene. 

5 See for example, Amerada Petroleum Corporation, et al., Docket Nos. G—15561, et al., 
order issued December 3, 1959. 
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Southern and Transco, it is apparent that such petitions are untimely. Such 
petitions were filed over two years after the suspension orders issued herein and 
after the Commission’s order of February 21, 1961 herein had terminated these 
rate proceedings. Furthermore, permitting intervention at this late date would 
not be in the public interest, since the issue in these proceedings has already 
been determined by the courts, i.e., the unconstitutionality of the Louisiana Gas 
Gathering Tax. 

In view of the fact that the Distributors’ petitions for intervention mentioned 
above are denied herein, and thus the Distributors are not parties to these pro- 
ceedings, their joint and several application for rehearing of the said order of 
February 21, 1961, should be rejected. 

The Commission finds: 


(1) It is appropriate and in the public interest that the said order of February 
21, 1961 should be modified as hereinafter ordered. 

(2) The participation of the Distributors, Transco and Southern in the pro- 
ceedings listed in Appendices B and C has not been shown to be in the public 
interest. 

(3) The Distributors’ joint and several application for rehearing of the Com- 
mission’s order of February 21, 1961, filed on March 23, 1961, should be rejected. 
The Commission orders: 


(A) Paragraph (1) in the finding clauses of our order of February 21, 1961 
is hereby modified to read as follows: 

(1) It is in the public interest and necessary in the effective administration 
of the Natural Gas Act that refunds be made in the above-entitled proceedings as 
hereinafter ordered and that said proceedings be terminated. 

(B) Paragraph (A) of the ordering clauses in our order of February 21, 1961 
is hereby modified to read as follows: 

(A) Respondents shall refund their respective purchasers a proportionate 
part of any refunds, including interest thereon, received from the State of 
Louisiana as a result of the invalidity of the Section 678 Louisiana Gas Gather- 
ing Tax. 

(C) The petitions to intervene of the Distributors, Transco and Southern in 
the proceedings listed in Appendices B and C are hereby denied. 

(D) The Distributors’ joint and several application for rehearing of the 
Commission’s order of February 21, 1961, filed on March 23, 1961, is hereby 
rejected. 


[LETTER-ORDER MODIFYING LETTER-ORDER ISSUING TEMPORARY 
CERTIFICATE AND DENYING RECONSIDERATION] 


Docket No. CI61-1283, 
HASSIE Hunt Trust, OPERATOR, ET AL., 
Hasste Hunt Trust, May 31, 1961.* 
700 Mercantile Bank Building, 
Dallas 1, Texas. 
(Attention: Mr. Robert W. Henderson). 


GENTLEMEN: This is with reference to your submittal of May 5, 1961 of your 
acceptance with certain reservations of the temporary authorization issued 
April 7, 1961* in the above docket and the inclusion of an amendment dated April 
19, 1961 to the basic contract in purported compliance with the conditions of 
the temporary authorization. The agreement specifies an initial rate of 18.0¢ 
per Mcf, as required, but further provides for a rate of 20.0¢ per Mcf thirty days 
from the date of initial delivery. 


*25 FPC 655. Reversed and remanded, 306 F. 2d 334 (CA5, 1962); CA5 reversed, 
876 U.S. 515. 
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The latter provision is in conflict with the intent and purpose of the rate 
condition attached to the temporary authorization and your acceptance and 
purported compliance is hereby rejected. 

Conditions of a temporary authorization should be specifically complied with 
and the compliance be without revised counter price adjustments which conflict 
with the purpose of the conditions. In order to clarify the intent of the tempo- 
rary authorization issued April 7, 1961 in the captioned docket, the language of 
condition (1) thereto is modified to read as follows: 

(1) That the total initial price under this authorization shall not exceed 
18¢ per Mcf at 14.65 psia, with such rate to be effective for the duration of the 
temporary authorization and until a different prospective rate is established. 

Further, the proposed related rate increase under your FPC Gas Rate Schedule 
No. 28, based upon the escalation provisions of the rejected agreement of April 19, 
1961 is hereby rejected and returned herewith. 

Your petition for reconsideration of the aforementioned temporary authoriza- 
tion and removal of the conditions attached thereto has been considered with 
all the known facts and circumstances involved and the petition is hereby denied. 

Service having commenced under the authorization, such service may not be 
discontinued without permission of the Commission issued pursuant to the 
provisions of the Natural Gas Act. 


By direction of the Commission. 


[LETTER-ORDER MODIFYING LETTER-ORDER ISSUING TEMPORARY 
CERTIFICATE AND DENYING RECONSIDERATION] 


Docket No. CI61-1221, 


H. L. Hunt, OPERATOR, ET AL., 
Docket No. CI61-1282 


H. L. Hunt 
May 31, 1961.* 
H. L. Hunt, 
700 Mercantile Bank Building, 
Dallas 1, Texas 
(Attention: Mr. Robert W. Henderson). 


GENTLEMEN: This is with reference to your submittals of April 11, 1961 and 
May 5, 1961 of your acceptances with certain reservations of temporary author- 
ization issued March 17, 1961 in Docket No. CI61-1221 and April 7, 1961 in Docket 
No. CI61-1282.* Also submitted, in purported compliance with the attached rate 
conditions, were copies of amendatory agreements dated April 3, and April 19, 
1961 of the basic contracts specifying an initial rate of 18.0 cents per Mcf, as 
required, but further providing for a rate of 20.0 cents per Mcf thirty days from 
the date of initial delivery. 

The latter provision is in conflict with the intent and purpose of the rate 
condition attached to the temporary authorization and your acceptances and 
purported compliances are hereby rejected. 

Conditions of a temporary authorization should be specifically complied with 
and the compliance be without revised counter price adjustments which conflict 
with the purpose of the conditions. In order to clarify the intent of the tempo- 
rary authorizations issued March 17, 1961 and April 7, 1961 in the above dockets, 
the language of condition (1) theret>s is modified to read as follows: 


*25 FPC 654. Reversed and remanded, 306 F. 2d 334 (CA5, 1962) ; CA5 reversed, 
376 U.S. 515. 
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(1) That the total initial price under this authorization shall not exceed 
18 cents per Mcf at 14.65 psia, with such rate to be effective for the duration of 
the temporary authorization and until a different prospective rate is established. 

Further, the proposed related rate increases under your FPC Gas Rate 
Schedule Nos. 34 and 35, based upon the rejected agreements of April 3, and 
April 19, 1961 are hereby rejected and returned herewith. 

Your petition for reconsideration of the aforementioned temporary author- 
ization in Docket No. CI61-1282 and for removal of the conditions attached 
thereto has been considered with all the known facts and circumstances involved 
and such petition is hereby denied. 

Service having commenced under the authorization, such service may not be 
discontinued without permission of the Commission issued pursuant to the 
provisions of the Natural Gas Act. 


By direction of the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


IOWA POWER AND LIGHT COMPANY AND IOWA SOUTHERN UTILITIES 
COMPANY, DOCKET NO. E-6974 


ORDER AUTHORIZING SALE AND MERGER OR CONSOLIDATION OF FAOILITIES 


(Issued May 31, 1961) 


Iowa Power and Light Company (Iowa Power) filed an application, on Decem- 
ber 13, 1960, for an order, pursuant to Section 203 of the Federal Power Act 
authorizing the sale of a part of its electric facilities to Iowa Southern Utilities 
Company (Iowa Southern) and the acquisition and merger or consolidation with 
its facilities of a part of the electric facilities of Iowa Southern. Iowa Southern 
filed a joinder to the application, on March 6, 1961. Iowa Power is a corpora- 
tion organized under the laws of the State of Iowa and doing business in that 
State, having its principal business office at Des Moines, Iowa. Iowa Southern 
is a corporation organized under the laws of the State of Delaware and doing 
business in the State of Iowa, having its principal business office at Centerville, 
Iowa. 

Under the terms of the proposed transaction Iowa Power would sell and Iowa 
Southern would acquire: (a) approximately 13.05 miles of 115 kv, wood H-frame, 
three phase transmission line from its Newton substation at Newton, Iowa to a 
point near Laurel, Iowa, where it interconnects with a 115 kv line owned by 
Iowa Blectric Light and Power Company and extending to Marshalltown, Iowa ; 
(b) approximately 4.28 miles of 46 kv, wood pole, three phase transmission line 
extending west and south from Newton substation to a point of interconnection 
to the Metz tap line; (c) the land on which the Newton substation and storage 
yard are situated, and certain structures, conduits, meters, switches, relays 
and related electric facilities which are located there; and (d) certain metering 
facilities at the Chariton, Creston and Metz substations. Iowa Southern would 
sell and Iowa Power would acquire: (a) the Prairie City-Skunk River portion 
(approximately 7.74 miles) of the Prairie City-Newton 69 kv, wood pole, three 
phase transmission line, including a small tract of land; and, (b) certain facili- 
ties in the Prairie City 69 kv switching station. 

According to the application, the price of the facilities and property trans- 
ferred to Iowa Southern by Iowa Power would be $195,930, that the price of the 
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facilities and property transferred to Iowa Power by Iowa Southern would be 
$96,441, and that these prices were determined by “Trend Cost Depreciated.” 
Completion of the transaction, would result in a profit on transfer of $81,113, 
which Iowa Power will credit to its Earned Surplus; and an acquisition adjust- 
ment of $81,118, which Iowa Southern will charge to its Earned Surplus. 

Applicants state that the proposed exchange will be in public interest because 
it will give each utility ownership of the facilities that it needs to furnish 
adequate, reliable service to its customers and will help each utility to render 
more efficient service to its customers. 

As a part of the proposed transaction Iowa Power will retire the following 
facilities, which it now owns: (a) all remaining facilities located in the Newton 
substation ; (b) the Prairie City—Metz tap portion of the Prairie City—Newton 
46,000 volt transmission line; and, (c) the remaining facilities owned in the 
Chariton substation. 

Written notice of the application has been given to the State Commerce 
Commission of Iowa and to the Governor of that State. Notice of the applica- 
tion was also published in the Federal Register on December 28, 1960 (25 F.R. 
18,800), stating that any person desiring to be heard or to make any protest 
with reference to the application should on or before January 9, 1961, file with 
the Federal Power Commission, Washington 25, D.C., petitions or protests. No 
petition or protest or request to be heard in opposition to the granting of the 
application has been received. 


The Commission finds: 


(1) Iowa Power, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued October 
9, 1958, In the Matter of Iowa Power and Light Company, Docket No. E-6841 
(20 FPC 473). 

(2) Iowa Southern, a corporation, owns and operates facilities for the trans- 
mission and sale of wholesale of electric energy which is generated in the States 
of Illinois and Missouri and consumed in the State of Iowa, all of which facil- 
ities are in addition to and do not include facilities used for the generation of 
electric energy or facilities used in local distribution or only for the trans- 
mission of electric energy in intrastate commerce, or facilities for the trans- 
mission of electric energy consumed wholly by the transmitter, and Iowa South- 
ern is, therefore, a public utility within the meaning of that term as used in 
Section 203 of the Federal Power Act. 

(3) By their proposed sales to each other of certain of their electric facilities 
Iowa Power and Iowa Southern would dispose of parts of their facilities sub- 
ject to the jurisdiction of the Commission, having a value in excess of $50,000 in 
each case; and each would merge or consolidate its facilities subject to the juris- 
diction of the Commission with a portion of the facilities of the other, both 
being other persons within the meaning and subject to the requirements of 
Section 203 of the Act. 

(4) The proposed dispositions and acquisitions of facilities by Iowa Power 
and Iowa Southern, as described above, upon the terms and conditions speci- 
fied in the application and subject to the provisions of this order, will be con- 
sistent with the public interest, as expressed in Section 203 of the Act, for the 
reasons set forth in the recital above. 


The Commission orders: 


(A) The proposed dispositions and sales by Iowa Power and Iowa Southern 
of the above-described electric facilities subject to the jurisdiction of the Com- 
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mission and the proposed acquisitions and mergers or consolidations thereof 
by them, all as described above, are hereby authorized and approved upon the 
terms and conditions set forth in the application, subject to the provisions of 
this order. 

(B) Iowa Power and Iowa Southern shall record the transactions herein 
authorized and the facilities and properties described above as provided in 
the Commission’s Uniform System of Accounts Prescribed for Public Utilities 
and Licensees. 

(C) This authorization shall expire unless the transactions herein authorized 
are consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any matter whatso- 
ever now pending or which may come before this Commission or any other 
regulatory body. 


[LETTER-ORDER DENYING PETITION FOR RECONSIDERATION] 


Docket No. G—19417, 
PAN AMERICAN PETROLEUM CORPORATION, 


AIR MAIL 
May 31, 1961.* 
PAN AMERICAN PETROLEUM CORPORATION 
P.O. Box 591, 
Tulsa 2, Oklahoma 
(Attention: Mr. Wm. H. Emerson, Attorney). 


GENTLEMEN : This is with reference to your tender, on May 8, 1961, of a petition 
for reconsideration of the temporary authorization granted Pan American Petro- 
leum Corporation by letter order of April 28, 1961, in the captioned docket to 
commence sales of natural gas in interstate commerce to Cimarron Transmission 
Company from the West Enville Field, Love County, Oklahoma. 

After reconsideration of all known facts and circumstances concerned with 
this aforementioned sale, your petition to amend the temporary authorization is 
hereby denied. 

The time limit within which you have to transmit the written acceptance of 
the temporary authorization granted by our letter order of April 28, 1961, is 
hereby extended 20 days from the date hereof. 

By direction of the Commission. 

Commissioner Kline Dissenting. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PUBLIC SERVICE COMPANY OF INDIANA, INC., PROJECT NO. 2211 


ORDER ISSUING LICENSE (MAJOR) 
(Issued May 31, 1961) 


Application was filed August 11, 1958, by Public Service Company of Indiana, 
Inc. (Applicant), of Plainfield, Indiana, for a license under Section 4(e) of the 
Federal Power Act (hereinafter referred to as the Act) for proposed major 
Project No. 2211, to be known as the Markland Hydroelectric Project and 
located on the Ohio River, navigable waters of the United States, in Switzerland 
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County, Indiana, and affecting the Markland Navigation Lock and Dam Project 
of the United States, now under construction, and appurtenant lands acquired 
by the Corps of Engineers. The application was preceded by a preliminary 
permit issued to the Applicant for a period of 10 months, effective as of January 
1, 1957, which period was subsequently extended to and including December 31, 
1959. 

The Secretary of the Army and the Chief of Engineers have approved the 
plans of structures insofar as the interests of navigation are concerned and, 
in reporting on the application, recommended the insertion in the license, if 
issued, of certain terms and conditions as hereinafter provided in order to 
safeguard the interests of navigation. 

An Assistant Secretary of the Interior, in reporting on the application, re- 
quested the inclusion in the license of a condition as hereinafter provided, in 
addition to the free public access provision usually made a part of such licenses, 
in order that fishery resources may be fully protected. 

The Kentucky Department of Fish and Wildlife Resources has recommended 
the inclusion in the license of certain conditions for the protection of fish and 
wildlife resources, which protection may be attained through certain conditions 
hereinafter provided. 

The Governor, the Public Service Commission, the Flood Control Water Re- 
sources Board, and the Department of Conservation, Division of Fish and 
Game—all of the State of Indiana—were notified of the Commission’s receipt 
of the application for license, but to date have not commented on the application. 


The Commission finds: 


(1) The project will be located on navigable waters of the United States. 

‘2) The project will occupy lands of the United States, the area not being 
determinable at this time, and will utilize the surplus water or water power 
from and affect a Government dam—Markland Navigation Lock and Dam 
Project. 

(3) The project consists of: 

(a) All lands constituting the project area and enclosed by the project 
boundary or the limits of which are otherwise defined, and/or interest in such 
lands necessary or appropriate for the purpose of the project, whether such 
lands or interest therein are owned or held by the Applicant or by the United 
States; the general location of such project area being shown and described 
by a certain exhibit which formed part of the application for license and which 
is designated and described as follows: 

Evhibit J: Sheet 1 (FPC No. 2211-7) General Map. 

(b) All project works consisting of a semi-outdoor type powerhouse forming 
an extension at the Indiana end of the dam of the Markland Navigation Lock 
and Dam Project of the United States with three vertical shaft Kaplan turbines 
of 41,500 horsepower each, direct-connected to three generators of 27,000 kva 
at unity power factor; a 90,000-kva substation 250 feet north of the power- 
house; and approximately ten miles of 132-kv transmission line from the sub- 
station to Fairview, Indiana; the location, nature and character of which project 
works are more specifically shown and described by the exhibit hereinbefore 
cited and by certain other exhibits which also formed part of the application for 
license and which are designated and described as follows: 

Evhibit L: Sheet 5 (FPC No. 2211-14) Project Plan; Sheet 6 (FPC No. 2211- 
15) Embankments and Waterways; Sheet 7 (FPC No. 2211-16) Powerhouse 
Plans; Sheet 8 (FPC No. 2211-17) Powerhouse Section; Sheet 9 (FPC No. 2211- 
18) Powerhouse and Switchyard Longitudinal Section; and 
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Evhibit M: Comprising three typewritten pages—General Description of Me- 
chanical, Electrical, and Transmission Equipment—and one drawing (FPC No. 
2211-20) Main One Line Diagram. 

(ec) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
including such portable property as may be used or useful in connection with the 
project or any part thereof, whether located on or off the project area, if and 
to the extent that the inclusion of such property as a part of the project is ap- 
proved or acquiesced in by the Commission ; also, all riparian or other rights, the 
use or possession of which is necessary or appropriate in the maintenance and 
operation of the project. 

(4) The proposed 132-kv transmission line extending from the project sub- 
station to Fairview, Indiana, is part of the project within the meaning of Section 
8(11) of the Act and should be included in the license for the project. 

(5) The Applicant is a corporation organized under the laws of the State 
of Indiana and has submitted satisfactory evidence of compliance with the re- 
quirements of all applicable State laws insofar as necessary to effect the purposes 
of a license for the project. 

(6) No conflicting application is before the Commission. Public notice has 
been given of the filing of the application. No protests have been received. 

(7) The issuance of a license as hereinafter provided will not affect the de- 
velopment of any water resources for public purposes which should be undertaken 
by the United States. 

(8) The issuance of a license for the project as hereinafter provided will not 
interfere or be inconsistent with the purposes of any reservation or withdrawal 
of public lands. 

(9) Subject to the terms and conditions hereinafter specified, the project is 
best adapted to a comprehensive plan for improving and developing the Ohio 
River for the use and benefit of interstate or foreign commerce, for the improve- 
ment and utilization of water-power development, and for other beneficial public 
uses, including recreational purposes. 

(10) The installed horsepower capacity of the project hereinafter authorized 
for the purpose of computing the capacity component of the administrative an- 
nual charge is 108,000 horsepower and the energy generated thereby will be used 
in the Applicant’s existing system for public-utility purposes. 

(11) Construction of the project rather than a steam-electric plant appears to 
produce net economic benefits in the amount of $91,900 per annum. 

(12) The amount of the annual charges to be paid under the license for the 
purpose of reimbursing the United States for the costs of administration of 
Part I of the Act, and for the purpose of reimbursing the United States for the 
utilization of surplus water or water power from the Government dam is reason- 
able as hereinafter fixed and specified and it is desirable to reserve for determi- 
nation at a later date the amount of the annual charge to be paid by the licensee 
for the purpose of recompensing the United States for the use, occupancy, and 
enjoyment of its lands. 

(13) In accordance with Section 10(d) of the Act, the rate of return upon 
the net investment in the project, and the proportion of surplus earnings to be 
paid into and held in amortization reserves, are reasonable as hereinafter 
specified. 

(14) The exhibits designated and described in finding (3) above conform to 
the Commission’s rules and regulations and should be approved as part of the 
license for the project. 

(15) The licensee shall submit Exhibits F and K in accordance with the Com- 
mission’s rules and regulations as hereinafter provided. 
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(16) It is desirable to reserve for future Commission determination the ques- 
tion of what additional transmission lines and appurtenant facilities, if any, 
should be included in this license. 


The Commission orders: 


(A) This license is issued to Public Service Company of Indiana, Inc. under 
Section 4(e) of the Act for a period of 50 years, effective as of May 1, 1961, 
for the construction, operation, and maintenance of Project No. 2211, affecting 
navigable waters of the United States, and utilizing surplus water or water 
power from and affecting the Markland Navigation Lock and Dam Project of the 
United States and appurtenant lands acquired by the Corps of Engineers, subject 
to the terms and conditions of the Act and the operating plan and restrictions 
thereon in Exhibit H filed as part of the application for license, which Act and 
exhibit are incorporated by reference as a part of this license, and subject to 
such rules and regulations as the Commission has issued or prescribed under 
the provisions of the Act. 

(B) This license is also subject to the terms and conditions set forth in Form 
L-6, December 15, 1953, entitled “Terms and Conditions of License for Uncon- 
structed Major Project Affecting Navigable Waters and Lands of the United 
States” (16 FPC 1121), which terms and conditions designated Articles 1 
through 27, are attached hereto and made a part hereof, except for Articles 15 
and 16 and the last sentence of Article 17 thereof, and subject to the following 
special conditions set forth herein as additional articles: 

Article 28. The Licensee shall construct, maintain and operate such protective 
devices and shall comply with such reasonable modifications of the project 
structures and operation in the interest of fish and wildlife resources, provided 
that such modifications shall be reasonably consistent with the primary purpose 
of the project, as may be prescribed hereafter by the Commission upon its own 
motion or upon recommendation of the Secretary of the Interior, Indiana 
Department of Conservation, or Kentucky Department of Fish and Wildlife 
Resources, after notice and opportunity for hearing and upon a finding based 
on substantial evidence that such modifications are necessary and desirable 
and consistent with the provisions of the Act: Provided further, That subsequent 
to approval of the final design drawings prior to commencement of construction 
no modifications of project structures in the interest of fish and wildlife resources 
which involve a change in the location, height or main structure of a dam, or 
the addition of or changes in outlets at or through a dam, or a change in 
generating units, or a rearrangement or relocation of a powerhouse, or major 
changes in a spillway structure shall be required. 

Article 29. The Licensee shall reimburse the United States for the following 
features of the Markland navigation dam required solely for powerhouse con- 
struction: (1) enlargement of base of pier No. 11 and providing for anchors to 
permit use of the pier as a part of the powerhouse cofferdam; (2) ten extra 
feet in width of rock excavation to preclude blasting adjacent to right abutment 
when powerhouse is built; and (3) track embedded in pier, on one side of each 
submergible gate, for guiding bottom seal into place. The amount of reimburse- 
ment shall be based on actual construction quantities and costs. Arrangements 
for such payments shall be made with the Chief of Engineers at the time of 
commencement of construction of the project. 

Article 30. The Licensee shall furnish the Corps of Engineers’ operating per- 
sonnel proposed power operating schedules in advance of power plant operations 
and revisions thereof on reasonable notice. 

Article 31. If and when the Chief of Engineers shall deem it necessary for 
the protection of navigation, and shall so notify the Licensee, the Licensee shall 
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within one year from said date of notification, construct remedial works in the 
river below the dam to deflect the current caused by discharge from the power 
plant. The design, location, and time of construction of such remedial works, 
shall be subject to the approval of the Chief of Engineers. 

Article 32. Whenever the United States shall desire to construct, complete or 
improve navigation facilities in connection with the Markland Navigation Lock 
and Dam Project, the Licensee shall convey to the United States, free of cost, 
such of its lands and its rights-of-way and such right of passage through its 
structures, and shall modify such structures (excluding powerhouse and in- 
take), as may be required to complete and maintain such navigation facilities. 

Article 33. The Licensee shall furnish free of cost to the United States elec- 
trical power at a reasonable voltage, 60-cycle, 3-phase alternating current for 
the operation of the Markland Navigation Lock and Dam Project. The power 
to be furnished free of cost will not exceed a demand of 350 kilowatts and the 
average annual energy will be about 280,000 kilowatt-hours. 

Article 34. The Licensee shall operate the project in substantial conformance 
with the operating plan outlined in Exhibit H of the application for license, 
unless modified pursuant to Article 18 of this license. 

Article 35. The Licensee shall have no claim against the United States 
arising from the effect of any change made in the pool level of the downstream 
Lock and Dam No. 41 for navigation purposes. 

Article 36. At such time as the Commission may direct and to the extent 
that it is economically sound and in the public interest to do so, after notice 
and opportunity for hearing, the Licensee shall install additional generating 
units in the project. 

Article 37. The Licensee shall, for the protection of navigation, construct, 
maintain and operate at its own expense such lights and other signals on fixed 
project structures in or over navigable waters of the United States as may be 
directed by the Secretary of the Department in which the Coast Guard is 
operating. 

Article 38. The Commission reserves the right to determine at a later date 
what additional transmission and appurtenant facilities, if any, should be in- 
cluded in the license as part of the project works. 

Article 39. The Licensee shall submit for Commission approval Exhibits F 
and K, prepared in accordance with the Commission’s rules and regulations, 
within one year following the completion of the project works. 

Article 40. The Licensee shall commence construction of the project within 
two years of the effective date of the license and shall thereafter, in good faith 
and due diligence, prosecute such construction; and shall complete the project 
within two and one-half (214') years after commencement thereof. 

Article 41. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the costs of ad- 
ministration of Part I of the Act, one (1) cent per horsepower on the authorized 
installed capacity (108,000 horsepower), plus two and one-half (244) cents 
per 1,000 kilowatt-hours of gross energy generated by the project during the 
calendar year for which the charge is made; 

(ii) For the purpose of recompensing the United States for the use of the 
Government’s navigation dam and appurtenant structures located near Mark- 
land, Indiana, $45,950, which charge may be readjusted in the future under 
the provisions of Section 10(e) of the Act. Such charge shall commence when 
the project is placed in operation; and 
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(iii) For the purpose of recompensing the United States for the use, oc- 
cupancy, and enjoyment of its lands, an amount to be hereafter determined by 
the Commission. 


(C) The exhibits designated and described in finding (3) above are approved 
as part of this license. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Act, and failure to file such an application shall constitute acceptance of this 
license. In acknowledgment of the acceptance of this license, it shall be signed 


for the Licensee and returned to the Commission within 60 days from the date 
of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-19983 
ORDER DENYING APPEAL FROM PRESIDING EXAMINER'S RULING 


(Issued May 31, 1961) 


The Presiding Examiner, pursuant to Section 1.28(a) of the Commission's 
Rules of Practice and Procedure, has referred to us for determination the appeal 
by the Staff from a ruling by the Examiner during the hearing in this proceed- 
ing, relative to certain procedural steps proposed by him designed to govern 
the further course of this proceeding. Under the Examiner’s ruling (1) the trial 
and decision of any and all rate design issues in this proceeding would be de- 
ferred until after final decision by the Commission on the issue of allocation 
of costs to zones in Tennessee Gas Transmission Company, Docket No. G—11980, 
and subject to conference to be called by the Dxaminer thereafter to consider 
whether further hearing on the rate design issues, and related matters, should be 
scheduled: (2) hearing on all cost-of-service issues having been completed, the 
parties would be required to file initial and reply briefs on the dates set; and (3) 
the Presiding Examiner would proceed, as expeditiously as possible, to issue an 
initial decision on the cost-of-service issues. 

Generally, the Staff’s appeal from the ruling raises the question whether the 
Presiding Examiner, without specific authorization from the Commission, is 
empowered to defer trial of issues, sever issues, and render interim decision on 
the severed issues. The Staff contends that the procedure outlined by the Ex- 
aminer in his ruling will result in delay in reaching final determination in this 
proceeding. 

Review of the record before us indicates that the procedural steps contem- 
plated by the Examiners ruling will serve to expedite the completion of this 
proceeding and final determination of the issues involved, and may also aid in 
the disposition of Tennessee’s two other rate proceedings (Docket Nos. G—11980 
and G—17166). Under the circumstances, we find that the procedure outlined by 
the aforementioned Examiner’s ruling is appropriate in this instance, and the 
Staff’s appeal from such ruling should be denied. 


The Commission orders: 


The Staff’s appeal from the Presiding Pxaminer’s ruling outlined above, hereby 
is denied. 
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ALFRED C. GLASSELL, JR., ET AL., DOCKET NO. G-9278 


ORDER MODIFYING EXAMINER’S DECISION AND FIXING JUST AND REASONABLE RATES 
(Issued June 1, 1961) * 


Syllabus 


. Lawfulness of rates determined on conventional cost of service basis, since 
examiner decided case on that basis, prior to issuance of Phillips opinion 
and statement of General Policy No. 61-1. P. 1072. 

. Reliance upon original investment to determine rate base in computing 
return as part of cost of service sustained. P. 1073. 

. Btu method employed in allocating joint costs between gas and liquid hydro- 
carbons, because of inherent fallacy of sales realization method and because 
record contains no evidence with respect to other methods. P. 1073. 

. Since application of statutory deductions eliminates any Federal income taxes 
on production, there would be no tax chargeable to production and none 
may be included in cost of service. P. 1074. 

. 14% rate of return allowed producer, including similar return on nonproduc- 
tive properties used for exploration and development. P. 1074. 

. Commission finds 21.75 cents per Mcf for Chacahoula gas is unjust and 
unreasonable, and fixes 15.21 cents as proper rate. P. 1074. 

. Commission discusses question of whether without a hearing in a Section 
4(e) proceeding, and as result of determination in earlier proceeding under 
5(a), it may fix and order put into effect a lower rate than the rate which 
has become effective pursuant to 4(e). P. 1075. 

. It would be inappropriate to fix rates for future in a section 5(a) proceeding 
on basis of test year as old as 1957 while a section 4(e) proceeding subse- 
quently instituted with respect to same rates is pending. P. 1075. 

. Commission determines the just and reasonable rate under Section 5(a) of 
the Natural Gas Act applicable to Respondent’s Chacahoula sales ; and grants 
motion to dismiss and terminate proceeding as it relates to Carthage Field 
sales. P. 1075. 

Commissioner KLINE concurring and dissenting. 

Gene M. Woodfin and J. Evans Atwell, for Alfred C. Glassell, Jr., et al. 

Harold Seligman and George Shuff, for Tennessee Public Service Commission. 

James L. Bomar, Jr., for Knoxville Utilities Board, Chattanooga Gas Com- 
pany, Cleveland Natural Gas Company, Tennessee Gas Company, Tullahoma 

Natural Gas Company, Inc., The Cities of Athens, Clarksville, Fayetteville, Gal- 

latin, and Springfield, Tennessee, and Tennessee Natural Gas Line. 

G. A. Aronson, for New York State Electric and Gas Corporation. 
John A. Lodge and James O'Malley, Jr., for Consolidated Edison Company of 

New York, Inc. 

J. Harry Mulhern, Edward 8. Kirby, and William R. Duff, for Public Service 

Electric and Gas Company. 

Thomas F. Ryan, Jr., Christopher T. Boland, and William E. Feldhaus, for 

Texas Gas Transmission Corporation. 

Norman A. Flaningam and George C. Williams, for East Ohio Gas Company, 

Hope Natural Gas Company, Lake Shore Pipe Line Company, New York State 

Natural Gas Corporation, and The Peoples Natural Gas Company. 


*Initial decision appears on p. 1076, order issued July 31, 1961, granting stay of order- 
ing paragraphs (B) and (C) until Oct. 8, 1961. On February 8, 1962, Court granted 
Commission motion for remand of case for purpose of setting aside its findings and order 
[CA5 19210]. [Settlement approved, 30 FPC 1331.} 


693-489—_64——_70 
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W. Russell Gorman, Luke R. Lamb, and Lawrence A. Gollomp, for the Staff 
of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 

This is a proceeding initiated by the Commission on January 27, 1956, under 
Section 5(a) of the Natural Gas Act, on complaint of the Tennessee Public 
Service Commission and others to determine whether respondents’ rates and 
charges under their FPC Gas Rate Schedule No. 1 were unjust, unreasonable, 
and otherwise unlawful. On October 29, 1956, among other things, the Com- 
mission enlarged the scope of the proceeding to include Alfred C. Glassell, Jr., 
FPC Gas Rate Schedule No. 2. 

On January 11, 1960, respondents filed a proposed increase in the rates and 
charges to be collected under their FPC Gas Rate Schedule No. 1 from 12.62 
to 14.4248 cents per Mcf at 14.65 psia. This proposed increase was suspended 
by the Commission on February 10, 1960 in Docket No. RI60—130, and permitted 
to go into effect, subject to refund, as of November 3, 1960. A proposed increase 
from 21 cents to 21.75 cents per Mcf at 15.025 psia filed on December 31, 1958, 
in Alfred C. Glassell, Jr.. FPC Gas Rate Schedule No. 2 was permitted to go 
into effect. 

A description of the various procedural steps and the interests involved in 
the proceeding is set forth in the initial decision of the examiner issued August 
18, 1960. In this decision, based on cost of service evidence introduced by both 
staff and respondents, the examiner found that the rates and charges in re- 
spondents’ FPC Gas Rate Schedule No. 1, which relates to natural gas from 
the Carthage Field in Texas, had not been shown to be unjust, unreasonable, 
or otherwise unlawful, but that no necessity or justification had been shown for 
the rate increase permitted to become effective under FPC Gas Rate Schedule 
No. 2, which relates to natural gas from the Chacahoula Field in Louisiana. 
Subject to the Commission’s review, his decision ordered the complaint and 
proceeding dismissed with respect to FPC Gas Rate Schedule No. 1, fixed 21 
cents per Mcf as the proper rate under FPC Gas Rate Schedule No. 2, and 
ordered Alfred C. Glassell, Jr. to file a supplement to this schedule reducing 
the rates and charges thereunder to 21 cents per Mcf. 

Joint exceptions to the examiner’s decision were filed by Tennessee Public 
Service Commission and others. Exceptions were also filed by staff and re- 
spondents. On October 19, 1960, after the filing of the examiner’s decision, 
respondents filed a motion to terminate the proceeding on the basis of the 
Commission’s Opinion No. 338 in Phillips Petroleum Company and its Statement 
of General Policy No. 61-1, issued September 28, 1960, 24 FPC 537 and 818, 
respectively. The Commission took no action on this motion. 

Respondents’ exceptions to the examiner’s decision argue that the examiner 
erred in testing the lawfulness of their rates by the conventional cost of service 
approach both because of the Commission’s rejection in the Phillips decision and 
Statement of General Policy No. 61-1 of the traditional original cost, prudent 
investment rate base method of determining rates for independent producers, 
and because of the claimed unique facts of this case. Respondents introduced 
evidence with respect to competitive market prices and urge that this evidence 
provides the most practical and appropriate standard for reviewing the lawful- 
ness of their rates. 

The examiner’s reliance on cost of service evidence when he issued his de 
cision on August 18, 1960, was correct. Since just and reasonable rates on an 
area basis have not yet been finally determined, for administrative reasons we 
have followed the practice of deciding on a cost of service basis proceedings 
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which were ready for disposition on that basis prior to the announcement of our 
area price policy although we adhere to the view expressed in Phillips that the 
traditional utility rate-base, cost of service approach does not provide satisfac- 
tory basis for determining the rates of independent producers. As we have 
noted, the examiner decided this case on cost of service evidence on August 18, 
1960. We will therefore make our decision on the same basis notwithstanding 
our comments in the Phillips opinion and Statement of General Policy No. 61-1. 

Although maintaining that the lawfulness of their rates should not be de 
termined by cost of service evidence, respondents contend that if cost of service 
standards are to be applied, respondents’ original investment dollars should be 
considered in terms of current purchasing power. 

In determining the rate base of natural gas companies in the administration 
of the Natural Gas Act, we have consistently refused to give weight to evidence 
of reproduction cost, price trends or current market value. These determina- 
tions have so frequently been made and upheld by the courts that we believe it 
unnecessary to review again the underlying considerations for this adminis- 
trative judgment. We therefore sustain the examiner’s reliance upon original 
investment to determine the rate base for computing return as part of the cost 
of service. 

In other respects, however, the examiner erred in his cost of service deter- 
mination. For this reason, we are unable to agree with the examiner’s finding 
that a rate of 21.0 cents per Mcf is just and reasonable for the Chacahoula Field 
gas, although, for reasons which will appear hereafter, we agree with his dis- 
missal of the proceeding as to the Carthage rates. 

With respect to the determination of cost of service for both the Carthage 
and Chacahoula rates, apparently through inadvertence the examiner failed 
to apportion joint costs between the products although the gas in both fields 
is produced in conjunction with substantial quantities of liquid hydrocarbons. 
The staff allocated joint cost on a sales-realization basis. Respondents made 
their allocation on the basis of Btu content which charged a greater proportion of 
joint costs to gas. 

The examiner found the sales-realization method unsatisfactory because it 
involved the circularity of being predicated on the rates charged for the sale 
of gas although it was being employed for the purpose of determining what 
those same rates should be. He also perceived substantial infirmities in the 
Btu allocation method. The examiner’s decision indicates that he did not make 
a choice between the two proposed methods of allocation. He purported first 
to use the sales-realization allocation method in the computation of cost of 
service for the purpose of ascertaining whether this determination would require 
a reduction in the challenged rates. This method resulted in the allocation of 
smaller costs to gas than the Btu method. He concluded that it would be unnec- 
cessary to consider the Btu test if the first determination justified respondents’ 
rates. 

Following this approach, the examiner concluded, as we have seen, that the 
Chacahoula rate should be reduced. Despite this conclusion, he made no attempt 
to apply the Btu formula and purported to base his decision on the cost of 
service obtained from use of the sales-realization method. In fact, however, 
his calculations made no apportionment to other products on either basis and 
thus substantially overstated the cost of service for gas. 

In correcting the examiner’s error in this respect we will reduce the cost of 
service by the amount of joint costs allocable to the production of liquid hydro- 
carbons under the Btu allocation method proposed by respondents. We apply 
this formula although we agree with the examiner’s views as to its shortcomings, 
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because of the inherent fallacy in the sales-realization method employed by the 
staff and because the record contains no evidence with respect to any other method. 

The Commission has not relied on the use of the Btu method of allocating 
production costs where crude oil and gas are jointly produced. Where, as in 
Phillips, joint production costs have been allocated between oil and gas, we 
first allocated the joint production costs on the relative cost method and we 
would have done so in these proceedings if crude oil were produced with the gas 
and a single unit cost could have been ascertained for gas and oil produced 
separately. However, since Glassell produces no crude oil the cost allocation 
required in this instance pertains only to a wet gas stream from which gas 
and light liquid hydrocarbons are extracted by means of processing. We are, 
therefore, unable to use the relative cost method which we used in Phillips. 
The Btu method of allocation which we employ here is analogous in principle 
to that used in a somewhat comparable situation in Opinion No. 338, Phillips 
Petroleum Company. The defects of the Btu method are minimized in these 
circumstances and we regard it as superior to sales realization for the purpose 
at hand. 

The cost of service computed by the examiner further included an allowance 
for Federal income taxes without adjustment for statutory depletion and in- 
tangible drilling costs. It is clear from the decision of the Fifth Circuit Court 
of Appeals in El Paso Natural Gas Company v. F.P.C., 281 F. 2d 567 (1960), 
that the cost of service may properly include only taxes which will actually be 
incurred after taking advantage of the statutory allowance for depletion and 
intangible drilling costs. It appears that application of these statutory deduc- 
tions would eliminate any Federal income taxes with respect to respondents’ 
production. Since there would be no Federal income tax chargeable to this 
production, none may be included in the cost of service. 

The cost of service also included a return of 14 percent on the rate base as 
found by the examiner. He did not apply the 14 percent return, however, to 
non-productive property used in exploration and development but used the staff 
figure which computed return at 10 percent for illustrative purposes. Although 
we consider a rate of return of 14 percent as high, we will not overturn its use 
by the examiner since it is based on testimony presented by the staff that the 
zone of reasonableness in the peculiar circumstances of this case involving a 
small independent producer and other special factors was from 9 percent to 
i4 percent. The cost of service should therefore be increased to include a 
14 percent return on non-productive properties used for exploration and 
development. 

As a result of the adjustments heretofore discussed in the cost of service for 
Chacahoula (see Table A), we conclude that the present rate of 21.75 cents 
per Mcf for Chacahoula gas is unjust and unreasonable, and that a rate of 15.21 
cents per Mcf is just and reasonable. 

With respect to the Carthage rate we are confronted with the situation that 
this is a proceeding under section 5(a) of the Natural Gas Act in which we may 
determine only for the future rates herein found to be just and reasonable, that 
due to the increased rate filing under section 4(d) after the institution of this 
proceeding the rate of 14.4248 cents per Mcf became effective, subject to refund, 
and that the proceeding under section 4(e) in Docket No. RI60—-130, which 
relates to the increased rate, was not consolidated with this proceeding. 

Under section 5(a) we are authorized to fix by order the just and reasonable 
rate “to be thereafter observed.” Under section 4(e), however after the statu- 
tory suspension period, we are required to permit a filed rate to go into effect 
subject to refund. Section 4(e) authorizes the Commission, either before or 
after a proposed increase has gone into effect, “after full hearings”, to “make 
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such orders with reference thereto as would be proper in a proceeding initiated 
after it had become effective.’ Where increased rates have been permitted to 
become effective after suspension, the Commission, “upon completion of the 
hearing and decision,” may order the refund of the portion of the increased rate 
“by its decision found not justified.” 

The language of section 4(e) strongly suggests that an increased rate per- 
mitted to become effective shall be reduced only after completion of a hearing 
in which there has been a determination whether the increased rate is just and 
reasonable. No hearing has as yet been held with respect to the proposed in- 
crease. We are therefore confronted with the question whether we may, without 
a hearing in the section 4(e) proceeding, as the result of a determination in an 
earlier proceeding under section 5(a), fix and order to be put into effect a rate 
which is lower than the rate which has become effective pursuant to the pro- 
visions of section 4(e). We do not decide that question here because we are 
persuaded that, whatever we might decide in other circumstances, it would be 
inappropriate for us to fix rates for the future in a section 5(a) proceeding 
on the basis of a test year as old as 1957 while a section 4(e) proceeding sub- 
sequently instituted with respect to the same rates remains pending. We will 
therefore dismiss the present proceeding as it relates to Alfred C. Glassell, Jr. 
et al., FPC Gas Rate Schedule No. 1. 


The Commission finds: 


(1) The examiner’s Further Findings and Conclusions, except those num- 
bered (14), (15), (16), (17), (18), (19), (20), should be adopted as the findings 
of the Commission. 

(2) The rate of 21.75 cents per Mcf under Alfred C. Glassell, Jr.,. FPC Gas 
Rate Schedule No. 2, permitted to become effective as of December 1, 1958, 


is unjust and unreasonable. 


(3) A rate of 15.21 cents per Mcf for the sale of natural gas under Alfred 
C. Glassell, Jr., FPC Gas Rate Schedule No. 2, is just, reasonable, and not unduly 
discriminatory or preferential. 

(4) Alfred C. Glassell, Jr., should be required to reduce the rate at which 
gas is sold under FPC Gas Rate Schedule No. 2 to 15.21 cents per Mcf. 

(5) This proceeding should be dismissed as to the rates under Alfred C. Glas- 
sell, Jr., et al., FPC Gas Rate Schedule No. 1. 


The Commission orders: 


(A) The Further Findings and Conclusions of the examiner except those 
specified in finding (1) above, are hereby adopted as the findings of the 
Commission. 

(B) The proper rates and charges to be collected under Alfred C. Glassell, Jr., 
FPC Gas Rate Schedule No. 2, are hereby fixed at 15.21 cents per Mcf. 

(C) A copy of this order shall forthwith be filed as a supplement to Alfred 
C. Glassell, Jr., FPC Gas Rate Schedule No. 2 to show a reduction in the rates 
and charges payable under said rate schedule to 15.21 cents per Mef. 

(D) The motions of respondents to terminate this proceeding are hereby 
granted as it relates to rates charged under Alfred C. Glassell, Jr., et al., FPC 
Gas Rate Schedule No. 1 and the proceeding to this extent is hereby dismissed. 
The motions in all other respects are hereby denied. 

(E) Nothing contained herein shall be construed as passing upon or approving 
the proposed increase in the rate or charges contained in Alfred C. Glassell, Jr., 
et al., FPC Gas Rate Schedule No. 1, field January 11, 1960, or any changes 
in rates, charges or classifications, or any rule, regulation, practice or contract 
thereunder, which may hereafter be proposed. 





1076 FEDERAL POWER COMMISSION 


(F) Except as herein granted, the exceptions to the examiner’s decision are 
hereby denied. 

Commissioner Kline concurs as to the Carthage field operations but dissents 
to the failure to include in the cost of service for the Chacahoula operations 
any item for Federal income taxes. 


Taste A—Chacahoula Field 


Cost of service as per Examiner’s decision (1,466,526 Mcf x 21 
cents per Mcf) $307, 970 
Deduct: Federal income tax allowance 


236, 371 
Add: Differential for 14% return on non-productive ex- 
ploration and development property 


Adjusted cost of service 


Total cost of service chargeable to gas (Btu-basis 93.35%) 
Sales volume 1, 466,526 Mcf 
15. 21 cents 


DECISION 


UPON AN INVESTIGATION TO DETERMINE WHETHER ANY RATES, CHARGES OR CLAS- 
SIFICATIONS DEMANDED, OBSERVED, CHARGED, OR COLLECTED, OR ANY RULES, REG- 
ULATIONS, PRACTICES OR CONTRACTS AFFECTING SUCH RATES, CHARGES, OR 
OLASSIFICATIONS ARE UNJUST, UNREASONABLE, UNDULY DISCRIMINATORY OR 
PREFERENTIAL 

(Issued August 18, 1960) 


Law, Presiding Examiner: On May 1, 1954, Alfred C. Glassell, Jr., individually 
and as Co-Trustee for eight (8) Trusts, H. B. Langford and CITY NATIONAL 
BANK of Houston, Texas, as Trustee for the said eight (8) Trusts, entered 
into a contract with Tennessee Gas Transmission Company (Tennessee) for 
the sale of natural gas from the Carthage Field, Texas. The said contract of 
May 1, 1954, was in substitution for a previous contract dated February 21, 
1947 between A. C. Glassell, Sr. and A. C. Glassell, Jr., as vendors and Tennessee 
as vendee, which said contract had in the meantime been amended by letter 
agreements of June 30, 1947, September 5, 1947, October 18, 1947, July 1, 1949, 
November 27, 1950, and January 30, 1952, there being two amendments bearing 
the latter date. 

The Carthage gas field is located in Panola County in East Texas and covers 
an area approximately twenty-five miles long and twenty miles wide. The dis- 
covery well in this field was drilled in 1936, by Glassell & Glassell, a partnership 
composed of Alfred C. Glassell, Sr., (75%) and Alfred C. Glassell, Jr., (25%). 
The gas was sold to United Gas Pipe Line Company, the only available buyer at 
the time, on a month-to-month basis at a price of 2.6c per Mcf. During the 
development of the Glassell properties, twenty-nine wells were drilled. One well 
blew out during the course of drilling and was plugged and abandoned. Cur- 
rently, there are twenty-seven active producing wells and one inactive well (not 
perforated and known as Well No. 27). There are six producing zones underlying 
the Glassell properties, and the twenty-seven wells include fifty-two completions, 
in five of these zones. 
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On September 16, 1947, Alfred C. Glassell Sr., created six trusts for his children, 
grandchildren, and their heirs, and conveyed to such trusts 68% of the working 
interest in the Glassell properties in the Carthage field. At the same time, Alfred 
C. Glassell, Jr., increased his per centum of ownership to 30.958333%. The 
remaining 1.041667% interest was transferred to H. B. Langford (Langford) as 
as consideration for services rendered by him in obtaining leases in the Carthage 
field. 

All gas from the Glassell properties in the Carthage field is produced in 
conjunction with substantial quantities of liquid hydrocarbons. The wet gas 
stream as produced at the wellhead is not in marketable form. The wet gas is 
gathered and compressed to approximately 1,000 psia for delivery to the Carthage 
Company Processing Plant. The gas gathering system on the Glassell properties 
consists of forty-six miles of pipeline, two to twelve inches in diameter. A portion 
of the liquids is removed from the raw gas stream by separators at compressor 
stations. The remaining liquids are extracted at the Carthage Company Proc- 
essing Plant and the dehydrated residue gas is delivered for Respondents’ 
account to Tennessee at approximately 950 psia at the tailgate of the plant, 
pursuant to the contract of May 1, 1954. 

On June 7, 1954, the Supreme Court of the United States held that the juris- 
diction of this Commission extended to certain independent producers of natural 
gas, some portions of whose produced gas is sold in interstate commerce for resale 
to ultimate customers. On July 16, 1954, the Commission issued its order No. 174 
prescribing regulations governing the filing of rate schedules and certificate 
applications by producers and gatherers of natural gas subject to the Commis- 
sion’s jurisdiction, which order was amended by order No. 174—A, issued August 
6, 1954. 

On September 14, 1954, the Respondents filed the contract of May 1, 1954, 
which was designated as Alfred C. Glassell, et al, FPC Gas Rate Schedule 
No. 1. At the same time (September 14, 1954) the Respondents filed Supple- 
ment No. 1 to the said FPC Gas Rate Schedule No. 1, said supplement to be 
effective as of September 1, 1954, and providing for a change in rates, based 
upon the liability of the purchaser for 75% of an increase in the State of Texas 
Occupation Tax on produced gas from 5.72% to 9% of the market value at 
the time and place of production. By this increase, the rate for sale of gas 
by Respondents to Tennessee was increased from 7.027¢ per Mcf to 7.200¢ per 
Mcf. 

On October 1, 1954, Respondents filed Supplement No. 2 to their Gas Rate 
Schedule No. 1, proposed to become effective as of November 1, 1954. This 
was based upon a periodic increase stated in the contract, which has the effect 
of causing the rate for sale of natural gas to Tennessee to increase from 7.200¢ 
per Mcf to 12.808¢ per Mcf. This supplement was permitted to become effec- 
tive without suspension by the Commission.’ 

Subsequently, on August 31, 1955, the Tennessee Public Service Commission 
and others filed with the Commission a complaint under the provisions of the 
Natural Gas Act, particularly under Sections 5(a) and 13 thereof, wherein it was 
stated inter alia, that on the basis of the facts recited in the said complaint the 
rates and charges demanded, observed, charged and collected by the Respondents 
in connection with the sale of natural gas to Tennessee under and pursuant to the 
currently effective FPC Gas Rate Schedule No. 1 of Alfred C. Glassell, Jr., 
et al, were unjust, unreasonable and otherwise unlawful, and not the lowest 
reasonable rates, as required by the Natural Gas Act. 


1This rate was later reduced to 12.62 per Mef to reflect reductions in the Texas Pro- 
duction Tax effective September 1, 1955 and September 1, 1956. 
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On January 27, 1956, the Commission issued, in this proceeding, its order 
instituting an investigation of Respondent, Alfred C. Glassell, Jr., under the 
provisions of the Natural Gas Act, for the purpose of enabling the Commission 
to determine whether, with respect to any transportation or sale of natural 
gas, subject to the jurisdiction of the Commission, made or proposed to be made 
by the said Respondent, any of the rates, charges, or classifications demanded, 
observed, charged, or collected, or any rules, regulations, practices or contracts 
affecting such rates, charges, or classifications are unjust, unreasonable, unduly 
discriminatory or preferential. 

On September 17, 1956, Alfred C. Glassell, Jr., as an individual seller, entered 
into a contract with Texas Gas Transmission Corporation (Texas), for the 
sale of gas from his leases and interests in the Chacahoula Field, Lafourche 
Parish, Louisiana. The initial price for gas to be sold by Glassell to Texas 
was stated at 20¢ per Mcf. The contract between Glassell and Texas was filed 
with this Commission on October 4, 1956, and was designated as Alfred C. 
Glassell, Jr., FPC Gas Rate Schedule No. 2. 

By order issued October 29, 1956, the Commission amended the order insti- 
tuting the investigation in this proceeding, previously issued on January 27 
of the same year, in order to institute an investigation of H. B. Langford and 
the eight trusts. The reissuance of the order in its amended form resolves 
any doubt, otherwise possible, as to the inclusion of Alfred C. Glassell, Jr., FPC 
Gas Rate Schedule No. 2 (filed subsequent to the original order) within the 
scope of the present investigation. 

On April 28, 1958, the Commission’s Secretary issued a notice fixing June 23, 
1958, as a daté for convening the hearing in the Matter of Alfred C. Glassell, 
Jr., Docket No. G-9278. By an errata notice dated May 15, 1958, the said notice 
of hearing was corrected to read “Alfred C. Glassell, Jr., et al” instead of 
Alfred C. Glassell, Jr. On June 11, 1958, Staff Counsel filed a motion for post- 
ponement of the hearing date to July 28, 1958, and upon consideration of the 
said notice of June 11, 1958, the Secretary issued on June 13, 1958 a notice of 
postponement of the said hearing to July 28, 1958. On July 17, 1958, the under- 
signed Hearing Examiner was designated to preside at the said hearing. 

On July 17, 1958, the Commission authorized the issuance of a subpena duces 
tecum directed to the Respondent Alfred C. Glassell, Jr., to compel his attend- 
ance, to give testimony concerning and to produce at the hearing on July 28, 
1958, all books and records maintained in connection with his natural gas opera- 
tions. The said subpena duces tecum was duly issued by the Commission’s Sec- 
retary on July 18, 1958 and served on July 22, 1958. 

At the hearing session of July 28, 1958, counsel for the Respondents and other 
parties appeared. Following the appearance of counsel and a short statement 
presented by Staff Counsel, counsel for the Respondents stated that Alfred 
C. Glassell, Jr., would decline to honor the subpena duces tecum issued by the 
Secretary of this Commission and said counsel filed a motion to quash the sub- 
pena. Copies of the motion were thereafter filed with the Secretary. In order 
that other counsel might have an opportunity to study the motion, the Presiding 
Sxaminer recessed the hearing until 2:00 P.M., at which time all parties present 
were given an opportunity to be heard. 

At the afternoon session, Staff Counsel stated their position in opposition to 
the motion. Counsel for various interveners stated that they had nothing to 
add to what had been said by Staff Counsel. Mr. Woodfin, counsel for the 
Respondents, replied to Staff Counsel’s argument. This motion relates to the 
subpena issued by the Secretary of the Commission and one of the questions 
raised involved his authority to issue same. 
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At the conclusion of the hearing session July 28, 1958, the undersigned Pre- 
siding Examiner recessed the hearing to further action of the Commission 
in order to certify to the Commission the motion to quash the subpena and the 
discussion thereon. On August 28, 1958, the Commission issued an order denying 
the said motion to quash the subpena. In the order denying Respondents’ motion 
to quash, the Commission pointed out that the finding of relevance and 
materiality of the books and records had been made by the Commission on the 
17th of July and that the issuance of the order of July 21st only published the 
official finding theretofore made in the Commission meeting on the 17th. 

On August 28, 1958, the Commission also issued an order requiring compliance 
by Alfred C. Glassell, Jr. with the provisions of Section 8(b) of the Natural 
Gas Act by granting to all agents of the Commission immediate access to and 
the right to examine all of his accounts, records, and memoranda concerning 
the exploration for and the production and sale of natural gas. The proposed 
investigation by the Staff was thereafter completed and the Secretary, by notice 
issued October 29, 1958, set November 18, 1958, as the date for resumption of 
the hearing. 

The hearing reconvened on November 18, 1958, at which time direct testimony 
of five witnesses was presented by Staff Counsel and opportunity for a limited 
amount of cross-examination of said witnesses was given. Following pre- 
liminary cross-examination, the hearing was recessed to Monday, January 12, 
1959, at the request of counsel for the Respondents, in order to permit preparation 
for cross-examination of Staff Counsel’s witnesses. 

On January 12, 1959, the hearing was reconvened and continued through 
January 14, 1959. Upon completion of the cross-examination of Staff’s witnesses, 
counsel for the Respondents stated a desire to file a written motion to dismiss 
the proceeding, based upon the alleged failure of Staff Counsel to make a 
prima facie showing. After discussion and without objection, counsel was given 
until January 26, 1959, for filing of said motion and service of the same upon 
other parties, it being understood that the said parties would have 10 days in 
which to answer such motion. In order to permit action by the Commission 
upon the motion to dismiss and the preparation and service of the exhibits and 
prepared testimony of the Respondents, the hearing was recessed to Wednesday, 
March 18, 1959, it being understood that the exhibits and prepared testimony 
of the Respondents would be served not later than March 2, 1959. 

On January 26, 1959, Respondents filed a motion to dismiss and terminate the 
proceeding, alleging that the testimony presented by Commission Staff did not 
sustain its burden of proof as provided in Section 5(a) of the Natural Gas Act, 
that the rates charged by the Respondents for the sale of gas in interstate com- 
merce were “unjust, unreasonable, unduly discriminatory or preferential”. 
By order issued February 18, 1959, the said motion was referred to the Presiding 
Examiner to be ruled upon as part of the initial decision after conclusion of the 
hearing and completion of the record. 

At the request of counsel for the Respondents, a conference was held by the 
Presiding Examiner in his office at 9:30 A.M., Thursday, March 12, 1959. At 
the said conference counsel for the Respondents and Staff Counsel were in agree- 
ment as to the desirability of postponing the hearing session previously set for 
March 18, 1959 to April 22, 1959, because of other commitments of said counsel. 
As the result of the conference it was agreed that the hearing would be called 
to order on March 18, 1959, and then recessed to April 22, 1959, and that Respond- 
ents’ counsel would so advise such counsel of record as were not present at the 
said conference and present the Presiding Examiner with a statement showing 
said notice to have been given. The statement was furnished as required and on 
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March 18, 1959, the said hearing was further recessed to April 22, 1959, as per 
agreement. 

Hearing sessions for the completion of the examination and cross-examination 
of witnesses for the Respondents were held on April 22, 1959 through April 24, 
1959, and on April 29, 1959. At the close of the hearing, dates were set for the 
filing of initial, reply and final briefs. By action taken June 15, 1959, upon re- 
quest of Staff Counsel, the dates for filing of briefs were postponed for one week 
in each case. Briefs by Staff Counsel were filed June 22, 1959. The reply brief 
of the Respondents was filed August 21, 1959, and the final brief of Staff Counsel 
was filed September 21, 1959. 


The Issues 


The issues involved in this case are whether the rates or charges demanded 
or collected by the Respondents in connection with the sale of natural gas, subject 
to the jurisdiction of this Commission, from the Carthage Field in Texas to 
Tennessee Gas Transmission Company or from the Chacahoula Field in Louisiana 
to Texas Gas Transmission Company or any part thereof, or any contract 
affecting such rates or charges, are unjust, unreasonable, unduly discriminatory 
or preferential. In the event that the Commission finds such rates or charges 
or any part thereof to be unjust, unreasonable, unduly discriminatory or prefer- 
ential, the Commission then (but not until then) has a duty of determining what 
constitutes a just and reasonable rate for the sale of the said gas or any part 
thereof subject to the jurisdiction of this Commission and requiring the reduc- 
tion of the existing rates or charges in accordance with said determination. 

If we should find that the rates and charges here under consideration are not 
unjust, unreasonable or unduly discriminatory and are within the range or 
zone of reasonableness, as shown by the record, the said rates or charges should 
be permitted to stand. If this were found true as to only one of the two rate 
schedules under investigation here, that schedule should not be disturbed 
or modified. 

The Act does not authorize this Commission to increase rates for the sale 
of natural gas in order to prevent discrimination or preference between cus- 
tomers of a natural-gas company unless such increase is in accordance with 
the provision of a new schedule filed by such natural gas company. In the 
present case the only proposed increase which was pending at the time of 
hearing is a proposed increase in the rate to Texas Gas Transmission Company 
under Respondents’ FPC Gas Rate Schedule No. 2 for the purpose of compensat- 
ing Respondents for an increase in Louisiana State tax upon production. This 
increase was proposed subsequent to the institution of the proceeding but before 
its completion. The proposed increase to 21.75 cents per Mcf, was filed as 
Supplement No. 1 to Alfred C. Glassell, Jr’s FPC Gas Rate Schedule No. 2 
and was permitted to become effective without suspension. The witness Chin 


presented by Staff Counsel, used the 21 cent rate figure in his Exhibits Nos. 6 
and 7. 


Contentions 


Staff Counsel and the complainants allege that the rate now being charged by 
the Respondents for the sale of natural gas in interstate commerce to Tennessee 
and Texas Gas are excessive and that the Respondents should be required to 
file other and lower rates for the services rendered to the said companies under 
Respondents’ FPC Gas Rate Schedules Nos. 1 and 2. 

In general, the interveners, in their petitions and notices, evidenced a desire 
that the rates of the Respondents be thoroughly investigated. Some of them 
were present and participated to a limited extent in the proceeding, although 
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none of the interveners saw fit to file briefs. In fact, the only briefs filed were 
those of Staff Counsel and the Respondents. 

The Respondents contend that their rates are well within the zone of reason- 
ableness. They further contend that the use of original cost as determining 
factor of the rates is improper and that the said rate should properly be deter- 
mined by free competition of buyers and sellers of natural gas in the areas where 
the natural gas in question is produced. 


The Facts in Evidence 


Staff Counsel presented five witnesses and seven exhibits. The Respondents 
presented five witnesses and nineteen exhibits. Consideration has also been 
given to the rate schedules in question here, which constitute a part of the record. 
No witnesses or exhibits were presented in behalf of any complainant or 
intervener. 

In allocating cost between liquids and natural gas the Commission Staff and 
the Respondents adopted entirely different approaches. The Commission Staff 
allocates joint costs, which cannot be separably determined, upon a basis re- 
ferred to as the sales-realization method of allocation. This means that costs 
are allocated to liquids and to natural gas in proportion to the total revenue re- 
ceived from the sale of each of the two classes of products. 

The Respondents used as the basis of determining allocation the total British 
Thermal Unit (Btu) content of the natural gas and liquids respectively. In 
Exhibit No. 13, the Respondents presented (as Schedule 16) a computation of 
allocation factors based upon the Btu content of each class of product for the 
test year 1957, and in Schedule 17 a determination of allocation factors based 
on the total Btu content of the net remaining saleable recoverable reserves of 
each class of product at the end of the test year 1957. On the basis of the test 
year sales they arrived at the factors of 88.41% for gas and 11.59% for liquids 
in the Carthage Field. On the basis of Schedule 17, as of the end of 1957 test 
year they obtained allocation factors of 89.33% for gas and 10.67% for liquids in 
the Carthage Field. In each case (Schedules 16 and 17) the allocation factors ob- 
tained for the Chacahoula Field were 93.35% for gas and 6.65% for liquids. 
They then proceed to apply the Schedule 16 allocation figures to operating costs 
and the Schedule 17 allocation figures to capital investment in Schedules 2 and 
11 of the said exhibit. 

The record as to allocation on the Btu basis is further complicated when 
Exhibit No. 14 (also presented by the Respondents) is studied. In Schedule 18 
of the said Exhibit 14 the Respondents developed allocation factors for gas and 
liquid on the basis of Btu contents of the volumes available for sale in each of 
the years 1959, 1960, 1961, 1962 and 1963 and in Schedule 19 of the said Exhibit 
14 they developed allocation factors based on the total Btu content of the re- 
maining, saleable recoverable reserves as of the end of each year 1959 through 
1963, inclusive. The factors developed in Exhibit No. 14 apply only to the 
Carthage Field. 

In order to allocate costs incurred by Alfred C. Glassell, Jr., which were appli- 
cable to property otlfer than Carthage and Chacahoula and which were in the 
nature of annual expenses, the Respondent made a further allocation between 
the Carthage Field, the Chacahoula Field and other properties producing no 
jurisdictional gas. This allocation was accomplished by taking the total Btu 
content of the products sold during the test year 1957 for Carthage, for Chaca- 
houla, and for all other property. Using the total Btu from all fields as 100%, 
this computation gives 76.59% of such cost applicable to Carthage, 21.00% appli- 
cable to Chacahoula and 2.41% applicable to the nonjurisdictional property. A 
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similar determination of allocation factors for Alfred C. Glassell, Jr., between 
Carthage, Chacahoula and the nonjurisdictional fields was also made on the 
basis of total reserves at the end of the test year 1957. This determination of 
allocation on the basis of the estimated remaining reserves resulted in factors 
of 76.93% for Carthage, 22.69% for Chacahoula and .38% for the nonjurisdictional 
property respectively. 

The witness presented by Staff Counsel allocated costs to the various fields on 
the basis of the over-all gas and oil sale for the test year 1957. In so doing, 
they arrived at percentages of 30.52 for oil and 69.48 for gas in the Carthage 
Field, and 19.35% for oil and 80.65% for gas in the Chacahoula Field. In the 
Oliver Field (nonjurisdictional), they arrived at sales ratios of 69.07% and 
30.93% for oil and gas respectively. Staff Counsel’s witnesses credited explora- 
tion and development entirely to Alfred C. Glassell, Jr., and percentages alloca- 
tions to the various fields were made as follows: to wit: 68.24% to Carthage, 
27.62% to Chacahoula, 1.26% to Moss Bluff, 2.18% to Oliver, and .70% to Mallard 
Bay Field. 

The witnesses presented by Staff Counsel allocated rate case and regulatory 
expenses on percentages based on their jurisdictional natural gas sales. By 
this allocation 27.03% of such expenses were allowed to Alfred C. Glassell, Jr., 
60.27% to the various trusts and Langford for the Carthage Field, and 12.70% 
to Alfred C. Glassell, Jr. for the Chacahoula Field properties operated by him 
and covered by his FPC Gas Rate Schedule No. 2. 

Both the Btu content method of allocation and the sales-realization method 
of allocation are replete with infirmities. The relation of neither method to the 
value of the respective products produced together by the Respondents is wholly 
or even approximately meaningful. 

The sales-realization method approaches as near to being “Operation Boot 
Strap” as any method that can be imagined. As an allocation for tax and 
corporate accounting such a method of allocation might have some value. The 
method having dependence entirely for its validity upon the continuance of the 
existing rate or price at which each of the various products are sold, when such 
a method is used for the purposes of changing the rate or price for one of the 
products it results in complete confusion and utter absurdity. On the basis of 
sales-realization, a reduction in the price charged for natural gas will require 
a reallocation of the total costs unless the sale price of all other products is 
reduced in direct proportion thereto. It is obvious that (theoretically at least) 
it would be possible under this method to reduce the price or rate at which gas 
is sold to a figure near or approaching zero by repeated reductions in the gas 
rates. While this theoretical result might attain the end result of providing a 
free ride for the gas consumers or something similar thereto, it is economically 
unsound. 

At first glance, the Respondents’ proposed allocations on the basis of Btu method 
appear reasonable and feasible. There are some uses of gas and parts of the 
other liquids produced therewith where the Btu content has a direct relation 
to the value of the product. In the use of gas or fuel oil as boiler fuel, the Btu 
content multiplied by the coefficient of efficiency of the boilers or firing systems 
should give exactly correct results and such comparisons have repeatedly been 
used in determining whether natural gas is competitive with fuel oil of various 
grades in certain market areas. The same situation occurs in regard to space 
heating where equal efficiencies in the heating system would result in exactly 
equal utilization of the two fuels in question. If natural gas were only used 
for the purposes of boiler fuel and space heating the proposed use of Btu content 
allocation would give quite accurate results. Unfortunately, from the standpoint 
of simplicity in a rate case, there are many other uses for natural gas and the 
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other products produced therewith which cannot show the same close relation 
between Btu content and value. Among the uses to which natural gas may be 
put with particular advantage are the manufacturing of chemical products, in 
which case the gas is utilized as a raw material. There are also many uses for 
natural gas in manufacturing of steel, ceramics and other products, where close 
control of temperature is of primary importance and where the comparative 
yalue of gas may therefore be far in excess of any result obtained by merely 
measuring the respective Btu contents of the fuels under consideration. 

The witness Jeffrey who made the Btu allocation for the Respondents testified 
that the manner of determining the relative Btu content for Carthage was by 
first determining the Btu content of the dry gas delivered to Tennessee at the 
outlet of the Carthage plant by use of a recording calorimeter on the dry gas 
stream and then determining by engineering methods the Btu content of a typical 
composite gallon of plant products. The resultant was furnished to Mr. Jeffrey 
and he simply multiplied by the tailgate volume to obtain the total Btu of the 
gas and multiplied the result of the analysis of the liquid by the total number of 
gallons. In doing this he was working with figures from a composite gallon 
which he was informed consisted of various products such as raw gasoline, butane, 
propane, kerosene and residual fuel oil. The method of analysis appears sound 
but we question its usefulness as applied to products other than fuel oil of various 
grades. 

While it is true that both gasoline and natural gas may be used in internal 
combustion engines, we know of no successful utilization of natural gas in such 
internal combustion engines used to operate motor vehicles. An attempt to 
compare the value of natural gas on a Btu basis when used in a stationary 
internal combustion engine with gasoline burned in an internal combustion 
engine used to propel a moving vehicle would fail to give any value to the 
superiority which arises from the possibility of transporting both the gasoline 
and passengers from place to place in the same vehicle. In the case of butane 
and propane, there is a similar lack of comparison in many of the uses to 
which the products may be put, some of which are related to the safety with 
which the three fuels (natural gas, butane and propane) may be burned. Both 
butane and propane, but more particularly the former, are utilized as raw mate- 
rial in manufacturing. We have in this record nothing to show whether such 
uses are comparable with the manner in which natural gas is used as a raw 
material, although some of these uses may be of the same general nature. 
Kerosene has uses which differ materially in their application from those of 
natural gas and there is nothing to show how the Btu content affects the 
kerosene utilization for purposes other than fuel or can be compared to the 
Btu content of natural gas. 

While there is no indication in the testimony of Mr. Jeffrey that any lubricat- 
ing oil is obtained from the production of the Carthage Field produced jointly 
with natural gas by the Respondents, it is probable that some lubricating prod- 
ucts are obtained from the oil produced from some of the nonjurisdictional prop- 
erties of Alfred C. Glassell, Jr. It is obvious that the values of these lubricating 
products are not directly related in any way to their Btu contents. Thus, we 
find that the apparent simplicity of the Btu contents allocation becomes increas- 
ingly complicated with the multiplication of products and the dissimilarity of the 
uses to which these products are put. 

In an effort to discredit the use of Btu comparisons of the various products 
of a well producing both gas and oil or (as in the case of Carthage) both gas 
and distillate, the witness Gaston was asked numerous questions, the answers 
to which tend to establish the importance of other elements than Btu in the 
determination of the relative value of the various products. These elements 
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included the size and type of facilities which remove the liquids, the type of 
production equipment in the well, the diameter and depth of the well, or the 
spacing and allowable production of the wells. Two things need to be pointed 
out in regard to these questions and answers. First of all, the answers given 
might be equally applicable to the same questions if asked in regard to the use 
of comparisons based on the sales-realization from the various products. Sec- 
ondly, the questions were related primarily to the value of the various products 
at the point of consumption rather than at the point of separation, which is 
usually as close as practically feasible to the point of production. In some 
eases, in fact, the separation may be immediately adjacent to the well-mouth 
as the evidence indicates to be the case for the single well (producing both gas 
and oil) operated by or for Alfred C. Glassell, Jr. in the Chacahoula Field. 

When an attempt is made to compare product values, at the point of consump- 
tion, the comparison becomes unreal because it ignores the relative costs of 
transportation of the various products. These transportation costs vary with the 
distances and (more importantly) with the form in which the product is trans- 
ported to the point of sale. This form may be gaseous, as in the case of natural 
gas, liquid as in the case of kerosene or fuel oil or solid as in the case of some 
greases produced in the process of refining the crude oil portion of the product. 
It is true that the gas is sold at the tailgate of the separation plant in the 
Carthage Field, but we are not sure where the sale of the liquids takes place or 
what parts of the equipment of the well or the size of the drill-hole are directly 
related to or essential for the attempted discovery or for the continuing produc- 
tion of the various products from the successful wells in a field. 


Exhibits Nos. 14, 15 and 16 


Staff Counsel objected to the admission of three exhibits offered by the Re- 
spondents. These exhibits were Nos. 14, 15 and 16. Exhibit No. 14 was en- 
titled “Estimated Return to be earned on Carthage Lease Jurisdictional Gas 
Sales for the Average of the Five Years 1959 through 1963—Cost”, Exhibit No. 
15 was entitled “Estimated Return to be earned on Carthage Lease Jurisdictional 
Gas Sales for the Average of the Five Years 1959 through 1963, Cost Adjusted 
for Changes in Price Level”, Exhibit No. 16 was entitled “Estimated Return to be 
Earned on Carthage Lease Jurisdictional Gas Sales for the Average of the Five 
Years 1959 through 19683—Commodity Value”. 

Staff Counsel argues, on the basis of previous Commission decisions that any 
variation from the presently known costs of service (actually experienced) must 
be established as a reality free from speculation and that this is also true of the 
evidence in support of such variations. Cases cited by Staff Counsel were cases 
relating to pipeline companies. In admitting the exhibits the Presiding Exam- 
iner called attention to the fact that in the present case it had not been fully 
established that the books of the Respondents had been kept in such a way that 
the present facts could be determined. 

There is still some question as to the manner in which the books of the Re- 
spondents were kept or at least as to the manner in which they have been in- 
terpreted by Staff members studying them for purpose of preparing exhibits. In 
addition, consideration has been given to the apparent limitations upon an- 
ticipated future production for the years 1959 through 1963, which are shown in 
Schedule No. 19 of Exhibit No. 14 and in Schedule No. 4 of Exhibit No. 16. These 
have an importance not common to similar estimates of pipeline companies, par- 
ticularly to pipeline companies engaged in transportation of gas largely produced 
by others and purchased from the producers by the pipeline companies. We 
have here a diminishing exhaustible resource owned by the Respondents. The 
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fact appears that in spite of constantly increasing cost of production and an 
increase of rate base due to requirement of future additions of gathering and 
compression facilities, the relative volumes against which the costs of production 
and the return to be earned upon the said rate base (including tax on such re- 
turn) must be applied in the future, are constantly decreasing. 

Regardless of whether such known additionai costs of facilities can be 
definitely shown as past facts, they should influence our thinking as to rate of 
return to some extent. Consideration must be given to rising unit costs of produc- 
tion for similar reasons. Both the future reduction in volumes and such esti- 
mates as appear in Exhibit No. 14 through Exhibit No. 16 as to increase in unit 
costs point to the necessity of looking to the high-side of the zone of reasonable- 
ness (stated by Staff Counsel’s witness Blanchard as being from 9% to 14%) as 
the proper measure of the rate of return to be allowed the Respondents in the 
present case, if the existing rates are found to be excessive and the filing of new 
rates is required. 

As to future cost of required additional facilities and the anticipated inevi- 
table reduction in volumes regardless of the construction of such facilities, the 
witness Gaston referred to and relied upon the testimony of the witness Haw- 
thorne. Mr. Hawthorne is a petroleum consultant engaged in all phases of the 
petroleum industry. Petroleum Consultants, Inc., his firm, are engaged in 
reserve work, evaluation, engineering and other things having to do with this 
industry. It has nothing to do with pricing gas or anything else, other than 
what an engineer would normally do in the evaluation of properties and that 
type of matter with which he is thoroughly familiar, and in which he deals every 
day. 

Proposed Additions to Staff’s Cost of Service 


The Respondents have furnished for the record two attempts to convert the 
original cost of facilities (including wells) in the Carthage Field into equivalent 
replacement cost, as of 1957. The first such attempt is Exhibit No. 12, presented 
by Mr. Hawthorne and entitled “Estimate of Property Replacement Costs, 
Carthage Field Properties”. The second attempt is Schedule No. 28 of Exhibit 
No. 24, presented by the witness Foster and entitled “Annual Nominal Dollar 
Cost of Additions to Carthage Property Expressed in Dollars of Constant Pur- 
chasing Power as Measured by Implicit Price Index of Gross National Product, 
1936-1957”. 

The Hawthorne exhibit appears to be a reconstruction of costs incurred at 
Carthage (including cost of completions but not including lease rentals or other 
payments to lessors), as if the costs had been incurred at the rates current in 
1957. The Foster exhibit merely takes the costs incurred in each year “in toto” 
and adjusts them to 1957 by use of the Department of Commerce Implicit Price 
Index, using 1954 as 100 and 1957 as 108.2 as against a figure of 47.7 for 1936. 
By the first or Hawthorne method, replacement costs at the Carthage Field were 
fixed at $6,026,400. By the Foster approach, original cost stated by Foster at 
$4,252,294 was increased to $5,839,818. These figures contrast with the figure of 
$3,890,613 computed by the witness Warner as the undepreciated cost of the 
Carthage facilities. ~The difference of $361,681 between the unadjusted figure 
used by Foster and the undepreciated figure of Warner apparently includes the 
amount of $322,060 representing the cost of Well No. 27, which we believe should 
be allowed as a part of the investment of the Respondents in the Carthage Field. 
The remaining small difference of $39,621 between the Warner and Foster figures 
represents non-productive Carthage costs, which we have rounded off to $39,620 
and included in the investment at Carthage. Regardless of whether we approve 
of the attempt to modify past costs by accepting the proposed adjustments to 
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reflect the decreasing purchasing power of the dollar as outlined by the witness 
Foster, we do feel that, in the determination of what constitutes a reasonable 
rate of return, consideration may and should very properly be given to such mat- 
ters as inflationary trends. 

Staff Counsel raised the question with the witness Gaston (at transcript pages 
860-861) that in an unregulated industry, protection against inflation would be 
destroyed by the presence of competition. The witness did not agree wholly 
with Staff Counsel although he admitted that competition between unregulated 
companies enters into their ability to protect themselves against inflation by 
raising prices. In this connection the witness stated at transcript page 862 that 
in an unregulated industry the investor has an opportunity to compensate for the 
factor of inflation by increasing prices and stated that if such industry were not 
getting the factors of inflation in its price then the reported earnings of every 
company in this country is overstated. He further stated definitely that unless 
recognition were given to the economic depreciation then the incomes are over- 
stated to the extent that the said factors are not recognized. 

In comparing the fact of inflation in regulated and unregulated industry the 
effectiveness of the competition existing in unregulated industries must be given 
consideration. In this connection it may be noted that only effective competition 
prevents rises in unregulated prices. If a blast furnace operator had to sell 
its product at 1913 prices or 1931 prices or even 1939 prices it would not remain 
a competitor for any considerable length of time. Instead, it would be numbered 
among the many industrial corpses, to whose past existence we may occasionally 
pay tribute but who no longer are a part of the iron industry. 


The Net Investment Rate Base as of 1957 


While we are unwilling to adopt the inflation factors proposed by Dr. Foster 
in his testimony on behalf of the Respondents, or the modification intended to 
accomplish a similar result which appear in Exhibits Nos. 14, 15 and 16, we do 
find valuable information in Schedule No. 14 of Exhibit No. 14, in the testimony 
of Mr. Jeffrey, and in Exhibit No. 8 presented by Mr. Hawthorne (an employee 
of Petroleum Consultants, Inc.) and his testimony thereon. Comparison of the 
testimony of these two witnesses with that of Staff witness Warner and Schedule 
No. 16 of Exhibit No. 1, which he presented, shows considerable difference in the 
net investment rate base upon which a return may be computed for the year 1957. 
The Staff computed a net investment rate base of $2,061,717 as of December 31, 
1957. For the same date the witness Jeffrey computed a net investment rate 
base of $2,676,320.” 

The Staff’s figures are based on the direct cost of production property and 
depreciation figures which appear on the books of the Respondents. In the case 
of depreciation figures, the figures shown on the books represent the depreciation 
of tangible equipment. For the purposes of presentation of Exhibits Nos. 13 and 
14, Respondents reversed depreciation as computed for tax purposes and substi- 
tuted therefor depreciation and depletion on a unit of production basis after the 
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reinstatement in the capital accounts of the previously expensed intangible 
and development costs. 

The amount of wet gas produced was determined from the books of E. R. 
Sink, Operator. The tangible development costs were added from books of 
Alfred C. Glassell, Jr., and the earlier records of the partnership (prior to 
September 16, 1947, apparently). The annual amount of wet gas discovered 
each year was supplied by Petroleum Consultants, the petroleum engineering 
and consulting firm which employs the witness Hawthorne. The summary of 
these reserves (not broken down by years) is shown in Exhibit No. 8, presented 
by Mr. Hawthorne. No study of reserves in Carthage was presented by the 
Staff of this Commission or by any of the other parties to this proceeding. In 
the absence of a contradiction in the record, the correctness of the figures of 
the Respondents’ petroleum engineers must be assumed. 

The differences between the depreciation figures of the FPC Staff and those 
of Petroleum Consultants is stated in Exhibit No. 14 and the testimony to be 
due to the method of computation and to the use by the Staff of a smaller total 
volume of gas reserves. Since the record is not overly clear as to the two methods 
of computing the reserve requirements, it is impossible to definitely determine 
how much of the difference of $252,923 is due to each of the two factors (dif- 
ference in volumes and difference in method of calculation) or to determine the 
comparative mathematical accuracy of the two methods of computation. We 
therefore find ourselves in the position of knowing that same part of the 
$252,923 should be added back into the rate base, but being unable to determine 
whether the amount to be added should perhaps be $25,292 or less (that amount 
being 10% of the difference) or possibly as much as $240,277 (that amount 
representing 95% of the difference). 

Our inability to make an exact determination of the proper rate base leaves us 
in a dilemma. Should we assume the correctness or near-correctness of one or 
the other depreciation figure or arbitrarily choose a figure somewhere between 
the two amounts, as a reasonably correct depreciation figure. Upon due consid- 
eration, we have decided that we will not accept either figure, but will (for the 
purpose of this case) add to the property costs admitted by Staff witnesses the 
cost of Well No. 27, drilled to lower sands to determine perpendicular limits 
of the field, as well as costs incurred in Carthage Field exploration by Glassell 
and Glassell between 1936 and 1944 in the amount of $39,620 which did not result 
in the discovery of additional reserves but which obviously was usefully ex- 
pended to determine the boundaries of the productive area. In searching for 
oil or gas, the delimitation of a field and learning where not to make further 
attempts to find gas is frequently as important as the actual discovery. The 
expenditure of less than one percent of the total cost of gross property for such 
delimitation is not excessive. If we add in Well No. 27 and treat it as a dry 
hole, as Staff suggests but contrary to the informed judgment of Petroleum 
Consultants and apparently to that of the operators of the property,’ we still 
find the cost of finding where-not-to-search for oil and gas at Carthage to 
be less than 10% of the total investment of the Respondents. Such cost of less 
than 10% for delimitation of a field and the knowledge gained by unsuccessful 
drilling is well within the bounds of reason and common sense in an industry 
where the products sought are highly fugacious and almost 100% invisible until 
actually reduced to possession and placed in position for delivery. 


3 Neither EB. R. Sink, the Operator (for Respondents) of the Carthage property or 
Alfred C. Glassell, Jr., was called as a witness by the Respondents. 


693—489— 6471 
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In order to arrive at what appears to be a reasonable capitalization and to 
avoid the necessity of a complete recomputation of capital cost we have taken 
the figure of $2,061,717 which is the Staff’s figure for net capital upon which 
a return should be determined. Assuming for the purpose of this computation 
the propriety of using original cost as a test for a natural gas rate, we have added 
to net cost of $2,061,717, admitted by Staff witness, (1) the cost of Well No. 27, 
amounting to $322,060 which the Staff omitted because it was not now producing 
gas and was classified by them as a dry-hole (although the Respondent's wit- 
nesses testified that the said Well No. 27 was to be recompleted, connected up 
and made a part of the production and gathering system of the Respondents 
within the very near future). (2) We have also added back into the net capital 
cost of Carthage Field $39,620 theretofore expended at Carthage without any 
production return. This money includes moneys spent at Carthage in rentals for 
leases, which have since been abandoned, and other activities related to property 
(in or then thought to be in the Carthage Field) from which no production was 
ever obtained. It is believed that such costs are a proper part of the cost of 
determining the boundaries of the producing portion of the Carthage Field and 
that such expenditures should be included in the capital costs of the Respondents.* 
(3) We have added to capital, the sum of $141,900 in recognition of the fact 
that a compressor addition must be installed, immediately and is understood to be 
on order, the cost of which is represented by that amount. (4) In addition we 
have added $53,034 for cash working capital on a 45 day basis and $46,989 for 
working capital in the nature of material and supplies. The total rate base 
has thus been increased to $2,665,320 in lieu of the Staff’s proposal of $2,061,717. 

To the figure of $1,004,480, classified as operating cost by the Staff, we have 
added $143,750 which represent the average additional cost for the four years 
beginning in 1959, for recompletion of wells and for added pipeline facilities 
within the Respondents’ gathering system. To the resulting figure of $1,148,230 
we have added $373,143 which represents a 14% return upon the previously 
computed figure of $2,665,320 and $404,238 representing the tax necessary to be 
paid at the 52% corporate rate in order to make available to the Respondents 
the 14% return. This makes a total of $777,381 which is added to the sum of 
$1,148,230 to obtain a figure of $1,925,611 which figure is required to compen- 
sate the Respondents for their operation cost and give them a 14% return on 
their capital investment after payment of Federal income taxes at the corporate 
rate of 52%. 

The 1957 revenues of $2,117,134 are somewhat in excess of the figure of 
$1,925,611 resulting from the restoration of certain items to their proper place 
as part of the capital structures of the Respondents’ Carthage property, the 
modification of operating expenses to allow for known expenditures to be made 
now or in the immediate future for which the rates are being tested, and the 
allowance of a 14% rate of return with normal corporate income taxes of 52%. 
This excess disappears however when we apply the rate of 12.62 cents to the 
1959 and 1960 production estimates furnished by Petroleum Consultants and 
shown in Exhibit No. 9, sponsored by an employee of that company. 

For 1959 the volume of dry gas estimated by Hawthorne to be available to 
the Respondents is 15,035,000 Mcf. which would produce a revenue of only 
$1,897,417 or $28,194 less than the calculated allowable at a 14% return. For 
1960, the volumes available to the Respondents drop to 14,895,000 Mcf, in spite 


*Since producers of natural gas are selling that portion of the contents of the reser- 
voirs which can be brought to the surface by them, the contents of the reservoirs are (to 
the extent available) a part of the used and useful property of the Respondents, and 
non-productive drilling to locate such contents is properly capitalized. 
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of the additional expenditures which are anticipated, and the revenue expected 
to be received is reduced to the sum of $1,879,749 or $45,862 less than the cal- 
culated allowable on the same 14% return basis, the return being in fact less 
than 13.2 percent. 

Alfred C. Glassell, Jr., and his father Alfred C. Glassell, Sr., appear from the 
record to have been the original entrepreneurs of the Carthage Field. The 
operation in that field dates from 1936 and was operated under the name of 
Glassell and Glassell, a partnership, in which Alfred C. Glassell, Sr. held three- 
fourths or 75% and Alfred C. Glassell, Jr. held one-fourth or 25%. On Sep- 
tember 16, 1947, Alfred C. Glassell, Sr. created six trusts and assigned all of 
his interest in the Carthage Field to the trusts, Alfred C. Glassell, Jr., and 
H. B. Langford. 

Since September 16, 1947, the operation of the Glassell properties have been 
conducted by an operating manager (now E. R. Sink) who has been operating 
the properties in the interest of Alfred C. Glassell, Jr. the trusts and Langford. 
There is some evidence in the record that the trusts’ interests have been modified 
from time to time, presumably when changes in the status of the beneficiaries 
occurred. All of the beneficiaries appear to be descendants of Alfred C. 
Glassell, Sr. 

Staff Counsel has contended that the “Trusts” and Langford should receive 
a smaller price for their share of the gas sold to Tennessee than the price 
paid to Alfred C. Glassell, Jr. This contention, insofar as it affects the trusts, 
is based on the argument that the trusts not only have not contributed but 
cannot legally contribute to the cost of exploration and development outside the 
Carthage Field in the hope of discovering additional natural gas reserves to 
replace the Carthage Field reserves when they become exhausted. In the case 
of Langford, we are unable to determine whether the Staff takes the position 
that Langford, as an agent who received an interest in the property as a con- 
sideration for services, is somewhat in the position of a volunteer (having 
paid no tangible compensation therefor) or whether they consider the interest 
of H. B. Langford (being 1.041667% of the total property) to be negligible 
and unimportant. It was stated on the record that the Staff did not ask for 
the books of Langford (who had other gas interests in other fields), although 
such books were available and we understand from the record that the field 
representative of the Commission was so advised. We cannot agree with either 
theory. In the Carthage Field, which has been one of the principal oil and gas 
fields discovered in recent years, Schedules Nos. 24 and 25 of Exhibit No. 24 
point out that there are now 29 operators and more than 300 producers® in the 
said field. 

Under the circumstances, the interest of Langford can well be taken as a 
carried interest. This is frequently done in the oil and gas industries and 
occurs when an agent has performed some service in connection with leasing 
and other activities helpful to the discovery and development of a field, at his 
own risk, with either a written, verbal, or possibly implied understanding 
that if and when the operation to which he has contributed his efforts has proved 





'The witness Dr. Foster listed 29 operators on Schedule No. 24, and made the state- 
ment that they represented 502 producers. On Schedule No. 25 of the same Exhibit, Dr. 
Foster lists 190 producers with interests exceeding 20,000 Mef of production during 1957 
and also stated that there were 123 producers with interests of less than 20,000 Mef pro- 
duction each during 1957 but with the total production of 774,051 Mef for the said 123 
producers. In the same Schedule No. 25, each of the said 12 separate trust-beneficiaries 
belonging to the Glassell family are listed. In a footnote to Schedule No. 25 it is noted 
that each of the 12, as well as Alfred C. Glassell, Jr., and A. C. Langford, are Respondents 
in this proceeding. 
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successful, he will be paid by the transfer to him (without consideration other 
than his past service) of an interest in the property and may or may not be 
obligated to make any further contribution to operating expenses, depending 
upon the nature of the interest assigned to him. In the present case, Langford’s 
interest appears to have been charged with his share of current operating and 
other expenses. On that basis, the question as to Langford’s participation in 
the cost of any further exploration made in the Glassell interest and to accu- 
mulate reserves to replace those being sold to Tennessee from the Carthage 
Field is immaterial. 

A partly similar and partly different situation exists in the case of the trusts 
created by Alfred C. Glassell, Sr. We are not wholly reconciled or committed 
to the use of original cost as the only or best means of determining the fair value 
of natural gas sold by independent producers in interstate commerce. When we 
use such original cost, however, we do not feel obligated to fragmentize the ele- 
ments of such cost and use them in a manner that will increase the number of 
separate rates which we may be called upon to approve or disapprove in the 
exercise of our regulatory load. We would be glad to take any steps necessary 
to consolidate rates and thus decrease their number and the time which we 
must spend in considering them. 

No attempt was made by Staff Counsel to determine on the record whether 
any tangible consideration was given by Alfred C. Glassell, Jr. for the additional 
5.958333 which was assigned to him on September 16, 1947, at the same time 
that the trusts were created. It is possible and not improbable, that the purpose 
of transferring the additional interest to Alfred C. Glassell, Jr. was to provide 
an incentive to the said Alfred C. Glassell, Jr. to engage in exploration for ad- 
ditional gas supplies which might be utilized by the trusts as well as by himself 
when the existing Carthage Field facilities were exhausted. At any rate, we can 
be satisfied that this is not a proper case for a divided rate structure. In this 
eonnection we have in mind the fact that nonsignatory producers could not 
ask for an increase in rate, even though their cost might be higher than that 
of the operator of the properties covered by the contract. In this case it is 
true that the trustees have signed the contract on behalf of the beneficiaries. 
However, it is also true that it has been proposed to abolish the right of separate 
rate filing by contract-signatory nonoperating producers, even though such pro- 
ducers have signed the contract of sale. If such a rule were to be adopted 
and become the practice, it is obvious that producers involved in a joint develop- 
ment operated by others might not be able to recover a reasonable return, even 
if necessary, if the operator did not choose to ask for an increased rate, which 
he (the operator) might not need or be able to justify. Staff Counsel argues 
that the trusts cannot contribute to exploration and discovery costs. This de- 
pends upon the language used in creating a trust “inter vivos” such as those 
under consideration here. Staff investigators made no request or attempt to see 
the trust agreements although they were available for inspection upon request. 
For the reasons stated, the same rate should apply to both Alfred C. Glassell, 
Jr., and to all the other joint participants involved in the contract with Tennessee 
for the sale of natural gas from the Carthage Field. 

In all the computations made for Carthage Field we have utilized Staff Coun- 
sel’s allocation between oil and gas on the sales-realization method, although 
we realize that it is quite inaccurate and frequently misleading. However, 
we have felt that the value of the proof presented should be tested first upon 
the strongest possible supporting assumptions. When that has been done and 
the proof is insufficient to show the existing rates to be excessive or discrimina- 
tory, it is not necessary to test the evidence upon the basis of other and less 
favorable assumptions made by the Respondents. We may however, note, in 
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passing, that a witness for the Respondents presented an exhibit based upon 
the Btu method of allocation and certain additions to the rate base claimed by 
Alfred C. Glassell, Jr., which exhibit shows the return earned by Alfred C. 
Glassell, Jr., from his share of the Carthage property (with the income tax 
calculated at the same corporate rate suggested by the Staff) to have been only 
10.95 percent for the test year 1957, some 3.05 percent below the top of the zone 
of reasonableness testified to by the Staff’s witness Blanchard. 

It is, however, unnecessary to consider either the Btu allocation method pro- 
posed by Respondents, the reduction in depletion and depreciation reserves 
claimed in Exhibit No. 14, Schedule No. 14 as hereinbefore noted, or the claimed 
right of Alfred C. Glassell, Jr., to capitalize his expenditures for nonproducing 
exploration costs incurred during a 19-year period from 1939 through 1957. It 
is not shown fully whether the figure of $1,316,641 claimed for such unproduc- 
tive exploration costs in Exhibit No. 13 contains any duplications of Alfred C. 
Glassell, Jr.’s, share of the $39,620 spent by Glassell and Glassell for such purposes 
in the Carthage Field, which we have previously approved as part of the capital 
investment of the Respondents in that field. However, it does appear that less 
than $100,000 of the $1,316,641 claimed by Alfred C. Glassell, Jr., was expended 
prior to the end of 1944, so that any duplication which might exist could not be 
important enough to materially change any of the figures supporting the 10.95% 
figure heretofore stated as the 1957 return received by Alfred C. Glassell, Jr., 
from the Carthage properties, in Exhibit No. 13. 


The Chacahoula Field 


On September 17, 1956, Alfred C. Glassell, Jr., as seller, entered into a contract 
for the sale of natural gas from the Chacahoula Field, Lafourche Parish, 
Louisiana, to Texas Gas Transmission Corporation at an initial price of 20¢ plus 
the first cent of gathering or similar taxes and seven-eighths of such additional 
taxes as may be enacted up to 4.375 cents per Mcf. On October 4, 1956, Alfred 
C. Glassell, Jr., filed this contract as his FPC Gas Rate Schedule No. 2, to be 
effective December 18, 1956, or upon the date of the initial delivery whichever 
should be the later. On December 31, 1958, the said Alfred C. Glassell, Jr. filed 
Supplement No. 1 to his FPC Gas Rate Schedule No. 2: 


to reflect 87.5% reimbursement of the increase in the Louisiana gas severance 
tax of two cents (2¢) per Mef effective December 1, 1958, levied by Act No. 2 
of Extraordinary Session of the Legislature 1958 of the State of Louisiana 
(House Bill No. 1) and/or to reflect the suspension of the two cents (2¢) per 
Mcf Louisiana gas gathering tax effective December 1, 1958, pursuant to Act 


No. 3 of the Extraordinary Session of the Legislature 1958 of the State of 
Louisiana. 


By the term of the filing, the said Supplement No. 1 was effective as of Decem- 
ber 1, 1958. The proposed increase was not suspended by this Commission and 
the said increase has been collected without bond. 

Staff Counsel presented an exhibit showing two sets of figures representing 
cost of service for the Chacahoula Field. One difference between the two costs 
of service was an item of $6,266 in the exploration and development cost allocated 
to the 85.41667% working interest of Alfred C. Glassell, Jr. in the Chacahoula 
Field. We have, accordingly, used the figure of $62,512 for exploration and de- 


*The Rogers No. 1 well which produces both liquid and natural gas is the only produc- 
ing well in which Alfred C. Glassell, Jr. owned an operating interest at the time of 
hearing. 





1092 FEDERAL POWER COMMISSION 


velopment cost allocated to Chacahoula, in our study of the Respondent’s cost 
of service for that field. 

Part of the difference between the two cost of service presentations by Staff 
Counsel (Schedules Nos. 10 and 17 of Mr. Warner’s Exhibit No. 1) is due to 
inclusion in Schedule No. 17 of an allowance to show the effect of statutory 
depletion and intangible drilling costs. In a comparatively new field such as 
Chacahoula, it is our belief that the Respondent is entitled to have the affect of 
such a statutory depletion and intangible drilling cost taken into consideration 
by us. 

To the total operating cost of $154,251 we have added $10,382. This figure 
represents the difference between the actual 1957 gathering and severance tax 
($23,348) shown in the Respondent’s books and the known future amount of such 
taxes as of the time of hearing, which would have been $33,730.10 or 2.3¢ per 
Mcf upon the gas produced in 1957. By using Schedule No. 17 and the additional 
taxes we arrive at a figure of $164,633 for the operating cost of the Respondent 
at Chacahoula, without allowing for the return on investment or for taxes. 

In determining the investment upon which return should be allowed we find 
ourselves in disagreement with the Staff theory that cash available from tax 
accruals should be deducted from the working capital requirement of the Re- 
spondent. This amounts to $28,058. The availability of such tax accruals to 
the Respondent was disputed in the hearing and there was no proof of such 
availability presented by Staff Counsel. We have, accordingly, restored to the 
investment the said $28,058 which gives us a total investment of $472,085. 

In order to determine whether the Respondent’s FPC Gas Rate Schedule No. 2 
gives only a reasonable rate of return we have taken the maximum reasonable 
allowance of 14% as stated by the witness Blanchard, presented by Staff Counsel. 
Multiplying the amount of the revised rate base investment of $472,085 by 14% 
we arrive at a figure of $66,092 for the allowable return. When we add to this 
figure the necessary amount to reflect Federal income tax at the 52% corporate 
rate upon the net return before such tax we get a total figure of $137,691. When 
the sum of $137,691 is added to operating expenses of $164,633 we have a total 
figure of $302,324. The actual payment to Alfred C. Glassell, Jr., at the 21¢ rate 
amounts to $307,970. If we divide the total sales by the Respondent from 
Chacahoula Field (1,466,526 Mef) into $302,324 we get a price of 20.615 cents 
per Mcf as the resulting figure. If we were to adopt the Respondent’s claimed 
cost of service we would find that he had a total rate basis of $718,551 which 
includes claimed working capital of $66,507. The Respondent used the Btu 
method of cost allocation as between natural gas and other products and made 
certain adjustments. Some of these adjustments appear to be made for the 
purpose of offsetting inflation by relating earlier costs to the present value of 
the dollar. While we regret the inflation that exists and may hereafter find 
it necessary, if such inflation should continue, to make a separate adjustment 
therefor, we do not feel that such adjustment is presently required. Although 
we are not fully satisfied with the superiority of the method of allocation 
used by the Commission Staff over the Btu method of allocation used by the 
Respondent, we feel that in this case it is fair to use the most severe test first 
and if its results are favorable to the Respondent we shall not need to consider 
the other tests proposed by said Respondent. 

There is an inconsistency of Staff presentation which causes us to reject the 
idea of finding that 20.615 is the highest rate which the Respondent can collect 
for Chacahoula Field gas and remain within the zone of reasonableness (9% 
to 14%) for his return testified to by the witness Blanchard. 

In allocating the general and administrative expenses of Alfred C. Glassell, Jr. 
between the various properties operated by him, Staff witness Warner made his 
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allocation upon the basis of the direct lease expense shown on the books, instead 
of using the sales-realization method used for other costs. Counsel for the 
Respondent claimed that this resulted in a reduction of approximately $10,000 
in the annual costs allocated to Chacahoula. This item, if counsel is correct (and 
his figures were never questioned during the hearing or in the briefs), would 
exceed by approximately $4,000 any excess of the 1957 receipts over the adjusted 
cost of service for Chacahoula. We are therefore allowing the 21 cent rate 
in effect for the service by Alfred C. Glassell, Jr. to Texas Gas Transmission 
Company prior to the time when the increase to 21.75 cents became effective by 
Commission inaction as of December 1, 1958. 

Since we are including the full amount of the increased taxes in the cost 
of service and permitting the Respondent Alfred C. Glassell, Jr., to earn his 
return upon the augmented cost of services, we do not feel that he is entitled 
to collect a portion of the increase from Texas Gas a second time. We are 
therefore fixing the Respondent’s rate for sale of natural gas from Chacahoula to 
Texas Gas under his FPC Gas Rate Schedule No. 2 at 21¢ and directing the filing 
of a new supplement to said Rate Schedule No. 2 reflecting said 21¢ rate in 
lieu of the present 21.75 cents rate allowed by the Commission without suspension 
as of December 1, 1958. 

We have compared the prices in Alfred C. Glassell Jr..s FPC Gas Rate 
Schedule No. 2 with the other prices being charged for gas from South Louisiana. 
Such prices are shown in Exhibit No. 5 presented by Staff Counsel and in Exhibit 
No. 25 presented by the Respondent. The rate schedule data contained in 
Exhibit No. 5 covers contracts entered into up to June 30, 1956. The data as 
to prices of gas in various areas contained in Exhibit No. 25 covers only long 
term contracts entered into since July 1, 1956, filed with this Commission either 
as rate schedules or as exhibits in certificate applications. We do not have 
sufficient evidence to compare the various contracts on the basis of delivery 
volume and the facility with which deliveries may be made to the purchaser. 
We do note that the price of natural gas from South Louisana appears by both 
exhibits to be generally higher than that paid in other parts of the Southwest. 
We find nothing in either Exhibits Nos. 5 or 25 which leads us to question the 
reasonableness of the 21 cent rate or feel that any excessive ceiling would be 
maintained by retention thereof.” 


Income Tazcs 


We cannot agree with the apparent theory of the Respondents that they are 
entitled to recoup from the rate-payers all the income tax which the Respondents, 
as individual tax-payers, are required to pay to the Federal Government. To 
permit such recoupment by them would place them in a position far superior to 
that of the stockholders of corporations engaged in the production of gas and 
oil. Such corporate stockholders are, unfortunately, subjected (with a slight 
comparatively recent exception) to double taxation upon their income from pro- 
ducing properties. The corporation pays an income tax on its profits and the 
individual stockholder pays a further income tax upon his or her cash dividends 
and even (at the time of sale) upon the increment received from an occasional 


stock dividend as well as upon any increase in the market value of the stock 
while held by him or her. 


7™Prices as high as 24.9 cents for gas from south Louisiana are shown to have been 
established by contracts filed as rate schedules. One such contract for gas from Lafourche 
and St. Charles parishes sold to Transcontinental Gas Pipe Line Corporation by Amerada 
Petroleum Corporation is shown in Exhibit No. 17, presented by Respondent’s witness 
Knappen. 
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We have, however, allowed the recoupment of taxes at the corporate income 
tax rate, as a further means of encouraging the entrepreneur type of individual 
investor to continue to exist in a segment of American industry which owes its 
past growth largely to the willingness of such entrepreneurs to take risks with 
their own resources, which corporate officers and directors (acting as quasi- 
fiduciaries) are frequently unwilling to take with resources committed to their 
care by corporate stockholdes. We find wells drilled by large corporations which 
are commonly described as wildcat wells. Such wells, however, are usually 
drilled after extensive seismograph and other technical exploration and after 
some entrepreneur like the Glassells (father and son) or their leasing agent 
Langford have made the first investigations, drilled some wells and lined up a 
project which appears to offer some hope of successful development. The in- 
vestor in a corporation does not risk any more of his principal than he has chosen 
to put in, whereas the individual entrepreneur, who operates as a natural gas 
company for the production of natural gas, takes risks which go far beyond 
his actual investment. He is liable for the debts incurred in the course of 
business regardless of how great they may be, and although they may exhaust 
not only the capital invested in the business but all of his individual property 
and resources. 

The witness Kenneth Smith, presented by Staff Counsel, stated his under- 
standing that Alfred C. Glassell, Jr., could elect to be taxed as a corporation 
_ under Section 1361 of the 1954 Internal Revenue Code. He sees no reason why 
Mr. Glassell, along with others, could not obtain that type of relief. That type 
of tax relief was designed to provide for relief for small business from hardships 
that might be inflicted in some instances. It is his earnest belief that if Mr. 
Glassell wanted relief under that provision, he could obtain it. To obtain 
relief, a business has to be owned by an individual, or by a partnership, con- 
sisting of not more than 50 individual members with no proprietor or partner 
having more than a 10% interest in profits or capital of any other unincorpo- 
rated business enterprise taxable as a domestic corporation. He listed other 
exceptions which do not appear to be applicable here. The Treasury Depart- 
ment urged the repeal of this section in 1958, but it has not been repealed. 

Mr. Woodfin stated that he also had tax experts research this problem, and 
that the uniform advice of his firm has been that because of the uncertainties 
surrounding the situation, and until regulations were written by the Treasury 
they do not advise clients to make any such election, even if they are otherwise 
qualified. We cannot agree with Respondents’ counsel and in making allowance 
for Federal income taxes, we are restricting such allowance to the corporate 
rate of 52 percent. The Respondents have failed to satisfy the burden of show- 
ing a sufficient reason for not exercising the option to use the corporate income 
tax rate. 

Nothing that we have stated herein should be construed as supporting the 
theory, apparently held by Staff Counsel and espoused by the witness Smith, 
that an individual or corporation engaged in both regulated and unregulated 
forms of business activity should be obliged to give to customers of the regulated 
business the sums which he may be allowed to deduct from income tax by reason 
of losses suffered in the unregulated business. It must be remembered that the 
tax saving represents only a fraction (usually 52 percent in the case of a cor- 
poration if representing losses in the current year) of the total loss. The op- 
erator must bear the balance of the loss himself or itself and it is unreasonable 
to deprive him or it of the partial saving allowed by the tax laws. 

If, for any reason, the tax laws make it possible for an individual or corpora- 
tion to buy up, at a reduced price, the tax loss of another individual or corpora- 
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tion for the purpose (considered nefarious by many people) of reducing the taxes 
he, or it, might otherwise pay upon the profits of the regulated activities, that is 
a matter for Congress to reform, not for this Commission. We do not make and 
should not attempt to revise the tax laws. 

Retention by the tax paying utility (either individual or corporate) of tax 
deductions resulting from losses incurred in other businesses or in unregulated 
portions of the same business do not involve any earned savings through econo- 
mies in the cost of service, but result from the action of a taxpayer who properly 
seeks to avoid the payment of taxes upon a totality of income not reached, 
because of countervailing losses incurred in the conduct of some other phase of 
his or its business. The decision of the Court in the El Paso case, handed down on 
August 2 is not applicable to reductions in taxes not representing savings but 
the balancing of other losses against regulated profits. We might reach a dif- 
ferent determination if we ever find a case where it appears that losses have 
been deliberately incurred through low rates for unregulated sales and that 
allowance of such losses as a credit against regulated earnings would serve to 
burden the regulated business with an improper portion of the cost of the 
unregulated operations of the company or individual. 


Lowest Reasonable Rate 


Commission Staff counsel talk in their Brief about the lowest reasonable rate, 
in a way that appears to equate that term with lowest non-confiscatory rate. 
We do not so interpret the intent of Congress as expressed in Section 5. The 
natural gas business is a growing business and the reasonableness of a rate is 
not limited to its possible effect in destroying capital already committed to the 
production of natural gas and affiliated hydro-carbon compounds. The question 
of reasonableness posed here requires consideration of a rate’s effect upon the 
possible future commitment of additional capital to the industry by present 
investors (including the Respondents here) or the addition to the industry’s total 
capital of new money from new and presently untapped sources and by entre- 
preneurs seeking an outlet for presently inactive capital and for the enthusiasm 
with which entrepreneurs turn to an expanding industry, which challenges their 
ambition to excel and demonstrate their leadership. 

After considering the problems posed by the evidence presented by both 
Respondents and the Staff of this Commission, we are convinced that the lowest 
reasonable rate for the sales here in question is a rate approaching the upper end 
of the bracket (9% to 14%) outlined by the witness Blanchard. We find nothing 
in either of the rates which shocks our conscience or appears to threaten the 
ability of the consumer to continue the use of natural gas for the many purposes 
for which it offers special advantages. We do, however, find the proposed in- 
crease in the Alfred OC. Glassell, Jr., FPC Gas Rate No. 2, filed and allowed to 
become effective during the hearings to be unjustified and have reduced said rate 
to 21 cents per Mcf. 


FURTHER FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record in this proceeding including the plead- 
ings and briefs and in addition to the findings and conclusions hereinbefore 
stated, it is further found and concluded that: 

(1) Alfred C. Glassell, Jr., is the owner of 30.958333% interest in certain gas 
production properties in the Carthage Field, Panola County, Texas, known as the 
Glassell properties. 

(2) Alfred C. Glassell, Jr., and the CITY NATIONAL BANK of Houston, 
Texas, are co-trustee and trustee, respectively, for certain trusts created for 
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the benefit of descendants of Alfred C. Glassell, Sr., amounting to 68% of the 
said Glassell properties in Panola County, Texas. 

(3) H. B. Langford is the owner of a 1.041667% interest in the said property 
in Panola County, Texas, the said interest having been received as consideration 
for services rendered to Glassell and Glassell. 

(4) Alfred C. Glassell, Sr., and Alfred C. Glassell, Jr., partners, operating as 
Glassell and Glassell, drilled the discovery well in the Carthage Field in 1936, 
and continued to operate as such partnership in the development of the said field 
until 1947, when Alfred C. Glassell, Sr., transferred his 75% interest to the above 
described trusts, to Alfred C. Glassell, Jr., and to H. B. Langford. 

(5) On May 1, 1954, Alfred C. Glassell, Jr., as an individual, and as co- 
trustee the CITY NATIONAL BANK of Houston, Texas, as trustee and H. B. 
Langford entered into a contract with Tennessee Gas Transmission Company 
for the sale of natural gas from the said Glassell properties in the Carthage 
Field. This contract was filed with this Commission as the Alfred C. Glassell, 
Jr., et al, FPC Gas Rate Schedule No. 1. 

(6) As of the time of hearing the effective rate for the sale of gas sold to 
Tennessee under the said Alfred C. Glassell, Jr., et al, FPC Gas Rate Schedule 
No. 1 was 12.62 cents per Mcf. 

(7) Alfred C. Glassell, Jr., is the owner of a certain gas producing property 
in the Chacahoula Field in Lafourche Parish, Louisiana. 

(8) On September 17, 1956, Alfred C. Glassell, Jr., entered into a contract 
with Texas Gas Transmission Company for the sale of natural gas produced 
in the said Chacahoula Field in interstate commerce for resale. This contract 
was subsequently filed as Alfred C. Glassell, Jr.,. FPC Gas Rate Schedule No. 2. 

(9) The effective rate for sale of natural gas under the Alfred C. Glassell, Jr., 
FPC Gas Rate Schedule No. 1 was increased from 21 cents to 21.75 cents per 
Mcf as of December 1, 1958. 

(10) On August 31, 1955, ‘Tennessee Public Service Commission and other 
interested parties filed a complaint against the Glassell interests contesting an 
increase of the rates under the said Alfred C. Glassell, Jr., et al, FPC Gas Rate 
Schedule No. 1, theretofore permitted by the Commission. 

(11) On January 27, 1956, this Commission instituted an investigation of 
the said Alfred C. Glassell, Jr., FPC Gas Rate Schedule No. 1 and on October 29, 
1956, the Commission restated its investigation order, thereby including in said 
investigation the Alfred C. Glassell, Jr., FPC Gas Rate Schedule No. 2, which 
had been filed during the interim. 

(12) Hearings have been completed and the last briefs were filed September 
21, 1959. 

(13) There is no evidence in the record to justify fragmentation of the rate 
structure of Alfred C. Glassell, Jr., et al. FPC Gas Rate Schedule No. 1, or upon 
which a proper determination of separate rates for the various sellers under 
said rate schedule could be made.® 

(14) Neither the rates, charges or classifications demanded observed, charged 
or collected by Alfred C. Glassell, Jr., et al., under their FPC Gas Rate Schedule 
No. 1 or by Alfred C. Glassell, Jr., under his FPC Gas Rate Schedule No. 2 as 
of November 30, 1958, which are under consideration in this proceeding nor any 


8 With the great number of rate determinations now burdening the Commission, no 
further fragmentation of rates could be justified, unless supported by clear and positive 
evidence that such fragmentation is absolutely essential to the public interest. The 
evidence presented here in support of fragmentation is not of such a clear and positive 
nature, but is both incomplete and unconvincing. 
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rule, regulation, practice or contract affecting such rates, charges, or classifica- 
tions have been shown to be unjust, unreasonable, unduly discriminatory or 
preferential. 

(15) It is proper to dismiss the complaint filed August 31, 1955, by Tennessee 
Public Service Commission and others against the rates being charged by Re- 
spondents under Alfred C. Glassell, Jr. et al. FPC Gas Rate Schedule No. 1 
and the portion of this investigation relative to said rate schedule, and to find 
the rates, charges and classifications here under consideration, demanded, 
charged or collected by Alfred C. Glassell, Jr. et al. under said gas rate schedule 
and the rules, regulations, practices and contracts affecting such rates, charges 
or classifications to be just and reasonable and not unduly discriminatory or 
preferential. 

(16) No consideration can be given, in this proceeding, to the proposed in- 
crease in the rates and charges to be collected under said Alfred C. Glassell, Jr. 
et al. FPC Gas Rate Schedule No. 1, filed January 11, 1960, and suspended by 
Commission order issued February 10, 1960, in Docket No. RI60—-130. 

(17) The rates, charges and classifications being demanded, observed, charged 
and collected by Alfred C. Glassell, Jr. prior to December 1, 1958, under his FPC 
Gas Rate Schedule No. 2 have not been shown to be unjust, unreasonable, unduly 
diseriminatory, or preferential. 

(18) No necessity or justification has been shown for the proposed increase 
in rates for the sale of natural gas to Texas Gas Transmission Company from 
21 cents per Mcf to 21.75 cents per Mcf under the Alfred C. Glassell, Jr. FPC 
Gas Rate Schedule No. 2, filed December 31, 1958, and permitted to become effee- 
tive retroactively as of December 1, 1958. 

(19) It is hereby found that a rate of 21 cents per Mef for the sale of natural 
gas in interstate commerce by Alfred C. Glassell, Jr. from the Chacahoula Field 


in Lafourche Parish, Louisiana, to Texas Gas Transmission Company, under 
the terms and provisions, other than price, of the contract of September 17, 
1956, filed as Alfred C. Glassell, Jr. FPC Gas Rate Schedule No. 2, is just, rea- 
sonable and not unduly discriminatory or preferential. 

(20) Alfred C. Glassell, Jr. should be required to reduce the rate at which 
he sells gas from the Chacahoula Field to Texas Gas Transmission Company 
under his FPC Gas Rate Schedule No. 2 to 21 cents per Mcf. 


ORDER 


WHEREFORE, it is ordered, subject to review by the Commission, that: 


(A) The complaint of Tennessee Public Service Commission and others 
against rates being charged under Alfred C. Glassell, Jr., et al. FPC Gas Rate 
Schedule No. 1, filed August 31, 1955, and the investigation into the said rate 
schedule, instituted by orders of the Commission issued January 27, 1956, and 
October 29, 1956, are hereby dismissed. 

(B) The rates and charges contained in Alfred C. Glassell, Jr., et al. FPC 
Gas Rate Schedule No. 1 shall continue in effect. 

(C) Nothing contained herein shall be construed as passing upon or approving 
the proposed increase in the rate or charges contained in Alfred C. Glassell, Jr., 
et al. FPC Gas Rate Schedule No. 1, filed January 11, 1960, or any changes 
in rates, charges or classifications, or any rule, regulation, practice or contract 
thereunder, which may hereafter be proposed. 

(D) The proper rates and charges to be collected by Alfred C. Glassell, Jr. 
for the sale of natural gas produced in the Chacahoula Field, Lafourche Parish, 
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Louisiana, to Texas Gas Transmission Company under Alfred C. Glassell, Jr. 
FPC Gas Rate Schedule No. 2 are hereby fixed at 21 cents per Mcf. 

(E) Alfred C. Glassell, Jr. shall, within thirty days after this decision becomes 
final, file with this Commission a supplement to his FPC Gas Rate Schedule 
No. 2, reducing the rates and charges payable under said rate schedule to 21 
cents per Mcf. 

(F) To the extent that it has not been heretofore granted in Paragraph (A) 
above, the motion of the Respondents filed January 26, 1959, to dismiss and 
terminate this proceeding (which motion was referred to the undersigned hear- 
ing examiner for action herein by order issued February 18, 1959) is hereby 
denied. 

GLEN R. Law, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G—18948 


ORDER VACATING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY AND 
ACCEPTING RATE FILING 


(Issued June 2, 1961) 


El Paso Natural Gas Company (El Paso) filed a petition, on May 1, 1961, to 
vacate the certificate of public convenience and necessity issued on November 
20, 1959 in Docket No. G—18948, authorizing the construction and operation of 
facilities for the sale and delivery of natural gas to Western States Utilities 
(Western States) for resale in and near Winterhaven, California. 

The petition states that Western States has been unable to proceed with its 
distribution project because of its inability to obtain the necessary rights-of-way. 
This is confirmed by letter agreement dated February 20, 1961. 

Concurrently with the petition herein El Paso filed Second Revised Sheet 
No. 34-A to its FPC Gas Tariff, Original Volume No. 1, consisting of notice of 
cancellation of Rate Schedule A-2-X, and notice of cancellation of its service 
agreement dated March 9, 1959 with Western States. 


The Commission finds: 


It is necessary and appropriate in carrying out the provisions of the Natural 
Gas Act and the public convenience and necessity require that the certificate 
heretofore issued in Docket No. G-—18948 should be vacated as hereinafter 
ordered. 


The Commission orders: 


(A) The certificate of public convenience and necessity heretofore issued in 
Docket No. G—18948 is hereby vacated. 

(B) El Paso’s Second Revised Sheet No. 34-A to its FPC Gas Tariff, Original 
Volume No. 1, and its notice of cancellation of the service agreement dated 
March 9, 1959, with Western States are accepted for filing to be effective on the 
date of issuance of this order. 








FEDERAL POWER COMMISSION 1099 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


MIDWEST OIL CORPORATION, DOCKET NO. G-19876; SINCLAIR OIL & 
GAS COMPANY, DOCKET NO. G—19889; MIDWEST OIL CORPORATION, 
DOCKET NO. RI60-381 


ORDER AMENDING “ORDER TERMINATING PROCEEDING LIMITING REFUND OBLIGATIONS 
IN OTHER PROCEEDINGS AND ACCEPTING OFFER OF SETTLEMENT” 


(Issued June 2, 1961) 


On November 16, 1960, D. W. Pickett (Operator), et al. (Pickett) succeeded 
to certain gas properties, including the interests under Sinclair Oil & Gas Com- 
pany (Sinclair) FPC Gas Rate Schedule No. 91. The rate in effect under that 
rate schedule was subject to refund in the proceeding in Docket No. G—19889. 
Pickett, on February 23, 1961, offered to settle the issues involved in its part of 
said suspension proceeding (for the period after November 15, 1960). The 
Commission by order of April 14, 1961, accepted Pickett’s offer of settlement 
and, among other things, limited Sinclair’s refund obligation in the proceeding 
to the period before November 16, 1960 and terminated the proceeding for the 
period after November 15. The Commission’s order, however, failed to reflect 
that the proceeding in Docket No. G—19889 concerned the suspension of a rate 
under Sinclair’s FPC Gas Rate Schedule No. 59, which is not involved in Pickett’s 
succession or offer of settlement. The Commission’s order should be amended 
to limit Sinclair’s refund obligation and to terminate the proceeding for the 
period after November 15, 1960, insofar as that proceeding concerns Sinclair's 
FPC Gas Rate Schedule No. 91, but to leave the proceeding in Docket No. G-19889 
fully outstanding with respect to Sinclair’s FPC Gas Rate Schedule No. 59. 


The Commission finds: 


The Commission’s order of April 14, 1961, in the proceedings in Docket Nos. 
G-19876, G—19889, and RI60-381 should be amended as hereinafter ordered. 


The Commission orders: 


Ordering paragraphs (C) and (D) of the Commission’s order of April 14, 
1961, in the proceedings in Docket Nos. G—19876, G—19889, and RI60-381 are 
hereby amended to read as follows: 

(C) Upon Pickett, et al.’s compliance with paragraph B hereof, the rates of 
14.6¢ per Mcf* specified in the offer of settlement shall become effective as of 
November 16, 1960, and the proceedings in Docket Nos. G-19876 and G—19889 
shall be terminated for the period after November 15, 1960, with respect to 
Midwest’s FPC Gas Rate Schedule No. 16 and Sinclair’s FPC Gas Rate Schedule 
No. 91. However, the proceeding in Docket No. G—19889 shall remain fully 
outstanding with respect to Supplement No. 1 to Sinclair’s FPC Gas Rate 
Schedule No. 59. 

(D) The proceeding in Docket No. R1I60-381, which concerns a proposed in- 
creased rate of Midwest that was never placed into effect, having become moot, 
is hereby terminated ; the obligations of Midwest and Sinclair to refund excess 
charges under Midwest’s FPC Gas Rate Schedule No. 16 and Sinclair’s FPC 
Gas Rate Schedule No. 91 in the proceedings in Docket Nos. G-19876 and G—19889, 
respectively, are hereby limited to the period of April 1 to November 16, 1960. 


1 Including 0.21931¢ per Mef for dehydration by buyer. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 





































MOUNTAIN FUEL SUPPLY COMPANY, DOCKET NO. CP60-89 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued June 2, 1961) 


No. CP60-89, et al., authorizing Mountain Fuel Supply Company (Applicant), 
among other things, to construct and operate a new compressor station, housing 
two 1,320 horsepower compressors, to be located on Applicant’s main pipeline 
at Kanda Junction, Wyoming. 

On April 25, 1961, Applicant filed a petition to amend the aforesaid order by 
deleting therefrom the authorization for the subject compressor station, stating 
that a study of the redesign of Applicant’s system is now in progress and will 
require some months to complete; that said study will include a determination 
of the interrelationship of the various physical components of the system in 
regard to present and future sources of gas supply and Applicant’s present and 
potential markets; and that the results of this study may require the modifica- 
tion or relocation elsewhere of the said compressor station. 

For the foregoing reason, Applicant desires that authorization for this com- 
pressor station be deleted without prejudice to its rights to refile for this facility 
at a future date. 


On September 29, 1960, 24 FPC 528, the Commission issued its order in Docket | 


The Commission finds: 

It is in the public interest and appropriate in carrying out the provisions of 
the Natural Gas Act to amend the order of September 29, 1960, in Docket No. 
CP60-89, et al., so as to delete therefrom the authorization to construct and 
operate a new compressor station at Kanda Junction, Wyoming. 


The Commission orders: 


(A) The Commission’s order issued September 29, 1960, in Docket No. CP60- 
89, et al., be and the same is hereby amended so as to delete therefrom the au- 
thorization granted to Mountain Fuel Supply Company to construct and operate 
a new compressor station at Kanda Junction, Wyoming, all as more fully set 
forth in the application. 

(B) In all other respects, said order of September 29, 1960, in Docket No. 
CP60-89, et al., shall remain unchanged and in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


GULF OIL CORPORATION: DOCKET NOS. G-11444, G-13495, G~—16658, 


G-19742, and RI61-169; GULF OIL CORPORATION (OPERATOR) ET AL... 
DOCKET NOS. G-13494, G-16659, G-19743, and R161-170 


ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDINGS 
(Issued June 5, 1961) 


Gulf Oil Corporation and Gulf Oil Corporation (Operator) et al. (Gulf) on 
May 8, 1961, tendered for filing an Offer of Settlement of increased rates sus- 
pended by the Commission, for jurisdictional sales of natural gas to Texas 
Eastern Transmission Corporation (Texas Eastern) from fields located in 


or 


ee 
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Texas Railroad Commission Districts Nos. 2, 3, and 6. Additionally, under 
the offer, three increased rates of 13.8733¢ per Mcf submitted concurrently 
with the offer, are to be effective upon expiration of statutory notice. The 
pertinent details of the suspended rate schedules and supplements involved in 
the offer of settlement are as follows: 


Rate Increased | Date effec- 
schedule rate— tive sub- Annual 
supple- Docket number ¢/Mcf@ ject to amount of 
md 14.65 psia refund increase 
number 








i 


Total.| sah eed octet ites be ileain iowa nce he eeibae de duaieoell nog Silon wikia pinatecindanaaia 24, 053 


1 Not to be ph.ced in effect. 
2 To be superseded. 


The offer provides that the suspension proceedings in Docket Nos. G—16658 
and G-16659, involving three increased rates of 14.6¢ per Mcf, are to be 
terminated with such increased rates permitted to continue in effect without 
being subject to refund. The suspension proceedings in Docket Nos. G—11444, 
G-13494 and G-13495 for lower increased rates under the same rate schedules 
are also requested to be terminated. Higher increased rates to 14.8¢ and 
15.0¢ per Mef, involved in Docket Nos. G—-19742, G-19743, R161-169 and RI61-170, 
are to be considered superseded by the 14.6¢ per Mcf settlement rates and these 
proceedings are to be terminated insofar as they pertain to the subject rate 
schedules.2 If the offer is approved, Gulf will refund the amounts collected in 
excess of the 14.6¢ per Mcf settlement rates. 

Under the terms of the offer, Gulf agrees. to eliminate the favored-nation 
and price redetermination provisions in the subject contracts and to insert 
schedules of three 1.0¢ and 0.5¢ per Mcf escalations above the respective 14.6¢ 
and 13.8733¢ per Mcf settlement rates occurring at five-year intervals, beginning 
November 1, 1963 and February 5, 1963. The 13.8733¢ per Mcf settlement rates 
include 0.1537¢ per Mcf tax reimbursement applicable to the increase in Texas 
State production tax, from 5.72% to 7%, as provided for in the subject con- 
tracts. However, the 14.6¢ per Mcf contracts, as amended, provide for 
reimbursement of increase in taxes subsequent to June 1, 1957, which applies 
to any increase in Texas State production taxes above the present 7% level. 
These tax provisions are to remain unchanged. If the offer is approved, Gulf 
will execute and file amendments (submitted as exhibits to the offer) to give 
effect to the terms of the Offer of Settlement. 

In support of the Offer, Gulf states that the favored-nation and price redeter- 
mination provisions of the contracts are of value to the producer and that the 
rates of 14.6¢ and 13.8733¢ per Mcf are fair and reasonable. 

Texas Eastern has concurred in the offer and has agreed to make the con- 
tract changes provided for therein. Copies of the offer have been served on all 


1 Docket Nos. G—19742, RI61-169 and RI61-170 also pertain to other rate schedules 
not involved in the offer of settlement. 
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parties who have petitioned to intervene in these proceedings and to date these 
petitioners have not indicated to the Commission any opposition to the offer 
of settlement. 

Since the proposed rates in the offer of settlement are acceptable under the 
provisions of the Second Amendment to the Commission’s Statement of General 
Policy No. 61-1 [18 CFR, Chapter I, Part 2, Section 2.56,] issued December 20, 
1960, for jurisdictional sales of natural gas for Texas Railroad Commission 
District Nos. 2, 3 and 6, it is believed that the public interest will best be 
served by accepting Gulf’s proposed settlement filed herein on May 8, 1961. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be constructed as approval of any future increased rates pro- 
posed by Gulf under the periodic escalation provisions or otherwise and that 
the acceptance of this offer is without prejudice to the final disposition of the 
consolidated Section 4(e) and 5(a) proceedings in Docket Nos. G-9520, et al. 


The Commission finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Gulf with 
the Commission on May 8, 1961, is in the public interest and appropriate to 
carry out the provisions of the Natural Gas Act and should be approved by 
the Commission and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed by Gulf with the Commission on May 8, 
1961, is hereby approved in accordance with the provisions of this order. 

(B) Gulf shall execute with Texas Eastern, and shall file within 30 days 
from the date of issuance of this order, an amendment to its Gas Purchase 
Contracts with Texas Eastern dated June 9, 1952, January 27, 1957, April 20, 
1953 and May 22, 1953, as amended, on file with the Commission as Gulf’s FPC 
Gas Rate Schedule Nos. 27, 67, 108 and 132 respectively, which filing shall 
conform to Gulf’s Offer of Settlement in all respects. 

(C) Gulf shall, within 30 days from the date of issuance of this order, refund 
the amounts collected in Docket Nos. G-19742, RI61-169, G—19743 and RI61-170 
in excess of its settlement rates together with interest computed at the rate of 
7 percent per annum and shall, within 45 days, submit a report to the Secretary 
of the Commission containing details of such refund and an appropriate release 
from Texas Eastern. 

(D) In the event Gulf makes satisfactory filings in accordance with para- 
graphs (B) and (C) above, the proceedings in Docket Nos. G—-11444, G—13495, 
G—16658, G-13494 and G—16659 are hereby terminated ; the proceedings in Docket 
Nos. G—19742, RI61-169, G—19743, RI61-170 are terminated insofar as they per- 
tain to Supplement Nos. 13 and 14, 4 and 5, and 5 and 6, to Gulf’s FPC Gas 
Rate Schedule Nos. 27, 67 and 132, respectively, which supplements are hereby 
considered to be superseded: the proposed increased rate of 13.8733¢ per Mcf 
contained in Supplement Nos. 8, 8 and 15 to Gulf’s FPC Gas Rate Schedule 
Nos. 40, 42, and 108, respectively, shall become effective upon expiration of 
statutory notice; and Gulf is hereby relieved of refunding obligations, except as 
noted above, with respect to such proceedings. 

(BE) The acceptance of the Offer of Settlement is without prejudice to any 
findings or determinations that may be made in the proceedings in Docket Nos. 
G-9520, et al. or any other now pending or hereinafter instituted by or against 
Gulf. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


KANSAS-NEBRASKA NATURAL GAS COMPANY, INC., 
DOCKET NO. CP61-226 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued June 5, 1961) 


On March 1, 1961, as supplemented on March 30, Kansas-Nebraska Natural 
Gas Company, Inc. (Applicant) filed in Docket No. CP61-226 an application 
pursuant to Section 7(c) of the Natural Gas Act for a certificate of public con- 
venience and necessity authorizing the construction, during the twelve-month 
period following date of authorization, and the operation of unspecified minor 
routine natural gas facilities to enable Applicant to make new direct industrial 
sales of natural gas from its main pipeline system, all as more fully set forth in 
the application and supplement. 

The total cost of the facilities for which authorization is sought, consisting of 
taps, short branch lines, and measuring and regulating equipment, is not to ex- 
ceed $250,000, with no single project to exceed a cost of $30,000, said costs to be 
paid out of current working funds. 

The total annual deliveries to new industrial customers under this proposal 
are not to exceed 1,750,000 Mcf, for use in dehydration, processing, electric gen- 
eration (internal combustion engines) and other miscellaneous industrial plants, 
but Applicant states that none of the facilities for which authorization is sought 
herein will be used to deliver gas for use as boiler fuel to generate electricity. 

No increase in main line capacity is contemplated under this application. 

The purpose of this “budget-type” application is to eliminate the time and ex- 
pense involved in the filing and processing of numerous minor certificate appli- 
cations. The service to be rendered hereunder will be seasonal and interruptible. 

The relatively small proposed total deliveries under this application should 
not decrease Applicant’s gas reserve to the point of impairing service to its 
other customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 23, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 

Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Kansas-Nebraska Natural Gas Company, Inc., 4 Kansas cor- 
poration having its principal place of business in Hastings, Nebraska, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of April 6, 1943, in Docket No. G—259 
(3 FPC 966). ~ 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, herein, are proposed to be used in the trans- 
portation of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 
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(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities and the delivery of 
natural gas during the 12-month period following date of authorization as pro- 
posed by Applicant, are required by the public convenience and necessity and 
a certificate therefor should be issued as hereinafter ordered and conditioned. 

(5) It is appropriate and necessary in carrying out the provisions of the 
Natural Gas Act and the Commission’s regulations thereunder that Applicant 
should submit within two months after the end of the 12-month period following 
the date of issuance of this order, a statement under oath showing all pertinent 
details of the construction of the facilities authorized hereunder, including 
names and locations of the customers, facilities installed for each customer, 
actual final cost of each project, estimated annual deliveries to each customer, 
term of each contract and the average rate per Mcf charged to each customer. 

(6) The authorization granted hereafter should be limited to a total expendi- 
ture during the 12-month period following the date of issuance of this order, 
of not to exceed $250,000, with no single project to exceed a cost of $30,000, as 
proposed, and the total deliveries of natural gas hereunder should be limited 
to a maximum of 1,750,000 Mcf per year on an interruptible basis, none of which 
shall be delivered for use as boiler fuel in the generation of electricity, as set 
forth in the application. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in pargraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should at- 
tach to the issuance of the certificate hereinafter granted to Applicant and to 
the exercise of the rights granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of the 


intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Kansas-Nebraska Natural Gas Company, Inc. to 
construct during the 12-month period following the date of issuance of this 
order and operate the proposed facilities and to deliver natural gas as herein- 
before described and as more fully described in the application, as supplemented, 
in this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit within two months after the end of the 12-month 
period following the date of issuance of this order, a statement under oath 
showing all pertinent details of the construction of the facilities authorized 
in paragraph (A) above, including names and locations of the customers, facil- 
ities installed for each customer, actual final cost of each project, estimated 
annual deliveries to each customer, term of each contract and the average rate 
per Mcf charged each customer. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
a total expenditure during the 12-month period following the date of issuance 
of this order, of not to exceed $250,000, with no single project to exceed a cost of 
$30,000, as proposed, and the total deliveries of natural gas hereunder are hereby 
limited to a maximum of 1,750,000 Mcf per year on an interruptible basis, none 
of which shall be delivered for use as boiler fuel in the generation of elec- 
tricity, as set forth in the application. 
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(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


MISSISSIPPI RIVER FUEL CORPORATION, DOCKET NO. G—2153 
ORDER DENYING PETITION TO MODIFY ORDERS AND DENYING STAY 
(Issued June 5, 1961) 


On April 20, 1961, Mississippi River Fuel Corporation (Mississippi) filed a 
petition requesting the Commission to modify its order issued January 23, 1959, 
as affirmed by order issued April 2, 1959, 21 FPC 48 and 450, and to stay the 
filing and remaining refund requirements of those orders pending action hereon. 
Mississippi, in its petition, alleges that the relief requested is necessary in order 
to correct a mistake in the January 23, 1959 order. 

On March 22, 1961, as supplemented March 31, 1961, Mississippi tendered for 
filing Substitute Third Revised Sheet No. 4 to its FPC Gas Tariff Volume No. 1, 
reducing its wholesale rates for the period January 1, 1956 through October 31, 
1958, in purported compliance with outstanding orders in the subject docket. 
The rate proposed in that filing was comprised of $1.69 demand and 16.89 cents 
commodity. However, the Commission’s order issued herein on January 23, 
1959 (21 FPC 48, 53) required Mississippi to make refunds to its customers for 
the period from January 1, 1956 through October 31, 1958, on the basis of the 
rates set forth in Substitute Third Revised Sheet No. 4 to its FPC Gas Tariff, 
Original Volume No. 1, and as set forth in Exhibit A to its October 28, 1958 
proposal. The commodity rate specified in the aforementioned proposal of 
October 28, 1958, and approved by the Commission’s order issued January 23, 
1959, is 16.84¢ per Mcf. 

Upon application for rehearing, the Commission by order issued April 2, 1959, 
affirmed the aforementioned order. Thereafter, upon appeal, the United States 
Court of Appeals for the District of Columbia by decision rendered on June 30, 
1960, affirmed the said Commission order, which set out “the precise amount of 
the refund and the change in the rate.” Mississippi River Fuel Oorporation v. 
FPC, 108 U.S. App. D.C. 284, 281 F. 2d 919. On February 27, 1961, certiorari 
was denied by the United States Supreme Court. 

At this point of the proceedings, Mississippi’s allegation of mistake on the part 
of the Commission is inappropriate and untimely. The rate approved by the 
Commission’s order issued January 23, 1959, was the rate proposed by Mississippi. 
The Commission provided, however, that Mississippi file the approved rate ‘“with- 
out any language purporting to limit its effectiveness for the period January 1, 
1956, through March 31, 1956 only.” Nowhere in the proposal approved by the 
order issued January 23, 1959 did Mississippi assert that if the proposed rate 
was to be effectivé for a longer period, the commodity portion thereof should be 
other than 16.84 cents per Mcf. Nowhere in its application for rehearing, denied 
by order issued April 2, 1959, nor in its appeals to the courts, did Mississippi 
urge that the 16.84 cents per Mcf in the commodity portion of the rate approved 
by the Commission was improper. It appears therefore, that the filing of March 
22, 1961, as supplemented, is contrary to the plain meaning of the Commission’s 
order as affirmed by the court and should be rejected as more specifically set 
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forth in the letter order issued April 12, 1961 by the Commission. The substitute 


tariff sheet and report of refunds as prescribed therein should be submitted 
forthwith. 


The Commission finds: 





The aforementioned petition filed by Mississippi on April 20, 1961 sets forth 
no new facts or principles of law which either were not fully considered when 
the Commission issued its orders sought to be modified or which having now 
been considered warrant any modification of these orders. 


The Commission orders: 


The aforementioned petition filed by Mississippi on April 20, 1961 is hereby 
denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION AND TRUNKLINE 
GAS COMPANY, DOCKET NO. CP61-230 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued June 5, 1961) 





On March 8, 1961, Transcontinental Gas Pipe Line Corporation (Transco) and 
Trunkline Gas Company (Trunkline) filed a joint application in Docket No. 
CP61-230 for a certificate of public convenience and necessity authorizing the 
exchange and delivery of natural gas and the construction and operation of 
facilities necessary therefor subject to the jurisdiction of the Commission, all 
as more fully described in the application. 

Transco and Trunkline have entered into an exchange arrangement where- 
under Trunkline will cause to be delivered into Transco’s system through exist- 
ing facilities of Transco at the tailgate of the Acadia Corporation Plant in the 
Egan Field, Acadia Parish, Louisiana, quantities of gas up to 30,000 Mcf 
per day which Trunkline will purchase from Richardson & Bass (Operator) and 
The California Company in the South Mermentau Field, Acadia Parish Louisi- 
ana, and the Riceville Field, Vermilion Parish, Louisiana, respectively. Transco 
will concurrently deliver equivalent quantities of gas to Trunkline at a pro- 
posed point of connection of Applicants’ existing systems located in Beauregard 
Parish, Louisiana, approximately 12 miles south of Trunkline’s Longville com- 
pressor station. 

The proposed exchange is intended to effectuate an exchange arrangement 
contemplated favorably by the Commission in its Opinion No. 339 and ac- 
companying order issued November 29, 1960, in Trunkline Gas Company, 24 
FPC 1020, et al., Docket Nos. CP60-22, et al2 

Trunkline proposes to construct and operate the necessary connecting and 
measurement facilities at the Beauregard Parish delivery point, estimated to 
cost $14,000. Transco will construct and operate a 4-inch main line tap at that 
point, estimated to cost $1,000. These facilities will be financed by Applicants 
from respective company funds. 





1This opinion and order also certificated the subject producer sales to Trunkline by 


Richardson & Bass (Operator), Docket No. CI60-209, and The California Company 
Docket No. CI60-215. 
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The proposed exchange is expected to continue for approximately two years, 
during which time Trunkline will complete facilities connecting its own system 
with the tailgate of the Acadia Corporation Plant as proposed in Trunkline’s 
Docket No. CP60—-22 (Phase Two). Upon termination of the exchange, the 
proposed facilities will remain available for use in the event of conditions 
requiring emergency exchanges of gas between the two systems. 

Temporary authorizations were granted to Trunkline and Transco on March 
22, 1961. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 23, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the ap- 
plication having been received, staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of its Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicants are “natural-gas companies” within the meaning of the Na- 
tural Gas Act as heretofore found by the Commission. 

(2) The facilities to be constructed and operated by the respective Appli- 
cants will be used for the transportation and exchange of natural gas in inter- 
state commerce and the construction and operation thereof are subject to the 
requirements of Subsections (c) and (e) of section 7 of the Natural Gas Act. 

(3) The proposed construction and operation of facilities and transporta- 
tion and exchange of natural gas by Applicants as herein described, and as 
more fully described in the application in Docket No. CP61—230 are required by 
the public convenience and necessity and a certificate therefor should be issued 
as hereinafter ordered and conditioned. 

(4) Applicants are able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (c)(4) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant in Docket No. CP61- 
230 and to the exercise of the rights granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure under Section 1.30(¢c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and not 
having been denied by the Commission is granted pursuant to Section 1.30(c) (1) 
of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing the exchange and transportation of natural gas and the construction and 
operation of facilities necessary therefor, as described herein, all as more 
fully described in the joint application in Docket No. CP61-—230. 

(B) The general terms and conditions set forth in paragraphs (c)(4) and 
(e) of Section 157.20 of the Commission’s General Rules and Regulations, 
including Rules of Practice and Procedure, shall attach to the issuance of the 
certificate granted in paragraph (A) hereof, and to the exercise of the rights 
thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


CAROLINA POWER & LIGHT COMPANY, PROJECT NO. 2206 


ORDER APPROVING REVISED PROJECT EXHIBITS 


(Issued June 7, 1961) 


On April 26, 1961, Carolina Power & Light Company, licensee for major 
Project No. 2206, filed for Commission approval Exhibit F revised in part, revised 
Exhibit M, and four revised Exhibit L drawings, all for the Tillery development. 
The filings were pursuant to Article 5 of the license, as amended. 

Exhibit F, pertaining to the ownership of project lands, requires no Commission 
approval. 

Revised Exhibit M shows certain minor changes made in the equipment 
specifications in the construction of the additional generating unit at the Tillery 
development. The revised Exhibit L drawings show minor revisions made in 
project works details during construction, and minor revisions in and additions 
to project data. 


The Commission finds: 


The following described exhibits conform to the Commission’s rules and regula- 
tions and should be approved as part of the license for Project No. 2206: 


Exhibit M. (Revised) (in four sheets) entitled “General Description and 
Specifications of Equipment” ; 

Eohibit L (Revised) Sheet 2 of 12 (FPC No. 2206-35) entitled “Develop- 
ment Expansion—Plans” ; 

Evhibit L (Revised) Sheet 3 of 12 (FPC No. 2206-36) entitled “Develop- 
ment Expansion—Cross Section” ; 

Evhibit L (Revised) Sheet 6 of 12 (FPC No. 2206-37) entitled “Develop- 
ment Expansion—Plan of Operating Floor” ; 

Erhibit L (Revised) Sheet 8 of 12 (FPC No: 2206-38) entitled “Develop- 
ment Expansion—Main One Line Wiring Diagram” ; 


and superseded Exhibit M and Exhibit L drawings (FPC Nos. 2206-20, -21, -24, 


and —26, now part of the license should be eliminated from the license—as here- 
inafter provided. 


The Commission orders: 


The revised exhibits described in the above finding are approved as part of the 
license for Project No. 2206, and the Exhibit L drawings described in the finding 
as being superseded are eliminated from the license for the project. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COMMUNITY PUBLIC SERVICE COMPANY, DOCKET NO. E-6991 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 


(Issued June 7, 1961) 


By order issued May 17, 1961, supra p. 970, in the above-entitled matter, the 
Commission authorized Community Public Service Company (Applicant) to is- 
sue and sell at competitive bidding $5,000,000, principal amount of First Mort- 
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gage Bonds, Series due 1991, subject to the provisions, among others, as set 
forth in Paragraph B of that order, as follows: 


(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until : 

(i) Applicant shall have amended its application pursuant to the re 
quirements of Section 34.2(k)(3) of the Commission’s Regulations under 
the Federal Power Act relating to compliance with competitive bidding 
requirements and Section 34.2(k) (4) of those Regulations relating to af- 
filiation, and shall have either filed such amendments or shall have mailed 
them and advised the Commission by telephone and telegram as contem- 
plated by Section 34.9 of the Regulations. 

(ii) The Commission shall have approved the price to be received by 
Applicant for the Bonds and the interest rate thereof, by a further order. 


Applicant, on June 7, 1961, filed an amendment, pursuant to the requirements 
of the afore-mentioned Commission order, setting forth, among other things, 
that it proposes to accept, as providing the lowest annual cost of money of it, 
the bid of Halsey, Stuart & Co., Inc. to purchase the proposed issuance of 
$5,000,000, principal amount of Bonds, for the price of 100.66% of principal 
amount, with an interest rate of 514% per annum. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Para- 
graph (B) of the Commission’s order issued May 17, 1961, in the above-entitled 
matter, and under the bid it proposes to accept for the Bonds, the price to be 
received by Applicant therefor and the interest rate thereof are reasonable. 

(2) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance of service by Applicant as a public utility and which will 
not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as sup- 
plemented by the amendment referred to above, are authorized, subject only 
the provisions of Paragraphs (A), (C), (D) and (E) of the Commission's order 
issued May 17, 1961, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PUBLIC UTILITY DISTRICT NO. 1 OF PEND OREILLE COUNTY, 
WASHINGTON, PROJECT NO. 2225 


ORDER DEFERRING WORK SCHEDULE UNDER LICENSE 
(Issued June 7, 1961) 


By letter dated October 7, 1960, Public Utility District No. 1 of Pend 
Oreille County, Washington, licensee for major Project No. 2225, requested 
deferment of scheduled work under Article 28 of its license for constructed 
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Sullivan Lake Project involving repairing and modification of the Sullivan Lake 
and Mill Pond dams to make those structures safe and adequate. The project 
affects lands of the United States within the Colville National Forest. 

In its October 7, 1960 letter, the licensee stated that the work required under 
Article 28 for the first year, consisting of placing test wells, was completed in 
the winter of 1959 and in advance of any placement of blanketing upstream from 
the Sullivan Lake Dam. The Licensee found that it became apparent from the 
results of the test wells that extensive blanketing may be required to make 
the present reservoir embankment reasonably impermeable and that the required 
fills were made from selected impermeable material and on these fills a top 
layer of gravel was placed to prevent scour. The licensee stated further that 
part of the work specified under Article 28 for the third year was done by the 
placing of an impermeable blanket on the right bank of Outlet Creek upstream 
from Sullivan Lake Dam. 

Pursuant to Article 30 of its license, the licensee has been making a feasibility 
study for possible enlargement of the Sullivan Lake Project. Preliminary 
studies and estimates indicate the possibility of abandoning both the Sullivan 
Lake Dam and the Mill Pond Dam with the possible construction of a new dam 
at a location between the existing dams. In view of the uncertainties involved in 
connection with abandonment of these dams and the results of placement of the 
test wells, the licensee has requested that the second and third year work pro- 
grams under Article 28 of its license be deferred until the fourth year, by which 
time its studies as to facility use should be completed and the feasibility report 
ready for filing with the Commission. 

The Chief, Forest Service, acting for the Secretary of Agriculture, who has 
supervision over the Colville National Forest, in reporting on the application, has 
stated that there is no objection by the Service to deferment of work required 
by the license for Project No. 2225. 


The Commission finds: 


The licensee has in good faith and with due diligence prosecuted necessary 
repairs and maintenance for safety and adequacy of project structures as sched- 
uled for the first year under Article 28 of the license for the project, and tem- 
porary deferment of work scheduled for the second and third year as hereinafter 
provided is not incompatible with the public interest. 


The Commission orders: 


(A) Article 28 of the license for Project No. 2225 is modified to read as follows: 

Article 28. Licensee shall repair and modify the Sullivan Lake and Mill Pond 
dams to make these structures safe and adequate in accordance with the following 
schedule, the period to begin as of the effective date of the license: 

First year—Place test wells. 

Fourth year—Drill and grout Sullivan Lake Dam. Construct retaining walls 
at Sullivan Lake Dam. Anchor and post-tension Mill Pond Dam. 

Fourth year—Reinforce fill on wing dams of Sullivan Lake Dam. Place im- 
pervious blanket upstream of the Sullivan Lake Dam. Repair and enlarge spill- 
way and gunite Mill Pond Dam. 

Fourth year—Remove old timber bridge and dam upstream from Mill Pond 
Dam. 

Fifth year—Complete any delayed work or other modifications necessary to 
place structures in a safe and adequate condition. 

(B) This instrument in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license. 
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(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute 
acceptance of this instrument. In acknowledgment of the acceptance of this 
instrument, it shall be signed for the licensee and returned to the Commission 
within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE WASHINGTON WATER POWER COMPANY, PROJECT NO. 2261 
ORDER APPROVING REVISED PROJECT EXHIBITS AND ADJUSTING ANNUAL CHARGES 
(Issued June 7, 1961) 


On December 20, 1960, The Washington Water Power Company, licensee for 
minor Project No. 2261, filed for Commission approval Exhibit F and revised 
Exhibit K, pursuant to Article 17 of its license which was issued December 22, 
1959, effective as of July 23, 1959. 

The revised Exhibit K maps (FPC Nos. 2261-7 through -11) are detail maps 
of the 230 kv transmission line showing the center line survey of access road to 
the transmission line across lands of the United States. 

The principal effect of approval of the revised Exhibit K maps will be to 
increase the amount of lands of the United States occupied by the project 
(access road), with a resuitant increase in the annual charges for such use in the 
amount of $57.94. 

The above-mentioned Exhibit F needs no Commission approval. 


The Commission finds: 


(1) Revised Exhibit K maps (FPC Nos. 2261-7 through -11) conform to the 
Commission’s rules and regulations and should be approved as part of the 
license for the project, and Exhibit K maps (FPC Nos. 2261-2 through -6) now 
part of the license and which is superseded should be eliminated from the 
license—all as hereinafter provided. 

(2) The increased annual charges for recompensing the United States for the 
use of additional lands of the United States by the aforementioned access road 
is reasonable as hereinafter fixed and specified. 


The Commission orders: 


(A) The revised Exhibit K maps described in finding (1) above is approved 
as part of the license for Project No. 2261, and the Exhibit K maps described in 
the same finding as being superseded is eliminated from the license. 

(B) Article 16 of the license is amended to read as follows: 

Article 16. The licensee shall pay to the United States the following annual 
charges, effective as of July 23, 1959: 

(i) For the purpose of reimbursing the United States for the cost of ad- 
ministration of Part I of the Act, $5.00; and 

(ii) For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands used for transmission line right-of-way, $17.20; and 

(iii) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands for access road purposes, $57.94. 

(C) This order shall become final 30 days from the date of its issuance unless 
application Yor rehearing shall be filed as provided in Section 313(a) of the 
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Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this order. In acknowledgment of the acceptance of this order, it 


shall be signed for the licensee and returned to the Commission within 60 days 
from the date of issuance. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 
COASTAL TRANSMISSION CORPORATION, DOCKET NO. CP61-228 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued June 9, 1961) 





On March 2, 1961, as supplemented on March 31, 1961, Coastal Transmission 
Corporation (Applicant) filed in Docket No. CP61-228 an application pursuant 
to Section 7(c) of the Natural Gas Act for a certificate of public convenience 
and necessity authorizing the construction and operation of field facilities to 
enable Applicant to take into its certificated main pipeline system natural gas 
which will be purchased from producers thereof in the general area of Appli- 
cant’s existing transmission system from time to time during the 12-month period 
from July 1, 1961, to July 1, 1962, at a total cost not to exceed $1,500,000 with no 
single project to exceed a cost of $300,000, all as more fully set forth in the 
application and supplement. 

The purpose of this “budget-type” application is to augment Applicant's 
ability to act with reasonable dispatch in contracting for and connecting to its 
pipeline system new supplies of natural gas in various gas in various producing 
areas generally coextensive with its system. 

Applicant proposes to finance the cost of the subject facilities from funds on 
hand or short-term bank loans. No new or additional sale of gas is proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 6, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules 
of Practice and Procedure. 























The Commission finds: 





(1) Applicant, Coastal Transmission Corporation, a Delaware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order accompanying Opinion No. 301 issued December 28, 
1956, in Docket Nos. G-9262 and G-9960 (16 FPC 118). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation, as supplemented, in this proceeding, are proposed to be used in the trans- 
portation of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 






























FEDERAL POWER COMMISSION 1113 


(4) The construction and operation of the facilities to take natural gas pur- 
chased from producers thereof during the 12-month period from July 1, 1961, 
to July 1, 1962, as proposed by Applicant are required by the public convenience 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before September 1, 1962, 
a statement under oath showing by projects: (a) names of fields connected, (b) 
a description of the project or projects that have been constructed pursuant to 
the authorization granted hereinafter, (c) the location of said project or proj- 
ects, (d) the costs of the facilities so constructed, (e) estimates of the gas sup- 
plies attached, and (f) the names of the independent producers involved, together 
with the respective dates of the gas sales contracts and the docket numbers of 
the related producer certificate applications. 

(6) The authorization granted herein should be limited to construction during 
the 12-month period from July 1, 1961, to July 1, 1962, and the total expenditures 
for facilities to be constructed hereunder should be limited to $1,500,000, with no 
single project to exceed a cost of $300,000. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
issuance of the certificate hereinafter granted to Applicant and to the exercise 
of the rights granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Coastal Transmission Corporation to construct and operate 
the proposed facilities to take natural gas purchased from producers thereof 
during the 12-month period from July 1, 1961, to July 1, 1962, all as more fully 
described in the application, as supplemented, in this proceeding, upon the terms 
and conditions of this order. 


(B) Applicant shall submit, on or before September 1, 1962, a statement under 
oath showing by projects: (a) names of fields connected, (b) a description of the 
project or projects that have been constructed pursuant to the authorization 
granted in paragraph (A) above, (c) the location of said project or projects, 
(d) the costs of the facilities so constructed, (e) estimates of the gas supplies at- 
tached, and (f) the names of the independent producers involved, together with 
the respective dates of the gas sales contracts and the docket numbers of the 
related producer certificate applications. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
construction during the 12-month period from July 1, 1961, to July 1, 1962, and 
the total expenditures for facilities to be constructed hereunder are hereby 
limited to $1,500,000, with no single project to exceed a cost of $300,000. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the issuance of the certificate granted in paragraph (A) above and to 
the exercise of the rights granted thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


DAYTON POWER AND LIGHT COMPANY, DOCKET NO. CP61-245 


FINDINGS AND ORDER DIRECTING PHYSICAL CONNECTION 
NATURAL GAS 





OF FACILITIES AND SALE OF 


(Issued June 9, 1961) 


Dayton Power and Light Company (Applicant), 25 North Main Street, Dayton, 
Ohio, filed an application on March 15, 1961, for an order pursuant to Section 
7(a) of the Natural Gas Act, directing Ohio Fuel Gas Company (Ohio Fuel) to 
establish a physical connection between its existing transmission facilities and 
certain proposed facilities of Applicant, and the sale and delivery of natural gas 
to Applicant for resale in and near the community of Russia, Shelby County, 
Ohio, as hereinafter described, all as more fully described in the application 
herein. 

Applicant proposes to construct and operate approximately 3,841 feet of 3-inch 
pipeline from a tap on Ohio’s existing line to the south side of Russia, and a 
complete distribution system in and about Russia. 

The application states that Russia has no natural gas service at the present 
time and has 113 prospective gas consumers (population 272). Applicant is 
engaged in furnishing electricity and natural gas to other communities in Shelby 
County, Ohio and presently furnishes electric service to consumers in Russia. It 
obtains substantially all of its gas requirements from Ohio Fuel. 

The estimated cost of constructing the supply line facilities is estimated to 
be $10,914 and the cost of the distribution system facilities in Russia is estimated 
to be $41,282. The cost of the construction and facilities will be paid for out 
of Applicant’s cash on hand. 

Ohio Fuel will not be required to furnish any facilities other than those 
necessary to regulate and measure the natural gas sold to Applicant. 
Estimated requirements in the proposed service area are as follows: 


First Second Third 
year year year 


14, 948 20, 398 22, 663 
148 176 | 197 











Annual (Mef) 
Peak day (Mcf) 





On April 10, 1961, Ohio Fuel filed an answer to the application stating that 
it had no objection to a commission order directing the sale and that such sale 
would not place a burden upon its present system or deliveries to other customers. 

Due notice of the filing of the application and opportunity for hearing thereon 
has been given by publication in the Federal Register on May 12, 1961 (26 FR 
4126). No protest or petition to intervene has been filed in this proceeding. 





The Commission finds: 


(1) The Ohio Fuel Gas Company, an Ohio corporation having its principal 
place of business at Columbus, Ohio, is engaged in the transportation and sale 
of natural gas in interstate commerce for resale for ultimate public consump- 
tion, subject to the jurisdiction of the Commission, and is, therefore, a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of October 21, 1945, in Docket G-371 (4 FPC 
1083). 
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(2) Applicant is a public utility duly organized and existing under the laws 
of the State of Ohio and is engaged in the business of distributing and selling 
natural gas within the State of Ohio. 

(3) It is necessary and desirable in the public interest to direct The Ohio 
Fuel Gas Company to establish physical connection of its transmission system 
with the facilities proposed to be constructed and operated by the Applicant, and 
to sell and deliver to Applicant up to 197 Mcf per day of natural gas under Ohio 
Fuel’s appropriate rate schedules on file with the Commission. 

(4) The requirement that Ohio Fuel serve Applicant, as proposed, will not 
place an undue burden upon Ohio Fuel nor impair its ability to render adequate 
service to its existing customers. 


The Commission orders: 


(A) The Ohio Fuel Gas Company be, and it is hereby directed to establish 
physical connection with the facilities of Applicant, together with such meter- 
ing, regulating and appurtenant facilities as may be required therefor, and to 
deliver and sell up to 197 Mcf per day of natural gas to Applicant pursuant to 
Ohio Fuel’s appropriate rate schedules on file with the Commission, providing 
Applicant commences the purchase of natural gas within one year from the date 
of issuance of this order. 

(B) Ohio Fuel shall report to the Commission in writing and under oath the 
date of commencement of service to Applicant. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-202 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 9, 1961) 


On January 25, 1961, El Paso Natural Gas Company (Applicant), a Delaware 
corporation, whose mailing address is Post Office Box 1492, El Paso, Texas, filed 
with the Federal Power Commission at Docket No. CP61-202 an Application, as 
supplemented, on March 24, 1961, for a Certificate of Public Convenience and 
Necessity pursuant to Section 7(c) of the Natural Gas Act, as amended, au- 
thorizing the construction and operation of certain facilities and the sale and 
delivery of natural gas to Southern Union Gas Company (Southern Union) for 
resale to Southwest Forest Industries, Inc. for use as fuel in a pulp mill and 
related facilities located in Navajo County, Arizona, all as more fully set forth 
in the Application. 

The facilities for which certificate authorization is requested consist of ap- 
proximately 37.4 miles of 85’’ O.D. Pipeline, an orifice type meter station and 
appurtenances thereto. Applicant also proposes to construct and operate neces- 
sary communication facilities to serve the project. All of such facilities are to 
be constructed at an estimated total cost of $949,000. 

The sale and delivery by Applicant to Southern Union will be made pursuant 
to a Service Agreement between the parties providing for service in accordance 
with and at rates contained in Applicant’s Rate Schedule B-—1 on file with the 
Federal Power Commission as a part of Applicant’s FPC Gas Tariff, Original 
Volume No. 1. Applicant estimates that during the five-year period considered 
in the Application, Southern Union’s maximum daily natural gas requirements 
will approximate 20,000 Mcf. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., May 
31, 1961, respecting the matters involved in and the issues presented by the ap- 
plication. No petition to intervene or protest to the granting of the application 
having been received, staff counsel moved orally at the hearing that the inter- 
mediate decision procedure be omitted and the Commission render a decision 
herein pursuant to Section 1.30(c) (1) of its Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act heretofore found by the Commission. 

(2) The facilities hereinbefore described are proposed to be used for the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, as an integral part of Applicant’s pipeline system 
and the operation threof by Applicant is subject to the requirements of Subsec- 
tions (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of facilities for transportation 
and sale of natural gas, as hereinbefore described, as more fully described in the 
application, is required by the public convenience and necessity, and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (¢) (3), (ce) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20), should attach to the certificate hereinafter issued to Applicant in 
Docket No. CP61-202, and to the exercise of the rights granted thereunder, and 
that the time within which construction of facilities authorized by this order 
shall be completed and in actual operation should be fixed at 10 months from 
the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record, and not having 


been denied by the Commission is granted pursuant to Section 1.30(c) (1) of said 
Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing Applicant to construct and operate natural gas facilities and to sell 
natural gas to Southern Union Gas Company for resale to Southwest Forest 
Industries, Inc., as described above and as more fully described in the applica- 
tion, as supplemented in Docket No. CP61-202. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations, including Rules of Practice and Procedure, shall attach to the 
issuance of the certificate granted in paragraph (A) hereof, and to the exercise 
of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at 10 months from the 
date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


GEORGIA POWER COMPANY, PROJECT NO. 2237 


ORPECR APPROVING PROJECT EXHIBITS 
(Issued June 9, 1961) 


On April 11 and May 9, 1961, Georgia Power Company, licensee for major 
Project No. 2237, filed for Commission approval, pursuant to Article 20 of its 
license, Exhibits F, J and K for the constructed Morgan Falls project. Com- 
mission approval of Exhibit F is not required. 

Exhibits J and K, more specifically described as Exhibit J (FPC No. 2237-11) 
and Exhibit K (FPC Nos. 2237-8, -9, and -10), show the project area and 
project boundary of lands included in the project. 

No lands of the United States are occupied by the project. 


The Commission finds: 


The above-described Exhibits J and K conform to the Commission’s rules 


and regulations and should be approved as part of the license for the project 
as hereinafter provided. 


The Commission orders: 


The above-described Exhibits J and K are approved as part of the license 
for Project No. 2237. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


HOPE NATURAL GAS COMPANY, DOCKET NO. CP61-224 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 9, 1961) 


On March 1, 1961, Hope Natural Gas Company (Applicant) filed in Docket 
No. CP61-224 an application pursuant to Section 7(c) of the Natural Gas Act for 
a certificate of public convenience and necessity authorizing the operation of 
certain natural gas facilities in connection with Applicant’s Fink Storage Pool 
in West Virginia, and the construction and operation and replacement of certain 
natural gas storage facilities, all as more fully set forth in the application. 

By this application, Applicant seeks authorization to operate certain wells 
and related properties as extensions of the Fink Storage Pool and to replace a 
system of old, uneconomic gathering facilities which are used to withdraw gas 
from part of the subject wells located within the existing Fink Storage Pool. 

The proposed construction and replacement of facilities, to be done in two 
phases, are as follows: 

Phase I: During 1961, to construct and operate approximately 6.14 miles of 
8-inch, 6-inch and 4-inch pipeline, with appurtenant equipment, to replace in 
part the main gathering line for this system of former oil wells, to connect 15 
former oil wells to the new gathering line and to connect this new line to the 


remaining portion of the old gathering system, at a total estimated cost of 
$320,000. 
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Phase II: During 1962, to construct and operate approximately 12.12 miles 
of 8-inch, 6-inch and 4-inch pipeline, with appurtenant equipment, to replace 
another part of the main gathering system and to connect 61 former oil wells 
to the new gathering system, at a total estimated cost of $470,000. 

The total estimated cost under this application is $790,000, which will be 
financed from cash on hand. The replaced gathering facilities, in use since 
approximately 1910, will be abandoned in place since the estimated cost of 
removal is greater than the estimated salvage value. 

No new gas supply is contemplated by the proposed project and no new markets 
are to be served by the facilities, the purpose being to relieve present operational 
problems caused by the movement of storage gas into the areas of oil production 
and to provide for improved future operations by replacing antiquated low pres- 
sure gathering facilities in the Fink Storage Pool. 

Notice of the subject application and of shortened procedure hearing set for 
May 31, 1961, was published in the Federal Register on April 29, 1961 (26 FR 
3759), pursuant to which Tennessee Gas Transmission Company (Tennessee) 
and the City of Pittsburgh duly filed petitions to intervene on May 9 and May 
22, respectively. Tennessee’s petition included a motion to consolidate the 
instant proceeding with certain other docketed applications upon which no 
hearing has been set. Applicant on May 18, 1961, filed its motion to dismiss 
Tennessee’s petition insofar as it referred to the subject Docket No. CP61-224. 
By order issued May 25, 1961, the Commission denied the petition and motion 
of Tennessee and the petition of the City of Pittsburgh. The Pennsylvania 
Public Utility Commission filed its notice of intervention in five enumerated 
dockets on May 25, 1961, three days after the published final date for protests 
or interventions as to the subject Docket No. CP61-224. 

Pursuant to said notice of April 29, 1961, a public hearing was held in Wash- 
ington, D.C., on May 31, 1961, respecting the matters involved in and the issues 
presented by the application herein. There were no appearances entered except 
that of staff counsel who moved orally that the intermediate decision procedure 
be omitted and that the Commission render a decision herein pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Hope Natural Gas Company, a West Virginia corporation 
having its principal place of business in Clarksburg, West Virginia, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of April 27, 1943, in Docket No. G-290 (3 FPC 
994). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication and exhibits in this proceeding, are proposed to be used in the transpor- 
tation and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, as integral parts of Applicant’s existing pipeline system, and 
the construction and operation thereof, as well as the operation of existing fa- 
cilities as proposed in the application herein, by Applicant, are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction, operation and replacement of facilities by 
Applicant are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act should at- 








FEDERAL POWER COMMISSION 1119 


tach to the issuance of the certificate hereinafter granted to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
said facilities placed in actual operation should be fixed at 18 months from 
the date on which this order issues. 

(6) It is in the public interest and appropriate in carrying out the provisions 
of the Natural Gas Act that the certificate authorization hereinafter granted 
to Applicant should include permission to convert oil wells to gas storage wells 
from time to time in the future as further migrations of storage gas in the 
Fink Storage Pool may require, and that Applicant should be required to report 
to the Commission such conversions, and any modifications of present facilities 
and significant operational changes incident to such conversions, within 30 days 
of such conversions, modifications and operational changes. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Hope Natural Gas Company to construct, operate 
and replace the natural gas facilities hereinbefore described, as more fully de- 
scribed in the application and exhibits in this proceeding, for the transporta- 
tion and sale of natural gas as therein set forth, subject to the jurisdiction of 
the Commission upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) (3), 
(ec) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed, replaced and placed in actual operation as provided by paragraph (b) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
is hereby fixed at 18 months from the date on which this order issues. 

(D) The authorization granted in paragraph (A) above shall include per- 
mission to convert oil wells to gas storage wells from time to time in the 
future as further migrations of storage gas in the Fink Storage Pool may re- 
quire, and Applicant shall report to the Commission such conversions, modi- 
fications of present facilities and significant operational changes incident to 
such conversions, with 30 days of such conversions, modifications and opera- 
tional changes. 

(E) Nothing herein shall be construed to imply any change in ordering para- 
graphs (D), (E), (F) and (G) of the Commission’s order issued September 26, 
1960, in Docket No. CP60-67, et al. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. y 


KANSAS-NEBRASKA NATURAL GAS COMPANY INC., DOCKET NO. 
CP61-227 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 9, 1961) 


On March 1, 1961, as supplemented on March 30, 1961, Kansas-Nebraska 
Natural Gas Company, Inc. (Applicant) filed in Docket No. CP61-227 an appli- 


693-489—64——_73 
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cation pursuant to Section 7(c) of the Natural Gas Act for a certificate of public 
eonvenience and necessity authorizing the construction and operation of field 
facilities to enable Applicant to take into its certificated pipeline system natural 
gas which will be purchased from time to time during the 12-month period 
following the date of certificate authorization, at a total cost not to exceed 
$1,500,000, with no single project to exceed a cost of $500,000, all as more fully 
set forth in the application and supplement. 

The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its pipeline 
system new supplies of natural gas in various producing areas generally co- 
extensive with said system. 

Applicant proposes to finance the cost of the subject facilities from current 
working funds. No new or additional sale of natural gas is proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 6, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Kansas-Nebraska Natural Gas Company, Inc., a Kansas cor- 
poration having its principal place of business in Hastings, Nebraska, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of April 6, 1943, in Docket No. G—259 (3 
FPC 966). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation as supplemented, in this proceeding, are proposed to be used in the 
transportation of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas pur- 
chased from producers thereof during the 12-month period following the date 
of issuance of this order as proposed by Applicant, are required by the public 
convenience and necessity and a certificate therefor should be issued as herein- 
after ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, within sixty days after the 
expiration of the authorization granted hereinafter, a statement under oath 
showing by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects constructed pur- 
suant to the authorization granted hereinafter, (d) the location of said project 
or projects, (e) the costs of the facilities so constructed, and (f) the names of 
the independent producers involved, together with the respective dates of the 


gas sale contracts and the docket numbers of the related producer certificate 
applications. 





(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
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to the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to construction 
during the 12-month period following the date of issuance of this order as 
proposed by Applicant, and the total expenditures for facilities authorized to 
be constructed hereunder should be limited to $1,500,000, with no single project 
at any given location to exceed a cost of $500,000. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Kansas-Nebraska Natural Gas Company, Inc. to con- 
struct and operate the proposed facilities to take natural gas purchased from 
producers thereof during the 12-month period following the date of issuance of 
this order, all as more fully described in the application, as supplemented, 
in this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, within sixty days after the expiration of the 
12-month period following the date of issuance of this order, a statement under 
oath showing by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects constructed pur- 
suant to the authorization granted in paragraph (A) above, (d) the location 
of said project or projects, (e) the costs of the facilities so constructed, and (f) 
the names of the independent producers involved, together with the respective 
dates of the gas sales contracts and the docket numbers of the related producer 
certificate applications. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in pargaraph (A) above 
and to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited to 
construction during the 12-month period following the date of issuance of this 
order as proposed by Applicant, and the total expenditures for facilities author- 
ized to be constructed hereunder are hereby limited to $1,500,000 with no single 
project to exceed a cost of $500,000. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline, 


THE PURE OIL COMPANY, DOCKET NO. G-17930 


ORDER DENYING OFFER OF SETTLEMENT 
(Issued June 9, 1961) 


On April 27, 1961, The Pure Oil Company (Pure) filed offer of settlement 
and request for additional stay. This is a proposed settlement of the amounts 
ordered refunded and which had been collected by Pure under rates made 
effective subject to refund as of August 2, 1959, in Supplements, Nos. 6, 8 and 2 
to Pure’s FPC Gas Rate Schedule Nos. 1, 3 and 28 respectively, plus a request 


' By letter-order of April 28, 1961, the Commission granted Pure’s request for additional 
stay. 
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for a sixty-day further extension of time for Pure’s compliance with Ordering 
Paragraph C of Opinion No. 341, issued herein on March 3, 1961, 25 FPC 383. 

The nature of the proceeding herein which bears upon Pure’s offer, is that 
Pure had filed for increased rates and charges January 30, 1959, upon the claim 
that its favored-nation clauses in the above-identified rate schedules had been 
activated by reason of a sale of gas in December 1958, by West Texas Gathering 
Company (West Texas) to El Paso Natural Gas Company (El Paso) ; that this 
sale at an alleged base price of 16 cents per Mcf was higher than Pure’s pre- 
vailing price to El Paso of approximately 10.5 cents and that the occurrence of 
a contractual condition precedent entitled Pure to collect the higher price from 
its customer El Paso. The hearing herein was concluded in July 1959. 

Among other things Commission Opinion No. 341 in this proceeding held 
that there had been no activation of Pure’s favored-nation clauses and that 
Pure should therefore make refunds corresponding to the difference between 
the approximate 10.5 cent rate per Mcf underlying rate and the 16 cent increased 
rate herein subject to review. The refunds thus ordered would amount to 
about $68,000. 

The monetary feature of Pure’s proposal is an offer to settle its $68,000 obliga- 
tion for approximately $26,000. 

The ratemaking features urged by Pure in support of its offer are (1) the retro- 
active triggering, in effect, of an approximate 13 cent favored-nation increase 
which Pure never tendered for filing and (2) the retroactive adoption of an 
increased rate of approximately 15 cents per Mcf which was not tendered until 
March 30, 1961, subsequent to the issuance of Opinion No. 341, ordering the 
refund. 

Analysis of Pure’s offer of settlement indicates that it would (1) treat as op- 
erative facts, increases in rates never filed and increases untimely filed, make 
them effective retroactively and thus violate stabilizing principles of ratemaking 
found essential to the orderly administration of the Natural Gas Act as set out in 
Sections 4(c) and 4(d) thereof; (2) contravene specific prescriptions of Section 
4(e) of the Act and (3) produce, in effect, a reversal of the Commission’s 
opinion No. 341 which held that Pure’s favored-nation clauses were not triggered. 

Orders issued March 27 and May 12, 1959 limited the issues for hearing to (1) 
whether the sale of gas by West Texas to El Paso at an alleged price of 16 cents 
per Mcf had triggered the favored-nation clauses and (2) whether the favored- 
nation clauses were void or voidable as contrary to public interest. Opinion 
No. 341 issued March 8, 1961, held, among other things, that Pure was not en- 
titled to the base rate of 16 cents per Mcf because the sale of gas made by West 
Texas to Bl Paso had not activated the favored-nation clauses (Opinion 341, 
25 FPC 383 at 385-387). 

One ratemaking factor urged by Pure in support of its offer is the use of El 
Paso’s favored-nation notification letters sent to Pure in August 1959, stating 
that the highest price paid by El Paso for gas having the quality of Pure’s gas was 
13.348 cents per Mcf. Another factor urged by Pure in support of its offer is 
the renegotiation of its contracts with El Paso subsequent to the hearing. The 
renegotiation eliminates the favored-nation clauses and provides for a price of 
15.71 cents per Mcf under Pure’ FPC Gas Rate Schedules Nos. 1 and 3 and a 
price of 15.56 cents under its FPC Gas Rate Schedule No. 28. However, as pre- 
viously noted Pure’s notices of changes in rate and charges relating to the above 
contract amendments were not tendered for filing until March 30, 1961, i.e., not 


until after the decision herein. No filing for the 13.348 cent rate has ever been 
made. 
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Having obtained the effective 16-cent rate subject to refund on August 2, 1959, 
Pure now proposes acceptance of the concept that other rates were effective at 
the same time and under the same rate schedules for the same gas. For ex- 
ample, Pure assumes that the approximate 13-cent favored-nation prices (had 
they been filed) would have become effective rates on January 30, 1960, five 
months after suspension; that the still higher 15-cent prices agreed upon by 
amendment of its contracts, would have become effective rates on June 1, 1960 
(had they been filed) and that this should reduce the difference between 10.5 
cents and 16 cents and lead to a corresponding reduction in the refund ordered. 

Pure’s offer if accepted, would give retroactive effective dates in one in- 
stance to increased rates and charges which had never been tendered for filing, 
and in another instance, to proposed increases which had not been timely filed. 
Acceptance would breach established principles of ratemaking necessary to the 
orderly administration of the Act. 

Although Opinion No, 341, held that there was no triggering of Pure’s favored- 
nation contracts, it appears that the offer is an invitation to the Commission to 
reverse itself and allow, in effect, what would amount to a triggering first to 
13.348 cents and then an unwarranted increase to 15.5 cents per Mcf. 

Moreover, all of the foregoing prompts a related concern for the fact that 
Pure is not the sole natural-gas company which has filed proposed favored- 
nation increases on the basis of the same West Texas sale to El Paso. Other 
proceedings of comparable nature and involving refunds of approximately $2,000,- 
000 are pending. 

On May 29, 1961, the Public Utilities Commission of the State of California, an 
intervener herein, filed “Rejection of Offer of Settlement”, with respect to Pure’s 
proposal. 


The Commission finds: 


Good cause has not been shown for accepting the offer of settlement proposed 
by Pure and it should be denied as hereinafter ordered. 


The Commission orders: 
The offer of settlement herein proposed by Pure is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. CP61-254 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 9, 1961) 


On March 27, 1961, Texas Gas Transmission Corporation (Applicant) filed in 
Docket No. CP61-254 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the con- 
struction during the 12-month period commencing July 1, 1961, and operation of 
routine unspecified measuring and regulating stations and appurtenant facilities 
necessary for the establishment of new and additional delivery points for the 
sale and delivery of natural gas to existing utility customers for resale in the 
vicinity of Applicant’s pipeline system, and within the service area of the 
existing utility customer, all as more fully set forth in the application. 

The purpose of ths “budget-type” application is to secure authorization for 
the installation of delivery points which are routine in nature but which 
might otherwise require the filing and processing of a separate application for 
each such delivery point. 
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The total cost of all projects for which authorization is sought herein is not 
to exceed $100,000, with no single project to exceed a cost of $15,000. Deliveries 
through the subject delivery points will be made under Applicant’s filed FPC 
Gas Rate Schedules, and will be made within authorized delivery obligations. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
May 31, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules 
of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Texas Gas Transmission Corporation, a Delaware corporation 
having its principal place of business in Owensboro, Kentucky, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order issued March 30, 1949, in Docket No. G-859 (8 FPC 228). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing pipeline system and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of facilities by Applicant to es- 
tablish new delivery points for the sale and delivery of natural gas to existing 
utility customers are required by the public convenience and necessity and a 
certificate therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(6) The authorization granted hereinafter should be limited to construction 
during the 12-month period commencing July 1, 1961, and the total expenditures 
for such facilities should be limited to $100,000, with no single project to exceed 
a cost of $15,000, as proposed by Applicant. 

(7) Applicant should submit, on or before September 1, 1962, a statement 
under oath showing, by projects: (a) a description of the project constructed 
pursuant to the authorization granted hereinafter, (b) the location of said 
project, (c) the actual final costs of the facilities so constructed, (d) the name 
of the customer served, (e) the estimated annual and peak day deliveries of 
natural gas to the customer through the subject facilities, and (f) the use to 
which the gas so delivered is put. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied, is granted pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Texas Gas Transmission Corporation to construct and operate 
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the facilities to establish new delivery points for the sale and delivery of natural 
gas to existing utility customers for resale as hereinbefore described and as more 
fully described in the application in this proceeding, upon the terms and con- 
ditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the issuance of the certificate granted in paragraph (A) above and to 
the exercise of the rights granted thereunder. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
construction during the 12-month period commencing July 1, 1961, and the total 
expenditures for facilities to be constructed thereunder are hereby limited to 
$100,000, with no single project to exceed a cost of $15,000, as proposed by 
Applicant. 

(D) Applicant shall submit, on or before September 1, 1962, a statement under 
oath showing, by projects: (a) a description of the project constructed pursuant 
to the authorization granted in paragraph (A) above, (b) the location of said 
project, (c) the actual final costs of the facilities so constructed, (d) the name of 
the customer served, (e) the estimated annual and peak day deliveries of 
natural gas to the customer through the subject facilities, and (f) the use to 
which the gas so delivered is put. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ATLANTIC SEABOARD CORPORATION, DOCKET NOS. G-12196, G—16817, 
G-—18422 and G-19326 


ORDER DENYING APPLICATION FOR REHEARING 
(Issued June 12, 1961) 


On September 12, 1960, Atlantic Seaboard Corporation (Seaboard) filed in 
the above-designated rate proceedings a proposed settlement which had been 
executed by all of its customers, except Lynchburg Gas Company (Lynchburg), 
and by three non-customer interveners,* together with a motion requesting 
approval of the settlement and termination of the proceedings. In an order 
issued January 10, 1961, 25 FPC 133, we indicated that the proposed settlement 
appeared to be equitable and to be a reasonable basis for terminating the pro- 
ceedings; however, we provided for hearing in the matter to give Lynchburg 
an opportunity to support the allegations in its answer and opposition to Sea- 
board’s motion for approval of the proposed settlement. Hearings were held 
commencing January 31, 1961. On April 21, 1961, we issued our “Order Approv- 
ing Proposed Settlement, Prescribing Refunds, Denying Appeal and Motion 
to Dismiss, and Terminating Proceedings”, 25 FPC 763. On May 19, 1961, Lynch- 
burg filed an application for rehearing of that order. 

In its application for rehearing, Lynchburg alleges that the Commission 
erred (1) by providing that the settlement agreement be received in evidence in 
the hearing; (2) by accepting in evidence and considering the capital structure 
of Seaboard’s parent (Columbia Gas System, Inc.) in evaluating the fairness of 
the rates of return in the costs of service appended to the settlement agree- 
ment; (3) by contravening the provisions for burden of proof in Section 4(e) 
of the Natural Gas Act; (4) by disregarding Lynchburg’s objection to the use, 


2The Pennsylvania Public Utility Commission, the Public Service Commission of West 
Virginia, and the City of Pittsburgh, Pennsylvania. 
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without supporting testimony, of 1956 depreciation rates in the cost of service 
evidence; and (5) by disregarding Lynchburg’s objection that the settlement 
provision for refunds is inequitable. 


The Commission finds: 


The application for rehearing filed by Lynchburg on May 19, 1961, sets forth 
no facts or principles of law which were not fully considered by the Commission 
when it issued its order of April 21, 1961, or which having now been considered 
warrant the recision, change, or modification of said order. 


The Commission orders: 


The application for rehearing filed by Lynchburg on May 19, 1961, and the 
requests for relief contained therein are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


OAKDALB IRRIGATION DISTRICT AND SOUTH SAN JOAQUIN IRRIGA- 
TION DISTRICT, PROJECT NO. 2067 


ORDER APPROVING REVISED PROJECT EXHIBIT AND ADJUSTING ANNUAL CHARGES 
(Issued June 12, 1961) 


Oakdale and South Joaquin Irrigation Districts, joint licensees for major 
Project No. 2067, by letter dated April 27, 1961, has advised that a recent survey 
of a certain parcel of land of the United States not presently included in its 
license for the project reveals that 0.34 acre within the parcel is flooded by 
the project reservoir. 

The result of the survey necessitates: (1) revision of the tracing of Exhibit 
K on file with the Commission, to show the additional land of the United States 
occupied by the project, which revision our staff has made, and (2) increasing 


the amount of annual charges specified in the license for the occupancy by the 
project of such land. 


The Commission finds: 


(1) Exhibit K-1 (FPC No. 2067-16), revised by our staff for the purpose 
stated above, conforms to the Commission’s rules and regulations and should 
be approved as part of the license for the project, and Exhibit K-1 (FPC No. 
2067-16), now part of the license and which has been superseded, should be 
eliminated from the license—all as hereinafter provided. 

(2) The increased annual charges for recompensing the United States for 


the use of additional land of the United States is reasonable as hereinafter 
fixed and specified. 


The Commission orders: 


(A) The revised Exhibit K described in finding (1) above is approved as 
part of the license for Project No. 2067, and the Exhibit K described in the 
same finding as being superseded is eliminated from the license for the project. 

(B) Sub-paragraph (ii) of Article 35 of the license is amended by changing 
the amount of annual charge for the use of lands of the United States by the 
project from $74.42 to $75.10, effective January 1, 1959. 





FEDERAL POWER COMMISSION 1127 


(C) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) of 
the Federal Power Act and failure to file such an application shall constitute 
acceptance of this order. In acknowledgment of the acceptance of this order, 
it shall be signed for the licensees and returned to the Commission within 60 
days from the date of its issuance. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PLACID OIL COMPANY (OPERATOR) ET AL.» DOCKET NOS. G—19882, 
AND G-19883 


ORDER ACCEPTING OFFERS OF SETTLEMENT AND TERMINATING PROCEEDINGS 
(Issued June 12, 1961) 


On September 28, 1959, Placid Oil Company (Operator), et al. (Placid), ten- 
dered for filing Supplement Nos. 8 and 7 to its FPC Gas Rate Schedule Nos. 1 
and 11, respectively. Placid proposed to increase its rates from 12.62¢ per Mcf 
to 14.4248¢ per Mcf at a pressure base of 14.65 psia under the respective rate 
schedules. The said proposed increased rates concern jurisdictional sales of 
natural gas to Tennessee Gas Transmission Company (Tennessee Gas) from 
the Bethany Field, Panola County, Texas (Railroad Commission District No. 6). 

By order issued October 23, 1959, the Commission suspended the effectiveness 
of the proposed increased rates until April 1, 1960, and thereafter until such 
time as they may be made effective in the manner prescribed by the Natural Gas 
Act. 

Subsequently Placid filed a motion requesting that the suspended rates become 
effective April 1, 1960, and submitted Agreements and Undertakings. Notice of 
effectiveness of the aforelisted proposed increased rates was given by Notice 
dated April 22, 1960. 

On May 3, 1961, Placid submitted Offers of Settlement pursuant to Section 
1.18(e) of the Commission’s Rules of Practice and Procedure with respect to 
the above-two listed proceedings. 

In its Offers of Settlement, Placid proposes that the 14.4248¢ per Mcf rates, 
suspended in Docket Nos. G—19882 and G—19883 be allowed to continue in effect 
without being subject to refund and that the suspension proceedings under 
Docket Nos. G—19882 and G—-19883 be terminated. 

Under the terms of the Offers, the favored-nation and price redetermination 
clauses would be eliminated from the contracts involved and revised schedules 
of three 1.0¢ per Mcf escalations at five-year intervals beginning in November 
1964 (maximum rate of 17.4248¢ per Mcf in 1974) would be substituted for the 
present schedules of periodic escalations. In addition, the tax provisions are 
to be amended to provide for partial reimbursement of any increase after 
November 1, 1959, rather than the date of the original contracts, February 8, 
1954, and January 10, 1955, respectively. If the offer is approved, Placid will 
file contract amendments (submitted as exhibits to the Offers) to give effect 
to the terms of the Offers of Settlement. 

In support of its Offers of Settlement, Placid states that the favored-nation 
and price redetermination provisions contained in the basic contracts were 


2 Because of the form of filing, earlier orders in Docket No. G-19882 were in name of 
Placid Oil Company. 
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important elements of consideration bargained for by Placid under the contracts 
for the long-term dedication of its gas reserves to the contracts; that in the 
interest of settling these cases, Placid proposes to give up for the remaining term 
of the contracts the important advantages of the favored-nation and price redeter- 
mination provisions. 

Tennessee Gas has concurred in the Offers of Settlement and has agreed in the 
event the Offers are accepted by the Commission, to make the necessary contract 
changes or amendments provided for in the Offers. 

Since the proposed rates of 14.4248¢ per Mcf at 14.65 psia are acceptable under 
the provisions of the Second Amendment to the Commission’s Statement of 
General Policy No. 61-1 (18 CFR, Chapter I, Part 2, Section 2.56), issued Decem- 
ber 20, 1960, for jurisdictional sales of natural gas for Texas Railroad Commis- 
sion District No. 6, it is believed that the public interest will best be served by 
accepting Placid’s proposed settlements as hereinafter set forth. 

Imperial Production Corporation (Imperial) and Shoreline Petroleum Corpo- 
ration (Shoreline) are signatory parties to the contract which is on file as 
Placid’s FPC Gas Rate Schedule No. 1, and C. W. Williams, Jr. (Williams), 
Hargrove Oil and Gas Company (Hargrove) and the Estate of L. A. Grelling 
(Grelling) are signatory parties to the contract on file as Placid’s FPC Gas 
Rate Schedule No.11. Placid states that Hargrove and Grelling have authorized 
the submission of the Offer in Docket No. G—19883, but that Williams has not so 
authorized Placid. Imperial and Shoreline were not mentioned in the Offer in 
Docket No. G—19882. 

However, we desire to make it clear that acceptance of these Offers of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Placid under the periodic escalation provisions or otherwise. 


The Commission finds: 


The proposed settlements of these rate proceedings as described herein, and 
as more fully set forth in the Offers of Settlement filed by Placid with the Com- 
mission on May 8, 1961, are in the public interest and appropriate to carry 
out the provisions of the Natural Gas Act and should be approved by the 
Commission and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offers of Settlement filed by Placid with the Commission on May 3, 
1961, are hereby approved in accordance with the provisions of this order. 

(B) Placid shall execute with Tennessee Gas, and shall file within 30 days 
from the date of issuance of this order, amendments to its Gas Purchase Con- 
tracts with Tennessee Gas dated February 8, 1954 and January 10, 1955, on file 
with the Commission as Placid’s FPC Gas Rate Schedule Nos. 1 and 11, respec- 
tively, which filings shall conform to Placid’s Offers of Settlement in all respects. 

(C) Upon compliance by Placid with the requirements of Paragraph (B) 
above, the rates and charges contained in Supplement Nos. 8 and 7 to its FPC 
Gas Rate Schedule Nos. 1 and 11, respectively, are hereby continued in effect, 
Placid is hereby discharged from all obligations under its agreements and 
undertakings, and the proceedings in Docket Nos. G—-19882 and G—19883 are 
hereby terminated; excepting however (1) the interest of any signatory parties 
covered by Placid’s FPC Gas Rate Schedule Nos. 1 and 11 who fail to execute 
the required amendments and (2) the obligation of Placid to continue mak- 
ing the required filings for such parties who have not joined in the Offers of 
Settlement. 

(D) The acceptance of these Offers of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereafter instituted by or against Placid. 





FEDERAL POWER COMMISSION 1129 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS EASTERN TRANSMISSION CORPORATION, NEW YORK STATE 
NATURAL GAS CORPORATION, DOCKET NO. CP60-81; TRANSCON- 
TINENTAL GAS PIPE LINE CORPORATION, TEXAS EASTERN TRANS- 
MISSION CORPORATION G-4610 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIO CONVENIENCE AND NECESSITY 
AND AMENDING ORDER ISSUING CERTIFICATE OF PUBLIO CONVENIENCE AN) NECESSITY 


(Issued June 12, 1961) 


Texas Eastern Transmission Corporation (Texas Eastern), a Delaware cor- 
poration with its principal place of business in Shreveport, Louisiana, and New 
York State Natural Gas Corporation (New York Natural), a New York State 
corporation, with its principal place of business in Pittsburgh, Pennsylvania, 
filed on April 4, 1960, a joint application ir Docket No. CP60-81, as supplemented 
on May 5, 1960, pursuant to Section 7 of the Natural Gas Act (Act), for a 
certificate of public convenience and necessity authorizing the exchange and 
delivery of natural gas and the operation of existing facilities for the proposed 
exchange. No additional facilities are proposed. 

It is proposed that New York Natural deliver and inject into the Leidy Storage 
Pool in Clinton and Potter Counties, Pennsylvania, for the account of Texas 
Eastern, volumes of natural gas available on New York Natural’s system in ex- 
cess of its system requirements. Texas Eastern will return to New York Natural 
or for its account, within three years of the date of delivery, equivalent volumes 
of natural gas at existing points of interconnection between New York Natural 
and Texas Eastern in Greene County, Pennsylvania, or at Texas Hastern’s con- 
nection with New York Natural in the Oakford storage area in Westmoreland 
County, Pennsylvania, or at any interconnections between Texas Hastern and 
the affiliates of New York Natural.’ 

The proposed exchange is to be made under an agreement dated April 1, 1960, 
which Texas Eastern and New York Natural filed on May 13, 1960, as Rate 
Schedule X-45 and Rate Schedule X-9 to their respective tariffs. Said agree- 
ment provides for the delivery by New York Natural of volumes of gas up to a 
maximum of 125,000 Mcf per day and a return by Texas Eastern of equivalent 
volumes, as hereinbefore described. 

On April 4, 1960, Texas Eastern and Transcontinental Gas Pipe Line Corpo- 
ration (Transco) filed a joint motion, as supplemented on May 6, 1960, to amend 
the Commission’s order of July 5, 1955, as amended on January 31, 1958, in 
Docket No. G—-4610. 

Said order authorizes the exchange of gas between the two companies at various 
locations provided that the return of the exchange gas is made within 60 days 
Texas Eastern and Transco now request, by their motion, a further amendment 
of the order in Docket No. G—4610 authorizing them to exchange natural gas 
at an additional point, namely the Leidy Storage Field in Pennsylvania, under 
the same terms and conditions as the original authorized exchange. No additional 
facilities are proposed as both Applicants share the use of the Leidy Storage Field. 

Temporary authorization, with specific conditions, was granted in Docket No. 
CP60-81? and in Docket No. G-4610* so as to enable Texas Eastern to render 


1The East Ohio Gas Company, The Peoples Natural Gas Company, Hope Natural Gas 
Company and The River Gas Company. 

2 Letters of May 26, 1960. 

* Letters of June 23, 1960. 
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during the 1960-1961 heating season a Winter Service proposed in its applications 
in Docket No. G-18968, et al., should final authorization be granted in the latter 
dockets. By its order of September 1, 1960, the Commission certificated the appli- 
cations in Docket No. G—18968, et al. 

On November 8, 1960, as supplemented on December 22, 1960, Transco and 
Texas Eastern filed an amendment to their aforesaid joint motion to amend 
the Commission’s order in Docket No. G-4610. In addition to the request for 
authorization to exchange gas at the Leidy Storage Field, both parties now request 
authorization fur the following points of exchange: 

(1) At the intersections of Texas Eastern’s two 20-inch lines as well as its 
new 36-inch line with Transco’s 36-inch line near Lambertville, New Jersey.‘ 

(2) Through deliveries to the following common customers, namely, the 
Brooklyn Union Gas Company, Consolidated Edison Company of New York, 
Inc., and Long Island Lighting Company.® 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 5, 1961, respecting the matters involved in and the issues presented by 
the instant applications. No petition to intervene in protest to the granting 
of the application or motion to amend has been received.® Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
the Commission render a decision herein pursuant to Section 1.30(c) (1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicants in Docket No. CP60-81, natural gas pipeline companies, are 
engaged in the sale of natural gas in interstate commerce for ultimate public 
consumption, subject to the jurisdiction of the Commission, and are, therefore, 
“natural-gas companies” within the meaning of the Natural Gas Act. 

(2) The proposed exchange of natural gas, as more fully described in the 
application in Docket No. CP60-81, together with the continued operation of 
any facilities subject to the jurisdiction of the Commission necessary therefor, 
is required by the public convenience and necessity, and a certificate should 
be issued as hereinafter ordered. 

(3) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act, and the public convenience and necessity require that the order 
of the Commission issued on July 5, 1955, as amended on January 31, 1958, in 
Docket No. G-4610, be further amended so as to authorize the proposed deliveries 
and exchange of gas at the additional points hereinbefore described. 

(4) Applicants in the subject dockets are able and willing to properly do the 
acts and to perform the services proposed and to conform to the provisions of 
the Natural Gas Act, and the requirements, rules and regulations of the 
Commission thereunder. 

(5) A request during the public hearing by the staff counsel for the omission 
of the intermediate decision procedure under Section 1.30(c) of the Commis- 
sion’s Rules of Practice and Procedure, was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of said Rules. 


*Temporary authorization for this interchange was granted by letters of February 1, 
1961. 

5Texas Eastern was granted authorization to connect with Consolidated Edison and 
with Long Island Lighting in Docket No. G—18968, et al., and to connect with Brooklyn 
Union Gas Company in Docket No. G—1003. 

* Joint protest of The Manufacturers Light and Heat Company and The Ohio Fuel Gas 
Company (Columbia Companies) was withdrawn by letter to the Commission of March 15, 
1961, provided that any authorization granted herein would be without prejudice to any 
position taken by said Columbia Companies in other proceedings. 
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The Commission orders: 


































(A) A certificate of public convenience and necessity be and is hereby issued, 
in Docket No. CP60-81, upon the terms and conditions of this order, authorizing 
the exchange and delivery of natural gas and the operation of exchange facili- 
ties hereinbefore described, as more fully detailed in the application and supple- 
ment thereto in this proceeding. 

(B) Our action in this proceeding shall not foreclose nor prejudice any future 
proceedings or objection relating to the operation of any price or related 
provision in the gas exchange agreement herein involved. 

(C) The order issued on July 5, 1955, as amended on January 31, 1958, in 
Docket No. G-4610, be and the same is hereby amended to the extent found 
appropriate in Finding (3) hereof. In all other respects, unless otherwise 
amended, said order shall remain in full force and effect. 

(D) The authorization granted herein in Docket Nos. CP60-81 and G-4610 
shall be without prejudice to any findings or orders which have been or may 
hereafter be made by the Commission in any proceeding which is now or may 
hereafter be pending before this Commission and to any claims or contentions 
which have been or may be made by the Columbia Companies in any proceeding 
which has been, is now, or may hereafter be, pending before this Commission. 

(E) The provision of Subsection (e) of Section 157.20 of the Commission’s 
regulations shall apply to the certificate granted in Docket No. CP60-81. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UTAH POWER & LIGHT COMPANY, PROJECT NOS. 20, 472, 486, 597, 
665, 671, 696, 703, AND 713 


ORDER AMENDING LICENSES 
(Issued June 12, 1961) 


Application was filed April 24, 1961 by Utah Power & Light Company for 
amendment of its licenses for the following designated projects to eliminate 
from the licenses the amortization reserve article and to render inapplicable 
to such licenses amortization reserve Regulation 17 in effect when the licenses 
were issued under the Federal Water Power Act: 


Project Nos. 
20 597 —- 696 
—— 472 — 665 — 703 
— 486 — 671 —- 713 
The purpose of the amendment is to make the licenses subject to the current 


regulations of the Commission with respect to the establishment and mainte- 
nance of a reserve for amortization. 























The Commission finds :, 





The licenses for the above-designated projects, amended as hereinafter pro- 
vided, are in the public interest. 








The Commission orders: 





(A) The license for Project No. 20 is further amended, effective as of 
July 5, 1923, the effective date of the license, as follows: 
PARAGRAPH I. The paragraph of the license beginning “NOW, THERE- 


FORE” is amended, by inserting the words “except Regulation 17,” after the 
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phrase “being subject to all the terms and conditions of the Act and of the 
rules and regulations of the Commission pursuant thereto in force on the 6th 
day of June, 1921,”. 

PARAGRAPH II. Article 17 of the license is amended to read as follows: 

Article 17. After the first twenty (20) years of operation of said project under 
this license, namely, after October 30, 1944, six (6) per cent per annum Shall be 
the specified rate of return on the net investment in the project for determining 
surplus earnings of the project for the establishment and maintenance of amorti- 
zation reserves, pursuant to Section 10(d) of the Act; one-half of the project 
surplus earnings, if any, accumulated after the first twenty years of operation 
under the license, in excess of six (6) per cent per annum on the net invest- 
ment, shall be set aside in a project amortization reserve acc. nt as of the end 
of each fiscal year, provided that, if and to the extent that there is a deficiency 
of project earnings below six (6) per cent per annum for any fiscal year or years 
after the first twenty years of operation under the license, the amount of such 
deficiency shall be deducted from the amount of any surplus earnings accumu- 
lated thereafter until absorbed, and one-half of the remaining surplus earnings, 
if any, thus cumulatively computed, shall be set aside in the project amortization 
reserve account; and the amounts thus established in the project amortization 
reserve account shall be maintained therein until further order of the 
Commission. 

(B) The licenses for Project Nos. 472, 486, 597, 665, 671, 696, 703 and 713, 
respectively, are amended, effective as of June 1, 1927, the effective date of such 
licenses, as follows: 

PARAGRAPH I. The paragraph of the respective licenses beginning “NOW, 
THEREFORE” is amended by inserting the words “except Regulation 17,” after 
the phrase “being subject to all the terms and conditions of the Act and of the 
rules and regulations of the Commission pursuant thereto as amended and made 
effective on the 1st day of April, 1924,” 

PARAGRAPH II. Article 18 of the respective licenses is amended to read 
as follows: 

Article 18. After the first twenty (20) years of operation of said project under 
this license, namely, after May 31, 1947, six (6) per cent per annum shall be the 
specified rate of return on the net investment in the project for determining sur- 
plus earnings of the project for the establishment and maintenance of amortiza- 
tion reserves, pursuant to Section 10(d) of the Act; one-half of the project surplus 
earnings, if any, accumulated after the first twenty years of operation under 
the license, in excess of six (6) per cent per annum on the net investment, shall 
be set aside in a project amortization reserve account as of the end of each fiscal 
year, provided that, if and to the extent that there is a deficiency of project 
earnings below six (6) per cent per annum for any fiscal year or years after 
the first twenty years of operation under the license, the amount of such 
deficiency shall be deducted from the amount of any surplus earnings accumu- 
lated thereafter until absorbed, and one-half of the remaining surplus earnings, 
if any, thus cumulatively computed, shall be set aside in the project amortization 
reserve account; and the amounts thus established in the project amortization 
reserve account shall be maintained therein until further order of the Commission. 

(C) This amendment in the manner set out above shall not operate to alter 
or amend the licenses designated herein in any other respect, and shall not in 
any way constitute a waiver of any other part, provision or condition of such 
licenses. 

(D) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) of 
the Federal Power Act and failure to file such an application shall constitute 
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acceptance of this amendment of the licenses designated herein. In acknowl- 
edgment of the acceptance of this amendment of such licenses, it shall be signed 
for the licensee and returned to the Commission within 60 days from the date 
of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


AREA RATE PROCEEDING, DOCKET NO. AR61-2, ET AL.; SUN OIL COM- 
PANY, G-—15122; CALLERY PROPERTIES, INC., CI60-400; ROBERT B. 
PRENTICE, OPERATOR, ET AL., C160-431; GULF OIL CORPORATION, 
CI60-440 


ORDER SEVERING AND CONSOLIDATING PROCEEDINGS 
(Issued June 13, 1961) 


On May 30, 1961, the United States Court of Appeals for the Fifth Circuit 
recalled its mandate in No. 18112, The United Gas Improvement Co. v. F.P.C. 
(See footnote 5 of Appendix “B” to our order of May 10, 1961, herein). Accord- 
ingly, we no longer have jurisdiction to redetermine Sun Oil Company’s applica- 
tion in Docket No. G-—15122, which must be severed herefrom. Natural Gas 
Act, Section 19(b). 

The public interest calls for determination of the applications in Docket Nos. 
CI60—-400, CI60-431, and CI60-440 on a consolidated record in Docket No. 
AR61-2, et al. 

As a guide to persons interested in the consolidation herewith or severance 
herefrom of further certificate proceedings, we state that in general it has been 
our purpose to consolidate herewith all applications (which have not already 
gone to hearing) filed prior to May 10, 1961, for certificates authorizing initial 
sales of gas produced in Southern Louisiana. This category generally includes 
field sales by pipeline Companies but generally excludes applications which 
involve nothing more than authority to continue sales for which a predecessor 
has already received a permanent certificate. 


The Commission orders: 


(A) The proceedings on Sun Oil Company’s application in Docket No. G- 
15122 be and the same hereby are severed from the consolidated procedings 
in AR61-2, et al. 

(B) The proceedings on the applications in Docket Nos. CI60-400, CI60—431, 
and CI60—-440 be and the same hereby are consolidated for hearing with the 
proceedings in Docket No. AR61-2, et al. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SHOSHONE RIVER POWER, INC., PROJECT NO. 2011 
ORDER ACCEPTING SURRENDER OF LICENSE (MAJOR) 


(Issued June 13, 1961) 


Application was filed March 13, 1961 by Shoshone River Power, Inc., licensee 
for major Project No. 2011, for surrender of its license for the project located 
on Republic Creek and affecting lands of the United States within Gallatin 
National Forest. 
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We are informed that the project has been shut down for some time and the 
plant will only be used in case of emergency, or as a standby in accordance with 
the terms of a contract between the licensee and the United States Bureau of 
Reclamation which has been furnishing power to the licensee since the shut down. 

The Chief, Forest Service, acting for the Secretary of Agriculture, who has 
supervision over Gallatin National Forest, has reported that the project was 
deactivated, facilities on forest lands removed, and the lands of the United 
States affected were restored on August 31, 1960 to a condition satisfactory to 
the Service. 

Annual charges under the license for the project have been paid through the 
calendar year 1959 and the licensee has returned its copy of the original license 
instrument. 


The Commission finds: 


(1) Public notice has been given of the filing of the application for surrender 
of the license and no protests thereon have been received. 


(2) Acceptance of surrender of the license for the project is appropriate as 
hereinafter provided. 


The Commission orders: 


Surrender of the license for major Project No. 2011 is accepted effective as of 
August 31, 1960, subject to payment of the annual charges under the license for 
the project through said date in the amount of $4.66 within 30 days of rendition 
of a bill therefor by the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G-2306; 
MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NO. G-2327; 
AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G—10396; 
PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-11061; 
TRUNKLINE GAS COMPANY, DOCKET NO. CP60-22 (PHASE TWO); 
PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60—-40; 
PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60-60: 
PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60-126; 
VILLAGE OF TREMONT, ILLINOIS, DOCKET NO. OP61-8 ; PANHANDLE 
EASTERN PIPE LINB COMPANY, DOCKET NO. CP61-36; CITIZENS GAS 
COMPANY, DOCKET NO. CP61-54; CITY OF LaCYGNE, KANSAS, CP61- 
68; CENTRAL ILLINOIS LIGHT COMPANY, DOCKET NO. CP61-114; 
CENTRAL ILLINOIS LIGHT COMPANY, DOCKET NO. CP61-115; PAN- 
HANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP61-136; 
ILLINOIS POWER COMPANY, DOCKET NO. CP61-160; CITIZENS GAS 
COMPANY, DOCKET NO. CP61-191; CITIZENS GAS COMPANY, DOCKET 
NO. CP61-192 

ORDER DENYING REHEARING* 


(Issued June 15, 1961) 


On May 16, 1961, Panhandle Eastern Pipe Line Company (Panhandle) filed 
an application for rehearing of our order issued April 28, 1961, 25 FPC 874, 
in the above-captioned proceedings, which order directed Panhandle to resume 
the sale of 100,000 Mcf per day of natural gas to Michigan Consolidated Gas 


*Printed at page 1137 is order issued December 1, 1960, setting forth historical back- 
ground of this proceeding. 
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Company (Michigan Consolidated) for the period from May 1, 1961 through 
October 31, 1961 or the effective date of any final order issued in Docket No. 
G-11061, whichever date is earlier. 

Panhandle alleges in its application that it is aggrieved by the aforesaid order 
for the following reasons: Panhandle has no contractual obligation to serve 
Michigan Consolidated; the delivery to Michigan Consolidated interferes with 
Panhandle’s attempt to sell gas to Ford Motor Company in Detroit; our order 
would prejudge relevant issues in the hearing now before a hearing examiner in 
Docket No. G—2306, et al. (including Docket No. G—11061); the order would 
delay said proceedings; the Commission did not consider the proper factors in 
finding as it did; Michigan Consolidated may not be able to take the gas from 
Panhandle; the Commission has no authority to order Panhandle to deliver gas 
under a “new” rate schedule at a rate which will be subject to refund. For the 
reasons we hereinafter set forth we are of the opinion that Panhandle has 
failed to set forth any valid ground requiring a rehearing of our order. 

It is apparent that Panhandle has assumed that because its contract with 
Michigan Consolidated has expired and because the Commission once permitted 
the abandonment of service now once again being sought (20 FPC 851), that it 
no longer is under any legal obligation to deliver gas to Michigan Consolidated. 
Such, of course, is not the case. The Commission is not bound by the termina- 
tion of contracts which may have been entered upon by regulated companies.” 
Panhandle, once having given service, has the legal obligation to serve its 
jurisdictional customers until such time as the Commission finds that the public 
interest permits otherwise. The fact that we once found that the public 
interest permitted abandonment of service does not, in view of the decision of 
the Court of Appeals in that same case,” bind us at this time. When the Court 
set aside our prior order it remanded the case to us for further proceedings not 
inconsistent with its opinion. 

In its later opinion of July 11, 1960,* the Court recognized that “Ordinarily, 
Michigan Consolidated would be entitled to retain the gas until it is abandoned 
by a valid order of the Commission * * *” (282 F. 2d at 857) and that “There 
is no reason apparent to us why the gas should not be returned to Michigan 
Consolidated pending final approval of an abandonment * * *” (282 F. 2d at 
857) However, the Court recognized that there may have been a reliance by 
the consumers along the Panhandle pipeline system upon this gas when, upon 
the vacating of the Court’s stay on October 2, 1959, the parties “acted at their 
own risk” (282 F. 2d at 857) and took the abandonment gas from Panhandle. 
The Court noted its inability to allocate the gas between the competing parties 
and left it for the Commission to assess where the balance of hardship would 
lie if the gas were, or were not, returned to Michigan Consolidated. 

In our prior interim order, we ordered the delivery of gas by Panhandle to 
Michigan Consolidated up to October 31, 1960. It appears, without objection 
by Panhandle, that Panhandle has unused capacity, at this time, which could 
be used to deliver gas to Michigan Consolidated during the off-peak summer 
months. Panhandle has neither alleged that it would be incapable of delivering 
this gas to Michigan-Consolidated nor that it does not have the capacity during 
the period from May 1, 1961, through October 31, 1961, to deliver the gas to that 
company. Michigan Consolidated, in turn, has indicated in its filings that this 
gas will be injected into storage and therefore would be available for use during 


1 Sunray Mid-Continent Oil Co. v. P.P.C., 364 U.S. 137 (1960). 
2 Michigan Consolidated Gas Company v. F.P.C., 283 F. 24 204 (CADC 1960). 
3 Michigan Consolidated Gas Company v. F.P.C., 282 F. 2d 854 (CADC 1960). 


693-489 —64——_74 
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the winter heating season to the advantage of the gas consuming public. At this 
time it would appear that the benefits to the gas consuming public favor a de- 
livery during this interim period to Michigan Consolidated. 

Panhandle alleges that the order is prejudicial to issues which must be de- 
termined in the abandonment case and other matters consolidated therewith. 
In our order of April 28, 1961, we noted specifically that “the action of the Com- 
mission [on the motion for second interim relief] will be without prejudice to 
such final disposition of the application of Panhandle to abandon delivery of 
127,000 Mcf per day to Michigan Consolidated as the ultimate record may re- 
quire.” We have not, and will not until all the evidence is before us, adjudge 
any issues, including the question whether or not Panhandle should be permitted 
to make its proposed sale of gas to Ford Motor Company. We did not issue 
such order upon a basis of the evidence now being submitted in the hearing which 
is before an examiner. At such time as that evidence is before us we will exam- 
ine and determine, upon a comparative record, whether the abandonment of 
service being sought by Panhandle should be permitted. There has been no 
prejudgment of the issues in that proceeding. 

While we deplore the extension of any proceeding before this Commission by 
tactics which are inimical to the public interest we cannot say that the desire 
of Michigan Consolidated for the return of service would be such a tactic, nor do 
we see how the reinstatement of this service can prolong the proceedings now in 
progress. Panhandle’s argument that because Michigan Consolidated has al- 
ready received a rate increase “to ‘compensate’ for the discontinuance of Pan- 
handle’s deliveries at Detroit” and that a recommencement of delivery of that 
gas now by Panhandle to Michigan Consolidated somehow aggrieves Panhandle 
because Michigan Consolidated will thereby obtain a “windfall” seems to be ex- 
tremely specious reasoning. If Michigan Consolidated obtained a rate increase 
for the aforesaid reason, it is a matter of concern for the Michigan Public Serv- 
ice Commission. It is not for this Commission to attempt to adjudicate rate 
matters which are properly before state commissions. 

Panhandle excepts to the finding that Michigan Consolidated could take the 
gas. We had before us at the time the second interim order was issued studies 
which indicated that Michigan Consolidated was able to take this gas and that 
it would be able to inject it into storage for winter use. We have seen no 
evidence to show that this is not the case. Furthermore, we ordered that 
Michigan Consolidated file monthly statements with this Commission indicating 
its purchases by sources and the disposition of its gas, including its storage 
injection and its sales by classes of service, for the period of the interim relief 
required by our order. We thereby provided a means to determine whether 
Michigan Consolidated will use this gas as it has indicated would be done. If 
it is found that it is using this gas to “immediately commence[d] the delivery 
of Panhandle gas to Ford Motor Company’s River Rouge plant” as Panhandle 
alleges, or that they are using this gas in any manner which is inconsistent 
with its prior allegations, we can then take such action as we deem necessary. 

Finally, Panhandle alleges that the reinstatement of service to Michigan 
Consolidated under Rate Schedule X-2 would constitute an initial service which 
eannot be directed over the opposition of a pipeline and, at the same time, be 
made subject to an obligation on the part of the pipeline to refund. It alleges 
that, absent a contractual obligation to sell to Michigan Consolidated “and in 
violation of the provisions of Panhandle’s tariff’, Rate Schedule X-2 is improper 
and that in prescribing said rate schedule, which has not been agreed to by 


Panhandle, the Commission exceeded its authority pursuant to Sections 4 or 5 
of the Natural Gas Act. 
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This is not a “new” service to Michigan Consolidated. As we have noted 
above, it is still incumbent upon Panhandle to receive permission from this 
Commission to abandon service before it can validly do so. The rate we have 
prescribed in Rate Schedule X-2 is the same as the average rate which would 
have been charged by Panhandle to Michigan Consolidated had it not discon- 
tinued service of 127,000 Mcf per day. The 33.9¢ per Mcf rate in Rate Schedule 
X-2 restates the rate set forth in Rate Schedule X-1 which was effective, 
subject to refund, during the period of our first interim order issued Septem- 
ber 21, 1960, and is the equivalent of Panhandle’s present S—1 storage rate, 
which is for another off-peak sale and is effective subject to refund. We pre- 
scribed this rate in order to carry out the provisions of the Natural Gas Act 
under the powers delegated to us in said Act. 

For the aforesaid reasons we are of the opinion that Panhandle has failed 
to present any valid basis to support a rehearing of our order. 


The Commission orders: 


The application of Panhandle Eastern Pipe Line Company for rehearing of 
our April 28, 1961 order is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G—2306; 
MICHIGAN WISCONSIN PIPE LINE COMPANY, G-—2327; AMERICAN 
LOUISIANA PIPE LINE COMPANY, G—10396; PANHANDLE EASTERN 
PIPE LINE COMPANY, G-11061; MICHIGAN WISCONSIN PIPE LINE 
COMPANY, G-17180; TRUNKLINE GAS COMPANY, CP60-22 (PHASE 
TWO); PANHANDLE EASTERN PIPE LINE COMPANY, CP60-40; PAN- 
HANDLE EASTERN PIPE LINE COMPANY, CP60-60; PANHANDLE 
SASTERN PIPELINE COMPANY, CP60-126; VILLAGE OF TREMONT, 
ILLINOIS, CP61-8; PANHANDLE EASTERN PIPE LINE COMPANY, 
CP61-36; CITIZENS GAS COMPANY, CP61-54; CENTRAL ILLINOIS 


LIGHT COMPANY, CP61-114; CENTRAL ILLINOIS LIGHT COMPANY, 
CP61-115 


ORDER SEVERING PROCEEDINGS, CONSOLIDATING PROCEEDINGS, FIXING DATE OF HEARING 
AND SPECIFYING PROCEDURE 


(Issued December 1, 1960) 


In Docket No. G—2306, et al.,* the Commission issued Opinion No. 276 and 
accompanying order, on October 1, 1954, 18 FPC 380, authorizing American 
Louisiana Pipe Line Company (American Louisiana), a Delaware corporation 
with principal place of business at 645 Griswold Street, Detroit 26, Michigan, to 
construct a new gas transmission pipeline system approximately 1,200 miles in 
length to extend from North Tepetate, Louisiana, to Detroit, Michigan.* As cer- 


? The entire consolidated proceeding included: American Louisiana Pipe Line Company, 
G-—2306 ; Michigan Wisconsin Pipe Line Company, G—-2327 and G—9850 ; Northern Natural 
Gas Company, G—2399, G—-2460, G-4259, G-4260, G-4261, and G—12241; El Paso Natural 
Gas Company, G—12135; Permian Basin Pipeline Company, G—12242; Iron Ranges Nat- 
ural Gas Company, G—9648, G—12223, and G—12217; Midwestern Gas Transmission Com- 
pany, G-9451, G—9452, and G-9453; Tennessee Gas Transmission Company, G-—9454 and 
G-11107; and Natural Gas Pipeline Company of America, G—9966. 

2 Notice of the application filed by American Louisiana was published in the Federal 
Register on December 29, 1953 (18 F.R. 8812). 
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tificated, the new pipeline system had an initial sales capacity of approximately 
300,000 Mcf of natural gas per day. In its application, American Louisiana 
sought authorization to deliver this entire initial sales capacity to two affiliated 
companies, Michigan Wisconsin Pipe Line Company (Michigan Wisconsin) in 
the amount of 100,000 Mcf per day, and Michigan Consolidated Gas Company 
(Michigan Consolidated) in the amount of 200,000 Mcf per day.* However, the 
allocation of the natural gas and certain other issues were reserved in Opinion 
No. 276. 

In Docket No. G—2327, Michigan Wisconsin, a Delaware corporation with 
principal place of business at 500 Griswold Street, Detroit, Michigan, filed an 
application for a certificate authorizing the construction and operation of addi- 
tional pipeline facilities consisting of looping existing pipeline and increasing 
compressor facilities in order to enlarge its average day system sales capacity 
from approximately 303,000 Mcf to 403,000 Mcf or more of natural gas per day.‘ 
This increase would utilize the 100,000 Mcf per day which American Louisiana 
sought to deliver to Michigan Wisconsin in Docket No. G—2306. 

In Docket Nos. G—2306 and G-2327, et al., the Commission issued Opinion 
No. 291 and accompanying order, on May 7, 1956, authorizing, inter alia, 
American Louisiana to construct and operate the facilities described in its 
application in Docket No. G—2306 with respect to which decision was reserved 
in Opinion No. 276 and accompanying order. Michigan Wisconsin was au- 
thorized to construct and operate the facilities described in its application in 
Docket No. G—2327, consisting of looping existing pipeline facilities and in- 
creasing compressor facilities. (15 FPC 23.)° 

Of its initial sales capacity of approximately 300,000 Mcf per day, American 
Louisiana was authorized to sell to Michigan Wisconsin the maximum amount 
of 85,000 Mcf per day, and to Michigan Consolidated the maximum amount of 
135,000 Mcf per day. Final disposition of the remaining volume of 80,000 Mcf 
per day was reserved until further order of the Commission and, pending such 
order, that volume was divided 15,000 Mcf per day to Michigan Wisconsin and 
65,000 Mcf per day to Michigan Consolidated. (15 FPC at 43.) 

Having previously amended the pertinent portion of Opinion No. 291 (16 
FPC 897), the Commission entered an order on May 9, 1957, which, inter alia, 
made a further modification of such opinion. It was there provided that 
Michigan Consolidated was to receive a permanent allocaton of 146,000 Mcf 
per day and Michigan Wisconsin to receive 90,515 Mcf per day. The balance of 
59,885 Mcf per day remaining in the American Louisiana capacity was tempo- 
rarily allocated as follows: (a) 51,600 Mcf per day to Michigan Consolidated 
and (b) 8,825 Mcf per day to Michigan Wisconsin. (17 FPC 657.) ° 





® Michigan Consolidated is exempt from the jurisdiction of the Commission (Docket 
No. G-—6507), but forms a part of the American Natural Gas Company, together with 
American Louisiana and Michigan Wisconsin. 

*Notice of the application filed by Michigan Wisconsin was published in the Federal 
Register on December 29, 1953 (18 F.R. 8812). 

® References to this proceeding include: 15 FPC 23; 16 FPC 702; 16 FPC 720; 16 FPC 
779; 16 FPC 858; 16 FPC 897; 16 FPC 944; 17 FPC 300; 17 FPC 461; 17 FPC 657; 
17 FPC 671; 18 FPC 632; 18 FPC 685; 19 FPC 1; 19 FPC 217; 19 FPC 268; 19 FPC 
737; 19 FPC 913; 19 FPC 1113; 20 FPC 410; 20 FPC 447; 20 FPC 575; 21 FPC 70; 
21 FPC 409 and 21 FPC 414. 

*This temporary allocation was reaffirmed on June 25, 1958 (19 FPC 1113). On Octo- 
ber 31, 1958, the Commission entered an opinion and order in Docket No. G—2306, et al. 
(20 FPC 575). In pertinent part, it was found and held that a permanent allocation of 
the 59,885 Mcf per day reserved in Docket Nos. G-2306 and G—2327 should not be made 
and should be deferred, with the temporary allocation set forth in 17 FPC 657, 659 
remaining in effect (20 FPC 575 at 611, 613). 
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In Docket No. G—10896,7 American Louisiana filed an application on May 14, 
1956, for a certificate of public convenience and necessity pursuant to Section 7 
of the Natural Gas Act, authorizing it to construct and operate certain facilities 
for the transportation and sale of natural gas in interstate commerce. American 
Louisiana sought to construct and operate (as additions to the facilities there- 
tofore certificated in Docket No. G—2306), 35.8 miles of 8% inch “gathering” 
pipeline, meter and regulator stations, four new compressor stations with an 
aggregate of 42,000 horsepower and an addition of 2,000 horsepower to two of 
its three then certificated compressor stations. American Louisiana proposed 
to construct the facilities in two steps, as follows: 


“Step one” to consist of the construction of two new 12,000 horsepower com- 
pressor stations in Indiana and Ohio and the addition of 2,000 horsepower in 
two previously certificated stations. This would result in an increase in the 
system daily delivery capacity from 300,000 Mcf to approximately 360,000 
Mcf of natural gas per day.® 

“Step two” to consist of the construction, by July 1, 1957, of two new com- 
pressor stations, numbers 2 and 5, one of 8,000 horsepower to be constructed 
in Louisiana and one of 10,000 horsepower to be constructed in Tennessee. 
The resultant increase in daily delivery capacity would be approximately 
40,000 Mcf of natural gas per day. 


The overall system daily delivery capacity would be increased from 300,000 
Mef of natural gas per day (Docket No. G—2306, et al.) to 400,000 Mcf per day 
upon completion and operation of all the proposed facilities. 

In Docket Nos. G—10398, G—10399, G—10400, G-10442 and G—10443, Gulf Refin- 
ing Company (Gulf), a Delaware corporation, filed on May 14 and May 21, 1956, 
applications for certificates of public convenience and necessity pursuant to 
Section 7 of the Natural Gas Act authorizing it to sell natural gas to American 
Louisiana for transportation and resale in interstate commerce from the 
following fields: * 


Docket No. G-10398—Krotz Springs, Louisiana 
Docket No. G—10399—Church Point, Louisiana 
Docket No. G—-10400—West Little Chenier, Louisiana 
Docket No. G-10442—Hayes, Louisiana 

Docket No. G—-10443—-Washington, Louisiana 


These applications were related to the application filed by American Louisiana 
in Docket No. G—10396." 

In Docket No. G—11061, Panhandle Bastern Pipe Line Company (Panhandle), 
a Delaware corporation with principal offices at 1221 Baltimore Avenue, Kansas 


7 References to this proceeding include: 17 FPC 22; 18 FPC 571; 19 FPC 661; 20 FPC 
475; 20 FPC 851; 21 FPC 218; 21 FPC 366; 21 FPC 530; 21 FPC 688; 22 FPC 82 and 
22 FPC 91. 

*On July 13, 1956, American Louisiana filed an application for temporary authorization 
to proceed with “step one” of its construction program, which authorization was granted 
by the Commission on August 8, 1956, without prejudice to the ultimate disposition of the 
application filed by American Louisiana. 

®In Docket No. G—10396, an order was entered on March 14, 1958, denying permission 
to American Louisiana to withdraw pleadings designed to delete “step two” from the 
expansion program contained in the application. 

2®As noted herein, action in Docket No. G-10398 (Krotz Springs) has been postponed ; 
in Docket No. G—10400 (West Little Chenier), a certificate has been granted; and in 
Docket Nos. G-10399 (Church Point), G—-10442 (Hayes), and G—-10443 (Washington), the 
applications were withdrawn. 

1 Notice of the applications of American Louisiana and Gulf was published in the Federal 
Register on August 24, 1956 (21 F.R. 6397-6398). 
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City 5, Missouri, and 120 Broadway, New York 5, New York, filed an application 
on September 10, 1956, pursuant to Section 7(b) of the Natural Gas Act for an 
order permitting and approving complete abandonment of service to Michigan 
Consolidated,” including the delivery and sale of 125,000 Mcf of natural gas per 
day to Michigan Consolidated at Detroit, Michigan, and 2,000 Mcf of natural gas 
per day at Ann Arbor, Michigan. 

In Docket Nos. G—10396, G-10398, G-10399, G-10400, G—10442, G-10442 and 
G—11061, consolidation was effectuated by an order issued October 5, 1966. 

In Docket Nos. G—10399, G—10442 and G—10443, the certificate applications filed 
by Gulf were withdrawn by order of the Commission issued January 11, 1957. 
In Docket No. G—10398 (Krotz Springs field), action on the motion filed by Gulf 
to withdraw the certificate application was postponed. (17 FPC 22.) * 

In Docket No. G—10396. et al., an order was issued on October 10, 1958," 
granting a certificate to American Louisiana and authorizing the construction 
and operation of the facilities involved in “step one” but not in “step two” of 
its application in Docket No. G—10396. The increased capacity made available 
thereby to American Louisiana was allocated 55 percent to Michigan Wisconsin 
and 45 percent to Michigan Consolidated until further order of the Commis- 
sion, but none of the expansion gas was to be used for firm loads. (20 FPC 
475.) 

In Docket No. G-18312, American Louisiana filed an application on April 15, 
1959, for a certificate authorizing construction and operation of compressor 
stations, numbers 2 and 5, totalling 18,000 horsepower, for the purpose of in- 
creasing the daily delivery capacity of American Louisiana by approximately 
43,000 Mcf of natural gas per day.“ On December 29, 1959, the certificate was 
issued in Docket No. G—18312 and what American Louisiana sought in “step two” 
of its application in Docket No. G—10396, supra, was achieved. (22 FPC 1116.) 

In Docket No. G—11061, the order permitting abandonment of service by 
Panhandle to Michigan Consolidated was issued on December 19, 1958. It was 
ordered therein, in pertinent part, that American Louisiana should deliver tu 
Michigan Consolidated 127,000 Mcf of natural gas per day, utilizing the 59,885 
Mcf of natural gas per day reserved in Docket No. G—2306, additional output 
by use of all compressors, and the additional 57,000 Mcf per day capacity made 
available in Docket No. G—10396, until further order of the Commission. (Docket 
No. G—10396, et al ; 20 FPC 851). 

On January 26, 1959, Michigan Consolidated filed with the Commission a pro- 
posal in settlement of the controversy. Under this proposal the order author- 
izing complete abondonment would be modified and would provide, instead, that 
Panhandle be authorized to abandon as of October 1, 1959, its present deliveries 
of 127,000 Mcf per day which are available on the peak days upon condition that 
on the same date Panhandle commence the delivery to Michigan Consolidated 
of the same annual volume of 46,355,000 Mcf. This plan, Michigan Consolidated 
urged, would enable Panhandle to serve 75,000 additional space heating con- 
Sumers and at the same time permit Michigan Consolidated through the use 


12 Notice of the application filed by Panhandle was published in the Federal Register on 
October 11, 1956 (21 F.R. 7783). 


13 The right of Gulf to cancel the Krotz Springs contract is now the subject of judicial 
proceedings (20 FPC 475 at 477). 

14In Docket No. G—10400, the order of October 10, 1958 also granted a certificate of 
public convenience and necessity to Gulf. And in the same order, the Commission deferred 
action on the application by Panhandle to abandon service to Michigan Consolidated in 
Docket No. G—11061. 


145 Notice of the application filed by American Louisiana was published in the Federal 
Register on September 18, 1959 (24 F.R. 7558). 
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of storage facilities to meet its own requirements. Numerous responses were 
filed for and against this plan. Among those opposing the plan were Panhandle 
and many of its customers. Since the plan was not acceptable to the parties and 
was otherwise inconsistent with the order authorizing abandonment, it was 
rejected by the Commission. (Docket No. G—10396, et al; 21 FPC 218 at 227.) 

In Docket No. G-17180, Michigan Wisconsin filed an application on December 
4, 1958, for a certificate of public convenience and necessity pursuant to Section 
7 of the Natural Gas Act authorizing it to construct and operate certain facilities 
to sell natural gas to eight distributing companies“ for distribution in 29 com- 
munities in Wisconsin and one in Michigan, all as more fully represented in the 
application. 

Although Michigan Wisconsin stated in its application that such application 
is “wholly independent of any application or proposal” then pending before 
the Commission, it was stated that, on November 4, 1958, Michigan Wisconsin 
notified the Commission, in compliance with Opinion No. 316 (dated October 31, 
1958) (20 FPC 575), that the application in Docket No. G—17180 would be 
filed. It was also stated that service was originally sought from Michigan 
Wisconsin by the distributing companies in conjunction with its application in 
Docket No. G—2327 and that by Opinion No. 291, and subsequent orders, the Com- 
mission reserved for service to these new markets an average day volume of 
59,885 Mcf out of the initial 300,000 Mcf per day capacity of American Louisiana 
(citing 15 FPC 23, 16 FPC 897, 17 FPC 300 and 17 FPC 657, in Docket No. 
G-2306, et al.) 2" 

To accomplish the sale to the distributing companies, Michigan Wisconsin 
proposes to construct and operate approximately 278.9 miles of main line ex- 
tensions and approximately 2,750 additional horsepower on its pipeline facilities. 

The proposed expansion is estimated to cost approximately $9,162,000. It is 
anticipated that the expansion would be financed through the issuance of bonds 
in the amount of $8,000,000. The balance of the funds required would be ob- 
tained from treasury funds. 

In Docket No. G—18144, Panhandle filed an application on March 24, 1959, 
as supplemented on April 1, 1959, and April 15, 1959,“ in the alternative for (1) 
a modification of the certificate of public convenience and necessity issued to it 
on June 30, 1956, in Docket No. G-—2433 or (2) a certificate of public con- 
venience and necessity pursuant to Section 7 of the Natural Gas Act authorizing 
the operation of facilities which Panhandle has installed to modernize and 
turbocharge its compressor engines at existing stations and the delivery of an 
additional 30,000 Mcf of natural gas per day to its existing customers. 

Docket Nos. G—10396, G-—10400, G-11061 and G-—18144” were consolidated 
on April 22, 1959, for the purpose of a hearing on the issues concerning the 


16 Including : City Gas Company, Merrill Gas Company, Peoples Gas Company, Wisconsin 
Fuel and Light Company, Wisconsin Public Service Corporation, Wisconsin Rapids Gas and 
Electric Company, Central Wisconsin Gas Company, and Natural Gas Distributors, Inc. 

17In its application in Docket No. G-17180, Michigan Wisconsin also referred to Opinion 
No. 316, wherein its application to serve the same distributing companies as well as certain 
other communities and to provide an inter-connection with the facilities of Northern 
Natural Gas Company was denied (Docket No. G—-9850) (20 FPC 575 at 603-606, 613). 

See also the application and orders of the Commission issued in the consolidated pro- 
ceedings involving Docket No. G—18316 (22 FPC 775, 1157; 23 FPC 111, 583, 740; 24 
FPC 33), appeal pending, Michigan Gas and Electric Company v. F.P.C., CADC No. 15592. 

18 Notice of the application filed by Panhandle was published in the Federal Register on 
April 29, 1959 (24 F.R. 3334). 


29 Michigan Consolidated was denied leave to intervene in Docket No. G-18144 (21 FPC 
688 and 22 FPC 91). 
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allocation of (1) the 127,000 Mcf per day resulting from the abandonment by 
Panhandle of service to Michigan Consolidated and (2) the 30,000 Mcf per 
day resulting from the application filed by Panhandle in Docket No. G—18144 
(21 FPC 530). 


In Docket No. G-11061, the Presiding Examiner issued his initial decision 
on June 16, 1959, approving the plan submitted by Panhandle for allocating 
the 127,000 Mcf of natural gas per day which resulted from the order author- 
izing abandonment by Panhandle of its service to Michigan Consolidated. 

In Docket No. G—18144, the Presiding Examiner recommended that a certifi- 
cate of public convenience and necessity issue to Panhandle authorizing the 
modernization and operation by Panhandle of its compressor station engines 
and a certificate authorizing Panhandle to allocate the 30,000 Mcf per day of 
additional capacity made available in Docket No. G-18144. 

In Docket No. G—10396, et al., the Commission issued an order on July 16, 
1959, adopting the initial decision of the Presiding Examiner both as to Docket 
No. G—-11061 and Docket No. G—18144 (22 FPC 82) .” 

In Docket No. G—10396, et al., eleven consolidated petitions for review were 
filed with the United States Circuit Court of Appeals for the District of Colum- 
bia Circuit, challenging three related orders of the Commission: (1) the order 
issued December 19, 1958, authorizing the abandonment by Panhandle and 
allocating American Louisiana’s gas to Michigan Consolidated; (2) the order 
issued February 13, 1959, denying rehearing, rejecting the offer of settlement 
submitted by Michigan Consolidated and excluding the American Natural sys- 
tem and its customers from further proceedings involving disposition of the 
abandonment gas and (3) an order, issued during the course of the hearings, 
affirming the exclusion of certain evidence by the Presiding Examiner. Upon 
review, the orders were set aside and the case remanded to the Commission 
for further proceedings not inconsistent with the opinion of the Court. Michigan 
Consolidated Gas Company v. F.P.C. 283 F. 204 (No. 14975, et al., decided 
April 29, 1960, rehearing denied, July 11, 1960, certiorari denied, 364 U.S. 913). 

In Docket No. G—10396, e¢ al., petitions were also filed with the Court to 
Teview the order of the Commission approving the proposal submitted by Pan- 
handle for the distribution of 157,000 Mcf of gas among its customers, including 
the 127,000 Mcf of abandonment gas and the 30,000 Mcf made available by the 
-expansion of the transmission facilities of Panhandle. Upon review, it was 
ordered that the order of allocation of the abandonment gas be set aside as 
moot. The order denying Michigan Consolidated leave to intervene with 
respect to the 30,000 Mcf was affirmed. Michigan Consolidated Gas Company v. 
F.P.C., 282 F. 24 854 (No. 15358, decided July 11, 1960). 

In CP60-22, Trunkline Gas Company (Trunkline), a Delaware corporation 
‘with principal place of business at Houston, Texas, filed an application on 
February 2, 1960, as amended on April 29, 1960, and July 11, 1960, for a certi- 
ficate of public convenience and necessity pursuant to Section 7 of the Natural 
“Gas Act authorizing the construction and operation of certain facilities, and 
tthe sale of gas therefrom, all as more fully represented in the application. Pur- 


* The initial decision of the Presiding Pxaminer appears at 22 FPC 86. 
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suant to a notice of applications, issued August 12, 1960," a consolidated hearing ™ 
was commenced on September 7, 1960, before a Presiding Examiner and the 
matter is pending decision on “Phase One” of the application filed by Trunkline.” 

In Docket No. CP60-22, Trunkline requested in its second amendment filed on 
July 11, 1960, that consideration of the proposed sale of approximately 130,000 
Mcf per day of natural gas to Panhandle, as described in the original application, 
be deferred until the Commission is prepared to proceed with the pending 
expansion application filed by Panhandle in Docket No. CP60-60. The notice of 
application issued on August 12, 1960, supra, related only to the “First Phase” 
of the application in Docket No. CP60-22 and not to the “Second Phase,” the 
proposed sales to Panhandle. 

In “Phase Two”, Trunkline requests authorization to expand its certificated 
design capacity from 605,000 Mcf per day “ to 710,000 Mcf per day for the pur- 
pose of increasing its sale to Panhandle. The application states that Panhandle 
has advised Trunkline of the intention of Panhandle to increase the volumes 
of gas to be supplied to its customers for the purpose of meeting the rapidly 
growing requirements of its markets and that Trunkline has agreed to supply 
Panhandle with substantial additional quantities of gas and to increase the 
maximum daily quantity to be sold by Trunkline to Panhandle to 475,000 Mcf, 
representing an increase of approximately 130,000 Mcf per day.*® 

In order to increase its line capacity to make the sale of an additional 
130,000 Mcf per day to Panhandle, Trunkline proposes to install approximately 
97.5 miles of main line loop and other necessary appurtenances.” 

The proposed total expansion is estimated to cost approximately $45,100,000 
and the proposed financing includes the sale of $10,000,000 in common stock 
to Panhandle and the issuance of $35,000,000 in long-term securities, consisting 
of $27,000,000 in bonds and $8,000,000 in preferred stock. “Phase One” of the 
application is estimated to cost approximately $25,400,000, and the proposed 
financing of it includes the issuance of $20,000,000 in long-term securities and the 
sale of $5,400,000 in common stock to Panhandle. 

In CP60-40, Panhandle filed on February 19, 1960, an application, as supple- 
mented on March 21, 1960, pursuant to Section 7(c) of the Natural Gas Act, 
for a certificate of public convenience and necessity seeking authorization to 
construct and operate a measuring and regulating station on its existing main 
line in Paulding County, Ohio, in order to transport and sell natural gas to 
General Portland Cement Company (Portland), on an interruptible basis during 


™ Notice of the applications was published in the Federal Register on August 18, 1960- 
(25 F.R. 8008). 

@In “Phase One” of Docket No. CP60-22, Trunkline seeks authority to make initial 
deliveries and sales of gas to Mississippi River Transmission Corporation, Northern Indiana 
Public Service Company, Central Illinois Electric and Gas Company, and the City of Rens- 
selaer, Indiana. Trunkline also proposes to deliver additional volumes of gas to certain 
of its existing customers, namely, Central Illinois Public Service Company, Citizens Gas 
Company, United Cities Gas Company, and the City of McLeansboro, Illinois. 

In the application, as amended, Trunkline proposes to construct and operate only a 
portion of those facilities described in its original application, including the installation 
of 154.5 miles of main loop line and 69.4 miles of supply lateral, measurng stations and 
other appurtenances. 

2The entire consolidated proceeding included: Trunkline Gas Company, Docket Nos. 
CP60-22 and CP60-61; Mississippi River Transmission Corporation, Docket No. CP60-95 ; 
Richardson & Bass (Operator), Docket No. CI60—209 ; The California Company, Docket No. 
CI60—215, and Humble Oil & Refining Company, Docket No. CI60—259. 

* Assuming that “Phase One” of the application in Docket No. CP60—22 is granted. 

% The present Panhandle contract-demand from Trunkline is 345,000 Mcf per day. 

2% The 154.5 miles of main line loop proposed in “Phase One” and the 97.5 miles pro- 
posed herein will complete the looping of the main transmission line of Trunkline. 
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the period March 15 to November 15 of each year, all as more fully represented 
in the application. 

The application states that Portland will use the natural gas to fire 2 kilns 
in the manufacture of cement at its plant in Paulding County and that Portland 
will realize important economies in fuel consumption, ease of operation and 
other benefits by use of natural gas. 

The sale will be made pursuant to an industrial gas contract which provides, 
among other things, for a maximum delivery of up to 10,000 Mcf per day during 
the period March 15 to November 15 of each year. 

To accomplish the sale to Portland, Panhandle proposes to construct a meas- 
uring and regulating station at a cost of approximately $20,700, to be financed 
from funds on hand. Portland will construct and operate a short connecting 
lateral to its cement plant from the main line of Panhandle. 

Notice of the application filed by Panhandle was published in the Federal 
Register on September 3, 1960 (25 F.R. 8584). The hearing, originally sched- 
uled for September 29, 1960, was continued on September 28, 1960, subject to 
further notice by the Secretary of the Commission (25 F.R. 9577). 

In Docket No. CP60-60, Panhandle filed, on March 14, 1960, as amended on 
May 24, 1960 and supplemented on August 19, 1960, an application pursuant to 
Section 7 of the Natural Gas Act, for a certificate of public convenience and 
necessity authorizing it to construct and operate certain facilities for the trans- 
portation and sale of an additional volume of 325,000 Mcf of natural gas per 
day in interstate commerce, all as more fully represented in the application. 

Panhandle seeks authorization to construct and operate approximately 298 
miles of 30-inch pipeline loops along its main transmission line between its 
existing Liberal, Kansas, and Montezuma, Indiana, compressor stations, and to 
add 25,000 horsepower of compressor units to existing stations along this section 
of line. Panhandle also proposes to construct and operate approximately 42.8 
miles of 16 and 26-inch supply laterals and approximately 80 miles of 6 to 12- 
inch sales laterals. 

The proposed expansion is estimated to cost approximately $46,480,000, of 
which $43,680,000 is associated with main line and supply lateral facilities. It 
is anticipated that the expansion would be financed through the issuance of 
debentures. 

Panhandle alleges that it has increased volumes of gas available from Trunk- 
line, its subsidiary, and that it has entered into contracts with independent 
producers, which, together with existing supplies, assure that Panhandle can 
make the increased deliveries of gas for which it here seeks authority. Pan- 
handle proposes to distribute the additional volumes of gas made available by 
this expansion to existing customers and “such other customers as may be 
sought during the pendency of the proceedings”’. 

In Docket No. CP60—126, Panhandle filed on June 20, 1960, an application and 
on June 24, 1960, a supplement thereto, pursuant to Section 7 of the Natural 
Gas Act, requesting authorization to transport natural gas in interstate com- 
merce for sale to Johns Manville Fiber Glass, Inc. (Johns Manville) in Ohio, all 
as more fully represented in the application. 

Panhandle now has authorization to transport gas to existing plants of 
Johns Manville near Defiance, Ohio, and proposes to transport additional gas 
for sale and delivery to the new Johns Manville fiber glass plant and to an 
existing Johns Manville plant near Waterville, Ohio. The sales are to be made 
on an interruptible basis. Panhandle has agreed to supply Johns Manville’s 
natural gas requirements for processing use up to a daily volume of 6,000 Mcf. 
The estimated annual requirement for the proposed new service will not exceed 
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600,000 Mcf per year. Panhandle alleges that natural gas is essential to the 
processes which will be performed in the new Johns Manville plant. The gas 
will be used principally to fire smelters and refiners in the glass furnaces, the 
product of which will be textile fiber glass. Panhandle states that the gas will 
not be used for boiler fuel. Under the contract between these parties Johns 
Manville is required to keep standby fuel on hand. 

Panhandle proposes to construct and operate measuring and regulating 
equipment at the point of connection between the main line of Panhandle and 
the supply line to the plants. The cost of the measuring and regulating station 
is estimated to be $15,000, which will be financed from cash on hand. 

Notice of the application filed by Panhandle was published in the Federal 
Register on September 3, 1960 (25 F.R. 8584). The hearing, originally sched- 
uled for October 25, 1960, was continued on September 23, 1960, subject to 
further notice by the Secretary of the Commission (25 F.R. 9309). 

In Docket No. CP61-8, the Village of Tremont, Illinois, a municipal corpora- 
tion organized and existing under the laws of Illinois, filed an application on 
July 14, 1960, as supplemented on September 13, 1960, pursuant to Section 7 (a) 
of the Natural Gas Act for an order directing Panhandle to establish physical 
connection of its transmission facilities with the facilities which it proposes 
to construct and to sell and deliver natural gas to it, all as more fully set forth 
in the application.” 

The Village of Tremont is seeking a supply of gas in the following amounts: 


Annual Peak day 
TE i sie Asistencia ta ansaid 33, 520 Mcf 270 Mef 
SUE «AI iinciscss mromsanngiceciipaiiiintamipaitiges 53, 350 Mcf 430 Mcf 
BOG SOs ticisacncicecnsagnitiabaiteanaietaaiin 71,110 Mcf 580 Mcf 


The Village of Tremont proposes to construct and operate a distribution 
system and a lateral line extending from the village border to an interconnection 
with the Panhandle transmission line approximately 4 miles west of the 
village. 

The total estimated cost of constructing the proposed distribution system and 
supply lateral is $275,000, which would be financed by the issuance of municipal 
natural gas revenue bonds, payable from the revenues of the gas system. 

In Docket No. CP61-36, Panhandle filed an application on August 8, 1960, 
pursuant to Section 7 of the Natural Gas Act, for a certificate of public con- 
venience and necessity requesting authorization for the sale and delivery of 
natural gas to the B. F. Goodrich Company (Goodrich), in Allen County, Indi- 
ana, all as more fully set forth in the application.” 

Panhandle proposes to transport the gas through its existing facilities to 
its Edgerton Compressor Station in Allen County, Indiana, at which point 
Northern Indiana Fuel and Light Company (Northern Indiana), a local dis- 
tributor of gas in Indiana, will interconnect. Northern Indiana will transport 
the gas to Goodrich for the account of Panhandle and will be paid by Panhandle 
at the rate of 2 cents per Mcf for each Mcf transported and delivered. No 
additional facilities will be constructed by Panhandle. 

The annual requirements of the Goodrich plant are estimated by Goodrich 
to be 580,000 Mcf and the contract volume which Panhandle is obligated to 


27 On October 14, 1960, Panhandle filed an answer in opposition to the application filed 
by the Village of Tremont, including a motion to consolidate Docket No. CP61-8 with the 
existing application filed by Panhandle in Docket No. CP60—60. 

"On September 16, 1960, Michigan Consolidated filed a motion to consolidate the appli- 
cations filed by Panhandle in Docket Nos. CP60-40, CP60—126, and CP61-36 with the 
remanded proceedings in Docket Nos. G-10396 and G—11061 for hearing and decision. 
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deliver does not exceed 5,000 Mcf per day. The service will be interruptible 
when in Panhandle’s judgment firm customer requirements so warrant. 

It is anticipated that service would commence on or about October 1, 1961, 
on which date Goodrich will have completed this new plant. Panhandle 
states that it has sufficient supplies of gas to furnish the service required 
by the Goodrich plant. On June 10, 1960, the Public Service Commission of 
Indiana entered an order granting authorization to Panhandle for the service 
to Goodrich. 

In Docket No. OP61-54, Citizens Gas Company (Citizens Gas), an Illinois 
corporation of Tuscola, Illinois, filed on August 22, 1960, an application pursuant 
to Section 7(a) of the Natural Gas Act for an order directing Panhandle to 
establish physical connection of its transportation facilities with the proposed 
facilities of Citizens Gas and to sell and deliver natural gas to Citizens for 
distribution and resale in the Village of Pesotum, Illinois, and surrounding area, 
all as more fully set forth in the application. 

The facilities proposed to be constructed by Citizens Gas consist of a 3-inch 
pipeline extending from the village border for 24% miles to the point of inter- 
section with the Champaign Lateral on the Panhandle system, together with 
the necessary distribution lines. 


The estimated natural gas requirements for the above service area are as 
follows: 


Year 1 2 $ 4 5 
Peak Day (Mcf) 157 255 324 343 353 
Annual (Mcf) 16,778 27,392 37,130 37,206 38,348 


Citizens Gas alleges that it is presently engaged in the business of dis- 
tributing natural gas at retail in several communities in Illinois and that it has 
eontract arrangements with Panhandle for sufficient quantities of natural 
gas to serve the market in the Village of Pesotum without any increase in firm 
contract quantities. The estimated cost of the facilities proposed by Citizens 
Gas is $89,544, initially, increasing to an ultimate cost of $109,000, which costs 
will be paid from available company funds. 

In CP61-114, Central Illinois Light Company (Central Illinois), 300 Liberty 
Street, Peoria, Illinois, filed an application on October 11, 1960, pursuant to 
Section 7(a) of the Natural Gas Act, for an order directing Panhandle to 
establish physical connection of its transportation facilities with the facilities 
proposed to be constructed by Central Illinois and to sell and deliver to Central 
Illinois its natural gas requirements for the Village of Williamsville, Sangamon 
County, Illinois (Williamsville) all as more fully represented in the applica- 
tion, 

The application states that Williamsville has a population of approximately 
750 and is situated approximately one quarter mile east of the 16-inch gas 
transmission line of Panhandle known as the Peoria Lateral. There are no 
existing natural gas facilities in Williamsville or its environs. Central Illinois 
is an operating public utility furnishing electric, gas and steam heating utility 
services in central Illinois and all the natural gas supplied by it to its customers 
is purchased from Panhandle, being delivered through the 16-inch Peoria 
Lateral, 

Central Illinois proposes to construct and operate a local distribution system 
for service to Williamsville and environs at an estimated initial installation 
cost of $141,200, with an estimated cost at the end of the first five years of 
$157,600, which will be financed from funds available for construction purposes. 
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It is estimated in the application that the peak day and annual requirements 
for the proposed services are 425 Mcf and 49,610 Mcf, respectively, for the first 
year and 626 Mcf and 70,489 Mcf, respectively, in the third year of service. 
Central Illinois alleges that use of this natural gas will afford substantial sav- 
ings and convenience to the public in Williamsville and environs. 

In Docket No. CP61-115, Central Illinois filed an application on October 11, 
1960, pursuant to Section 7(a) of the Natural Gas Act, for an order directing 
Panhandle to establish physical connection of its transportation facilities with 
the facilities proposed to be constructed by Central Illinois, and to sell and 
deliver to Central Illinois its natural gas requirements for the Village of Sherman, 
Sangamon County, Illinois (Sherman), all as more fully represented in the 
application. 

The application states that Sherman has a population of approximately 300 
and is situated approximately one-half mile west of the 16-inch gas transmission 
line of Panhandle known as the Peoria Lateral. There are no existing natural 
gas facilities in Sherman or its environs. Central Illinois is an operating public 
utility furnishing electric, gas and steam heating utility services in central 
Illinois and all of the natural gas supplied by it to its customers is purchased 
from Panhandle, being delivered through the 16-inch Peoria Lateral. 

Central Illinois proposes to construct and operate a local distribution system 
for service to Sherman and environs at an estimated initial installation cost 
of $94,000, with an estimated cost at the end of the first five years of $123,500, 
which will be financed from funds available for construction purposes. 

It is estimated in the application that the peak day and annual requirements 
for the proposed service are 164 Mcf and 18,127 Mcf, respectively, for the first 
year and 358 Mcf and 38,417 Mcf, respectively, in the third year of service. Cen- 
tral Illinios alleges that use of this natural gas will afford substantial savings 
and convenience to the public in Williamsville and environs. 

All applications referred to herein are on file with the Commission and are 
open for public inspection. This order shall constitute notice of the filing of 
such applications. 


The Commission finds: 


(1) It is necessary and appropriate in the public interest to reopen the pro- 
ceedings in Docket Nos. G—2306, G—2327, G-10396 and G-11061. 

(2) It is necessary and appropriate in the public interest that Docket Nos. 
G—2306, G—2327, G-10396 and CP60-22 (Phase Two) be severed from all 
other dockets in which consolidation of Dockets Nos. G—2306, G—2327, G—10896 
and CP60-22 (Phase Two) and such other dockets has previously been ordered 
and, further, that the issues of allocation of natural gas remaining in Docket 
Nos. G-2306, G-2327 and G-—10396 be severed from all other issues arising in the 
applications filed in such dockets and, further, that the issues remaining in 
Docket No. CP60-22 (Phase Two) be severed from all other issues arising in 
connection with the application filed therein. 

(3) It is necessary and appropriate in the public interest that those portions 
of the application in Dockets Nos. G-—2306, G-2327 and G—10396 regarding the 
allocation of natural gas, the application for abandonment in Docket No. 
G-11061, “Phase Two” of the application filed in Docket No. CP60-22, ad the 
applications in Docket Nos. G—17180, CP60—40, CP60-60, CP60-126, CP61-8, 
OP61-36, CP61-54, CP61-114 and CP61-115 be consolidated, pursuant to Section 
1.20 (b) of the Rules of Practice and Procedure of the Commission, for the 
purpose of hearing on all matters at issue therein, including but not limited to 
4 comparative consideration of the system capacities, markets and supplies of 
each party. 
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(4) It is necessary and appropriate in the public interest that an order of 
procedure be prescribed and followed so that the consolidated proceeding requir- 
ed by this order will be completed with reasonable dispatch. 


The Commission orders: 


(A) The proceedings in Docket Nos. G—2306, G—2327, G-10396 and G—11061 
be reopened in accordance with this order. 

(B) The orders consolidating Dockets Nos. G—2306, G-—2327, G—10396 and 
CP60-22 (Phase Two) with any other docket or proceeding be modified and all 
such other dockets or proceedings be severed from the instant consolidated 
proceedings and, further, the issues concerning allocation of natural gas remain- 
ing in Docket Nos. G—2306, G-—2327, and G—10396 be severed from any and all 
other issues arising in the applications filed therein and, further, the issues 
eoncerning “Phase Two” of Docket No. CP60-22 be severed from any and all 
other issues arising in connection with the application filed in Docket No. 
CP60-22. 

(C) The proceedings upon the applications filed in Dockets Nos. G-2306, 
G-2327, G—10396, G-11061, G—-17180, CP60-22 (Phase Two), CP60-40, CP60-60, 
CP60-126, CP61-8, CP61-36, CP61-54, CP61-114 and CP61-115 be consolidated 
for hearing in accordance with this order. 

(D) Pursuant to the authority contained in and subject to the jurisdiction 
conferred upon the Federal Power Commission by Sections 7 and 15 of the 
Natural Gas Act and Regulations thereunder, and the Rules of Practice and 
Procedure of the Commission, a hearing will be held commencing January 31, 
1961 at 10:00 a.m. (EST), in a hearing room of the Federal Power Commission, 
441 G Street NW., Washington, D.C., concerning the matters involved in and the 
issues presented in such applications, including but not limited to a comparative 
consideration of the system capacities, markets and supplies of each party. The 
hearing required by this order shall be conducted in accordance with the pro- 
cedure prescribed in paragraph (E) hereof. 

(E) With respect to the conduct of the hearing in this consolidated proceed- 
ing, unless the Presiding Examiner is convinced that a suggested deviation 
therefrom will materially assist in the prompt disposition of the issues, the 
procedure shall be as follows: 

(i) The record in the consolidated proceeding shall be numbered consecu- 
tively commencing with page number one. 

(ii) Other than the evidence referred to in subparagraph (viii) hereof, all 
testimony shall be presented orally upon the record at the hearing in the con- 
solidated proceeding, in question and answer form. So-called prepared testi- 
mony shall be received as evidence in the consolidated proceeding when, in 
the opinion of the Presiding Examiner, the submission of the prepared testi- 
mony of particular witnesses will enable the hearing to be terminated with 
more reasonable dispatch. 

(iii) Direct testimony with respect to all applications shall be presented 
prior to the commencement of any cross-examination. 

(iv) The Village of Tremont shall go forward first with its direct evidence 
as to all matters related to its application in Docket No. CP61-8; following 
which Citizens Gas shall present its direct case in support of its application 
in Docket No. CP61-54; following which Central Illinois shall present its direct 
ease in support of its applications in Docket Nos. CP61-114 and CP61-115. 

Following which Trunkline shall present its direct case in support of its 
application in Docket No. CP60-22 (Phase Two). 
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Following which Panhandle shall present its direct case in support of its 
applications in Docket Nos. G-11061, CP60—40, CP60-60, CP60-126 and CP61-36. 

Following which American Louisiana shall present its direct case in support 
of the allocation issues remaining in connection with the applications filed by 
it in Docket Nos. G—2306 and G—10396. 

Following which Michigan Wisconsin shall present its direct case in support 
of its application in Docket No. G-17180 and in support of the allocation issues 
remaining in connection with the application filed by it in Docket No. G—2327. 

Following which any party filing, pursuant to paragraph (F) hereof, a 
proposal or offer of settlement in the instant consolidated proceeding which 
is not agreed to by all the parties, shall present its direct case in support 
of such proposal or offer of settlement, including all relevant evidence which any 
other party may desire to offer. In the event that more than one proposal or 
offer of settlement is filed, the Presiding Examiner shall determine the order 
of presentation of direct evidence in support of such proposals or offers of 
settlement. Provided, however, that if a proposal or offer of settlement 
is filed by the Village of Tremont, Citizens Gas, Central Illinois, Trunkline, Pan- 
handle, American Louisiana or Michigan Wisconsin, such party or parties shall 
present its direct case in support of its proposal or offer at the time it presents 
its direct case in support of the applications referred to hereinabove in this 
subparagraph. 

(v) The order of presentation of all other evidence by the parties, including 
rebuttal evidence, shall be determined by the Presiding Examiner. Provided, 
however, that presentation of evidence, if any, by staff shall be subsequent to 
that presented by all parties. 

(vi) Upon the conclusion of the testimony of the last witness on direct, the 
Presiding Examiner shall recess the hearing until such date as he determines 
will permit the parties and staff a reasonable time within which to prepare 
for cross-examination. 

(vii) Any party to this consolidated proceeding desiring to offer any testi- 
mony or exhibit previously presented in prior or other Commission proceedings 
for admission in evidence in this consolidated proceeding by reference to the 
prior or other proceeding, shall have such testimony or exhibit physically 
reproduced. Fifteen copies of such reproduced testimony or exhibit material 
shall be filed with the Commission on or before January 9, 1961, and service 
thereof shall be made upon those persons named in the list issued in accordance 
with paragraph (J) hereof. 

(viii) Only testimony or exhibits previously presented in prior or other 
Commission proceedings which are physically reproduced, filed with the Com- 
mission and served in accordance with subparagraph (vii) hereof, and admitted 
into evidence by the Presiding Examiner, will be considered a part of the record 
in the consolidated proceeding required by this order. 

(F) Proposals or plans for settlement of the consolidated proceeding required 
by this order, by any person, shall be filed with the Commission on or before 
January 6, 1961, afid service thereof shall be made upon those persons named 
in the list issued in accordance with paragraph (J) hereof. Written response 
must be submitted by each person receiving a copy of the proposal or plan for 
settlement. The written responses shall be filed with the Commission on or 
before January 16, 1961, and service thereof shall be made upon those persons 
named in the list issued in accordance with paragraph (J) hereof. Fifteen 
copies of such proposals, plans and responses shall be filed with the Commission. 
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Consideration of such proposals or plans for settlement will be encompassed 
within the hearing on the consolidated proceeding required by this order. A 
settlement proposal which is agreed to by all the parties may be filed in ac- 
cordance with 18 CFR § 1.18 (1949). 

(G) This order shall constitute notice of the following : 

In Docket No. G—2306, application filed by American Louisiana, the issues re- 
garding the allocation, if any, of the remaining natural gas. 

In Docket No. G—2327, application filed by Michigan Wisconsin, the issues re- 
garding the allocation, if any, of the remaining natural gas. 

In Docket No. G—10396, application filed by American Louisiana, the issues 
regarding the allocation, if any, of the remaining natural gas. 

In Docket No. G-—11061, the application filed by Panhandle on September 10, 
1956. 

Application of Michigan Wisconsin, Docket No. G—17180, filed December 4, 
1958. 

Application of Trunkline, Docket No. CP60-22 (Phase Two), filed February 2, 
1960, as amended on April 29, 1960 and July 11, 1960. 

Application of Panhandle, Docket No. CP60—40, filed February 19, 1960, as 
supplemented on March 21, 1960. 

Application on Panhandle, Docket No. CP-60, filed March 14, 1960, as amended 
on May 24 and supplemented on August 19, 1960. 

Application of Panhandle, Docket No. CP60-126, filed June 20, 1960, as sup- 
plemented on June 24, 1960. 

Application by the Village of Tremont, Illinois, Docket No. CP61-8, filed 
July 14, 1960, supplemented on September 13, 1960. 

Application by Panhandle, Docket No. CP61-36, filed August 8, 1960. 

Application of Citizens Gas, Docket No. CP61-5, filed August 22, 1960. 

Application of Central Illinois, Docket No. CP61-—114, filed October 11, 1960. 

Application of Central Illinois, Docket No. CP61-115, filed October 11, 1960. 

(H) Any person heretofore permitted to intervene in the several and separate 
or consolidated proceedings in Docket Nos. G—2306, G—2327, G—10396, G—11061, 
G-17180, OP60-22, CP60-40, CP60-60, CP60-126, CP61-8, CP61-36, CP61-54, 
CP61-114 or CP61-115 desiring to participate in the consolidated proceeding re- 
quired by this order shall, on or before December 21, 1960, file with the Com- 
mission a notice of intention to participate. An original and fourteen con- 
formed copies of such notice shall be filed with the Commission. It will not be 
necessary for such person to file a petition for leave to intervene in the consol- 
idated proceeding. 

The notice shall include the exact legal name of the person and its principal 
place of business, the name and address of its attorney and the name, title and 
mailing address of the person or persons to whom communications concerning 
the consolidated proceeding are to be addressed. 

Any such person who does not file such notice shall not participate in the 
consolidated proceeding required by this order except upon a showing of ex- 
traordinary reason. 

(1) Further protests or petitions to intervene may be filed with the Federal 
Power Commission, Washington 25, D.C., in accordance with the Rules of Prac- 
tice and Procedure [18 CFR §§1.8 or 1.10] on or before December 21, 1960. 

(J) Subsequent to December 21, 1960, the Secretary of the Commission shall 
issue a list showing those persons who have filed applications, notices of inten- 
tion to participate and further protests or petitions to intervene in the consoli- 
dated proceeding required by this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


ARKANSAS POWER & LIGHT COMPANY, DOCKET NO. E-6989 
ORDER AUTHORIZING ACQUISITION AND MERGER OR CONSOLIDATION OF FACILITIES 
(Issued June 16, 1961) 


Arkansas Power & Light Company (Applicant), incorporated under the laws 
of the State of Arkansas and doing business in the States of Arkansas, Tennessee, 
Missouri, and Louisiana, with its principal place of business at Little Rock, 
Arkansas, filed an application on March 27, 1961 for an order, pursuant to Sec- 
tion 203 of the Federal Power Act, authorizing it to acquire and to merge or 
consolidate with its own facilities all of the electric facilities of Arkansas 
Utilities Company (Arkansas Utilities), an Arkansas corporation, having its 
principal place of business at Little Rock, Arkansas. 

Applicant, a subsidiary of Middle South Utilities, Inc., is engaged principally 
in the generation, transmission, purchase, distribution, and sale of electricity in 
61 of the 75 counties in the State of Arkansas. Applicant’s total plant was 
recorded at $331.800,000 as of December 31, 1960, and it received total revenues 
of $66.850,000 in the twelve months ending on that date. Arkansas Utilities 
owns electric production and distribution properties in Garland, Lee, and Phillips 
Counties in the State of Arkansas. Its total plant was recorded at $2,190,000 
as of December 31, 1960, and it received total revenues of $345,000 in the twelve 
months ending on that date. 

By an agreement dated September 14, 1943, Applicant leased from Citizens 
Utilities Company, for a period terminating September 1, 1975, all of Citizens 
Utilities Company’s electric properties in the City of Hot Springs and adjacent 
areas in Garland County, Arkansas. The agreement provided for an annual 
rental of $225,000, and gave Applicant an option to purchase the properties for 
a cash consideration of $2,000,000, at any time during the term of the lease after 
September 15, i953. These properties were, subsequently, sold to Arkansas 
Utilities subject to Applicant’s lease. By an agreement dated December 31, 
1943, Applicant leased from Arkansas Utilities, for a period terminating De- 
cember 1, 1978, Arkansas Utilities’ electric system in the Cities of Helena, West 
Helena, and Marianna and in adjoining rural areas, in Lee and Phillips Counties, 
Arkansas. The agreement provided for an annual rental of $120,000, and gave 
Applicant an option to purchase the properties for a cash consideration of 
$1,300,000, at any time during the term of the lease after December 1, 1953. 
Arkansas has now e’ected to exercise its purchase options under the two lease 
agreements. 

Applicant states that the lease rentals and the purchase prices were arrived 
at by the parties through arm's length bargaining, and that Applicant will 
continue to operate the properties which it proposes to acquire, after acquisition, 
in the same manner as they are now being operated and without any presently 
contemplated change in rates. 

Applicant proposes to amortize the Electric Plant Acquisitions adjustments 
resulting from the two transactions and totalling $2,446,084 by charges to Account 
425, Miscellaneous Amortization, over a period of ten years. The amounts of 
the acquisition adjustments were determined in the following manner: 





Hot Helena- 
Springs Marianna Total 
Properties | properties 


Original cost of properties as of Dec. 31, 1960. .........-...-...-.-..- $1, 013, 022 | $1, 176,712 
587, 020) (748, 798 


$2, 189, 734 
Accrued depreciation as of Dec. 31, 1960_............--...--.-..--....- (1, 335, 818) 
Original cost of properties less accrued depreciation, as of Dec. 31,1960. 426, 002 427,914 853. 916 
Cash consideratio s for acquisitions of properties...................- 2,000,000 | 1,300,000 | 3,300,000 
IE FE oct gecctincctnnigninnicnmmnnpweniinsinsiio 1, 573, 993 872,086 | 2,446, 084 


693-489—64——_75 
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Written notice of the application has been given to the Arkansas Public 
Service Commission and to the Governor of that State. Notice of the application 
was also published in the Federal Register on April 15, 1961 (26 F.R. 3257), 
stating that any person desiring to be heard or to make any protest with refer- 
ence to the application should on or before May 1, 1961 file with the Federal 
Power Commission, Washington 25, D.C., petitions or protests. No petition or 
protest or request to be heard in opposition to the granting of the application 
has been received. 


The Commission finds: 


(1) Applicant is a corporation organized and existing under the laws of the 
State of Arkansas. It owns and operates facilities, among others, for the 
transmission and sale at wholesale for resale of electric energy, which is trans- 
mitted between the State of Arkansas and the States of Louisiana, Mississippi, 
Missouri, Oklahoma, Tennessee and Texas, and is consumed at points outside the 
State in which it is generated, all of which facilities are in addition to, and do 
not include, facilities used for the generation of electric energy or facilities used 
in local distribution or only for the transmission of electric energy in intrastate 
commerce, or facilities used for the transmission of electric energy consumed 
wholly by the transmitter. Applicant is, therefore, a public utility within the 
meaning of that term as used in Section 201 of the Federal Power Act. 

(2) By the proposed transaction, as described above, Applicant will merge or 
consolidate its facilities subject to the jurisdiction of the Commission with those 
of Arkansas Utilities, another person, within the meaning of and subject to the 
requirements of Section 203 of the Act. 

(3) The proposed acquisition and merger or consolidation of the facilities of 
Arkansas Utilities by Applicant with its own facilities, as described above, upon 
the terms and conditions specified in the application and subject to the provisions 
of this order, will be consistent with the public interest as expressed in Section 
203 of the Act, for the reasons set forth in the recital above. 

(4) Applicant, a subsidiary company of Middle South Utilities, Inc., a regis- 
tered holding company, is not, with respect to the proposed transaction, as 
dsecribed above, subject to any requirement of the Public Utility Holding Com- 
pany Act of 1935 or a rule, regulation or order thereunder, and is, therefore, not 
exempt from the requirements of Section 203 of the Federal Power Act by reason 
of Section 318 thereof. 


The Commission orders: 


(A) The proposed acquisition and merger or consolidation of the facilities of 
Arkansas Utilities by Applicant, all as described above, is hereby authorized and 
approved upon the terms and conditions set forth in the application, subject to 
the provisions of this order. 

(B) Applicant shall record the transactions herein authorized and the facilities 
and properties described above as provided in the Commission’s Uniform System 
of Accounts Prescribed for Public Utilities and Licensees. The Applicant shall 
dispose of the Electric Plant Acquisition Adjustments resulting from the pro- 
posed transactions by charges to Account 425, Miscellaneous Amortization, over 
a period of ten years. 

(C) This authorization shall expire unless the transaction herein authorized 
is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuations, estimates or determinations of cost, or any matter whatsoever now 
pending or which may come before this Commission or any other regulatory body. 
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Schedule I* 


Project No. 271 (Remmel-Carpenter)—Arkansas Power & Light Company, 
licensee; actual legitimate original cost 




































Changes from Jan. 1, 1946- 
. 31, 1959 


ON ini ciiisiimn cies ae 


Account number and title as of 12/31/45! 
As claimed | Adjust- 
ments 


cost as of 
As adjusted] 12/31/59 








REMMEL DEVELOPMENT 
Production Plant— Hydraulic 








320 Land and land rights...............-- — 541. 49 PRES lenenenane $(107. 38)} $244, 434.11 
$21 Structures and improvements. ----..-- . 66 33, 1698. GF lencccnncad 12, 186.97 | 218,031.63 
322 Reservoirs, dams and waterways. ---- 1, 20, 811.31 (504. 79)}....-....- (504. 79) |1, 129, 306. 52 
323 Water wheels, turbines and generators 280, 561.75 | 78,120.19 |.......... 78,120.19 | 317,681. 94 
324 Accessory electric equipment .-.......- 62,814.73 | 19, 567.93 |.......... 19, 567. 93 82, 382. 66 
325 Miscellaneous power plant equipment. 17, 269. 25 Qe Lesotckacan 3, 931. 86 21, 201.11 
Total production plant-hy- 
ig cat dannsdbnccicnaan 1, 899, 843.19 | 113, 194.78 |.......... 113, 194. 78 |2, 013, 037. 97 
Transmission Plant 
342 Structures and improvements. .-_.....|-.----.-..---- TEELGN Eninianionens 137. 97 137. 97 
$43 Station equipment. ---..............- 75, 664. 57 | 129,996.19 |......-... 129, 996.19 | 205, 660. 76 
Total transmission plant. --...-. 75, 664. 57 | 130,134.16 |.........- 130, 134.16 | 205, 798.73 
General Plant 
378 Communication equipment. ---....... 9,313.68 | (2, 764.89)).......... (2, 764. 89) 6, 548. 79 
Remme!l development... ...- ..- 1, 984, 821.44 | 240, 564.05 |-....--.-- "240, 564. 05 2, 25, 385. 49 





CARPENTER DEVELOPMENT 





Production Plant—Hydraulic 








320 Land and land rights.............. ~--| 915,884.14 (100.00)| 915, 784.14 
321 Structures and improvements. - - -| 861, 143.74 41,495.76 | 902, 639. 50 
322 Reservoirs, dams and waterways. ---.- ORE [edcstntetndddhcnnendtanabenanmaemiaa 2, 627, 186. 17 
3823 Water wheels, turbines and generators.| 1,018, 733. 73 ‘ --| 105, 287. 67 |1, 124,021. 40 
324 Accessory electric equipment. -....... 160, 583. 84 a 20, 944. 181, 528. 57 
325 Miscellaneous power plantequipment_} 169, 518. 64 13, 827.10 | 183,345.74 
Total production plant-hy- 
Gi iasdccuninsnabe 5, 753, 050. 26 181, 455. 26 |S. 934, 505. 52 
Transmission Plant | 
S68. Seructures and 1ereTOMNOl, «..... 2.2. ncn sesetnsne ncccewectncg oubewenaialecscoctesersInbessesenion 
343 Station equipment..................| 176, 548.83 Gi itccnetens (3. 54)| 176, 545. 29 
Total transmission plant--..... 176, 548. 83 a (3. 54)| 176, 545. 29 
Carpenter development........| 5,929, 599.09 | 181,451 72 |.......... nol 181, 451. 72 (6. 111, 050. 81 


TOTAL PROJECT NO. 271 (REMMEL-CARPENTER) 





Production Plant— Hydraulic 


320 Land and Jand rights................. 25 

Structures and improvements. --_....- 53, 682. 73.|1, 120, 671.13 
Reservoirs, dams and waterways. -.-- A (504. 79) |3, 756, 492. 69 
Water wheels, turbines and generators. - ° --| 183, 407. 86 |1, 441, 703. 34 
Accessory electric equipment. ........ 40,512.66 | 263,911.23 
Miscellaneous power plant equipment. 17, 758.96 | 204, 546. 85 


8 


(207. 38) |1, 160, oy 


S888 


Total production plant-hy- 




































Cp enailenascuinnshnidienees - LG Poeancecues 294, 650.04 7, 947, 543. 49 
Transmission Plant 
342 Structures and improvements. -.-......|-.---.-.------ DEI Revcisenvecsisiniaies 137. 97 137. 97 
343 Station equipment-.---..............- 252, 213.40 | 129,992.65 |.........- 129, 992.65 | 382, 206.05 
Total transmission plant. --..-- 252, 213.40 | 130, 130.62 |.........- 130, 130.62 | 382, 344.02 
General Plant 

378 Communication equipment. -_.....- 9, 313. 68 Ue CS icanccpeecs (2, 764. 89) 6, 548. 79 

Project No. 271 (Remmel- 
CRIP OMNEE) «i. cecccckcccocceee 7, 914, 420. 53 | 422,015.77 422,015.77 |8, 336, 436. 30 


1 Bee Comments coder issued November 19, 1947, Project No. 271 (6 FPC 1022). 
sgeneactes I is a part of order in project No. 271, printed infra p. 1191. 
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Schedule II* 


Project No. 271 (Remmel-Carpenter)—Arkansas Power & Light Company, 
licensee; project reserve for depreciation 





Allowed balance as of December 31, 1959 


Remmel Carpenter Total 
development | development project 
Reserve for depreciation: 
II I i aegis $662, 579.03 | $1,643. 319.70 $2, 305, 898. 73 
EE cthakichinisanciinakhacaaaegabubuananmee 64, 254. 53 88, 906. 70 152, 261. 23 
I a nics ccs 5 0th. ch arcsec annisena amma a ankeaieioae BSE Tetccsentannnasee 5, 649 07 
UO i oiiitiss Tai ncnininneninibtiennimanbtiied 732, 482. 63 1, 731, 326. 40 2, 463, 809. 08 





*Schedule II is part of order in project No. 271, printed infra p. 1191. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


THE CALIFORNIA OREGON POWER COMPANY AND PACIFIC POWER & 
LIGHT COMPANY, PROJECTS NOS. 281, 292, 421, 560, 603, 704, 828, 960, 
983, 995, 1016, 1026, 1029, 1030, 1040, 1045, 1047, 1057, 1059, 1070, 1136, 1152, 
1163, 1180, 1927 AND 2082. 


ORDER APPROVING TRANSFER OF LICENSES AND DISMISSING APPLICATION FOR APPROVAL 
IN OTHER RESPECTS 


(Issued June 16, 1961) 


Joint application was filed March 6, 1961 by The California Oregon Power 
Company, licensee for the following projects: 


PROJECTS NOS. 
1927 704 1026 1057 
2082 28 1029 1059 
281 960 1030 1070 
292 983 1040 1136 
421 995 1045 1152 
560 1016 1047 1163 
603 - oa aa 1180 
and Pacific Power & Light Company, of Portland, Oregon, for approval of transfer 
of the licenses for the projects from the former to the latter. 

According to the application, the approval herein sought is part of a merger 
transaction between the transferor and the proposed transferee, application for 
authority to consummate which has been filed with the Commission and desig- 
nated as Docket No. E-6977. Joint applicants herein request that Commission 
approval of the transfer of the licenses involved be made conditional upon con- 
summation of the merger and be made effective as of the effective date of the 
merger. 

The licenses for Projects Nos. 281, 292, 560, 603, 828, 960, 983, 995, 1016, 1026, 
1029, 1030, 1040, 1045, 1047, 1057, 1059, 1070 and 1152 waive Section 8 of the 
Federal Power Act, and consequently no Commission approval of the transfer 
is required. 

The licenses for Projects Nos. 421, 1136 and 1180 are for transmission lines 
only which, according to our staff study of the function of such lines, are not 
primary lines or parts of a “project” as defined in Section 3(11) of the Federal 
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Power Act. However, inasmuch as the licensee is to be merged into the pro- 
posed transferee at an early date, we are approving the transfer of the licenses 
for those lines, subject to the requirement that the transferee obtain authority 
from the appropriate Government agency for the continued occupancy by the 
lines of the Government lands involved, and upon obtaining such authority to 
then apply for surrender of its licenses for those lines. 

Project No. 1163 was licensed on July 30, 1931 as a minor part project com- 
prising only such of the project works as affect lands of the United States; viz., 
the diversion dam and about 4,000 feet of the conduit. Our records show that the 
horsepower capacity installed in the unlicensed powerhouse at the site of the 
minor part project is 3,400 horsepower. Under our Administrative Order No. 10, 
issued August 13, 1946, a minor part license may be issued, transferred or sub- 
stantially amened only where the water resources available at the project site 
are not capable of developing more than 500 horsepower. However, our order 
also permits flexibility in applying its criteria except where the basis of our 
jurisdiction is location of a project on or its effect on navigable waters of the 
United States. We are approving the transfer of the license for minor part 
Project No. 1163, subject to the requirement that the transferee shall, within six 
months from the date of issuance of this order, apply for major license for the 
project and for surrender of its minor part license. 


The Commission finds: 


(1) The proposed transferee is a corporation organized under the laws of 
the State of Maine; is authorized to do business in the State of Oregon; and 
as evidence of its compliance with all applicable State laws, will submit: (a) 
copy of its application to the Hydroelectric Commission of Oregon for written 
approval of the transfer of State licenses issued by that Commission, (b) copy 
of statement of transfer to be filed with the State Water Rights Board of Cali- 
fornia, and (c) copy of Certificate of the Secretary of State of the State of Cali- 
fornia authorizing the proposed transferee to do business in that State—all such 
evidence to be submitted with certified copies of proof of conveyance to the pro- 
posed transferee of the project properties herein involved. 

(2) Approval of transfer, upon the conditions set forth herein, of the licenses 
for Projects Nos. 421, 704, 1136, 1163, 1180, 1927, and 2082 to the proposed trans- 
feree will not be inconsistent with the public interest. 

(3) The application should be dismissed to the extent that it seeks Commis- 
sion approval of the transfer of the licenses for Projects Nos. 281, 292, 560, 603, 
828, 960, 983, 995, 1016, 1026, 1029, 1030, 1040, 1045, 1047, 1057, 1059, 1070 and 
1152. 


The Commission orders: 


(A) The transfer of the licenses for the projects designated in finding (2) 
above from The California Oregon Power Company to Pacific Power & Light 
Company is approved, effective as of the effective date of the merger referred 
to above, subject to Section 9.3 of the Commission’s regulations under the Federal 
Power Act, and subject to the further condition that the net investment in the 
projects shall not be increased on account of the transfer; provided that the 
transferee shall be subject to the conditions and obligations of the licenses and 
to all the provisions of the Act to the same extent as though it were the original 
licensee for the projects. Our approval respecting the licenses for Projects Nos. 
421, 1136 and 1180 is subject to the requirement that the tranferee obtain au- 
thority from the appropriate Government agency for the continued occupancy 
by the lines of the Government lands involved, and upon obtaining such author- 
ity to then apply for surrender of its licenses for those lines. Our approval 














1156 FEDERAL POWER COMMISSION 





respecting the license for minor part Project No. 1163 is subject to the require- 
ment that the transferee shall, within six months from the date of issuance of 
this order, apply for major license for the project and for surrender of its minor 
part license. 

(B) The application is dismissed to the extent that it seeks Commission ap- 
proval of transfer of the licenses for the projects designated in finding (3) above, 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick sStueck, 
and Arthur Kline. 


PACIFIC POWER & LIGHT COMPANY AND THE CALIFORNIA OREGON 
POWER COMPANY, DOCKET NO. E-6977 


ORDER AUTHORIZING MERGER OR CONSOLIDATION OF FACILITIES, ASSUMPTION OF 
LIABILITY, AND ISSUANCE OF SECURITIES 


(Issued June 16, 1961) 


Pacific Power & Light Company (Pacific), incorporated under the laws of 
the State of Maine and qualified to do business in the States of Oregon, Wash- 
ington, Wyoming, Montana and Idaho, with its principal place of business at 
Portland, Oregon, and The California Oregon Power Company (Copco), incorpo- 
rated under the laws of the State of California and qualified to do business in 
the State of Oregon, with its principal place of business at Medford, Oregon, 
filed a joint application on February 17, 1961, as supplemented on March 20, 1961, 
for authorization, pursuant to Sections 203 and 204 of the Federal Power Act, 
for: (a) Copco and Pacific to merge, with Pacific as the surviving corporation ; 
(b) Pacific to issue securities as part of the merger; and, (c) Pacific to assume 
the obligation and liability with respect to the securities of Copco which it will 
assume as a result of such merger. 

Pacific is engaged principally in the business of generating, purchasing, trans- 
mitting, distributing, and selling electric energy in Oregon, Washington, Wyo- 
ming, Montana and Idaho, and, also, supplies water, steam-heating and tele- 
phone service in various communities in its service area. Copco is engaged 
principally in the business of generating, purchasing, transmitting, distributing 
and selling electric energy in southern Oregon and northern California. 

The proposed merger is to be carried out in accordance with the terms and 
conditions of an Agreement and Act of Merger between the two companies, dated 
January 18, 1961. Under that Agreement, when it becomes effective, the sepa- 
rate existence of Copco will cease and Pacific will succeed to all the rights and 
properties and be responsible for all debts, liabilities and obligations of Copco, 
including all First Mortgage Bonds of Copco at the time outstanding under 
Copco’s First Mortgage and Deed of Trust, dated November 1, 1944, to American 
Trust Company (now Wells Fargo Bank American Trust Company), as supple- 
mented, and also including all Promissory Notes. In separate order issued 
concurrently herewith, Pacific Power and Light Company, et al., Projects No. 
1927, e¢ al., the transfer of the licenses for certain of these facilities from Copco 
to Pacific is approved. 

On the effective date of the merger agreement, the Certificate of Organiza- 
tion of Pacific will be amended to provide that the authorized Capital Stock of 
Pacific as the surviving corporation shall consist of 126,533 shares of 5% 
Preferred Stock of the par value of $100 per share, 586,074 shares of Serial 
Preferred Stock of the par value of $100 per share and 8,212,679 shares of 
Common Stock of the par value of $6.50 per share, in lieu of Pacific’s presently 
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authorized 5% Preferred, Serial Preferred and Common Stock in the following 
amounts: 126,533 shares, 450,000 shares and 6,000,000 shares, respectively. 
Copco has the following Capital Stock and Surplus accounts: 


Preferred Stock, Cumulative, $100 par: As of December $1, 1960 
(1) 7% (non-callable), 18,142 shares._._........-....-_----.- $1, 814, 200 

(2) 6% (non-callable), 5,980 shares__.......---------_-----. 598, 000 

(3) 4.7% Series (callable), 42,000 shares__.._..__-.----------. 4, 200, 000 

(4) 5.10% Series (callable), 70,000 shares___..._.._--------__ 7, 000, 000 
Dotak pene Wak eh ec a se ncbewane 13, 612, 200 
Common Stock, $20 par, 1,843,899 shares___.....__-__-_..-_--_--_- 36, 877, 980 
Premaiepnah RG GeO i i Bcc niicplntionnames 5, 409, 389 
Terrence NE aah 5 icc tii tie cae cicnisall cicpateihee ialecctlatenamsatn 6, 177, 671 
Total capital stock and surplus._........-_-----_--_----~-- 62, 077, 240 


Under the Merger Agreement, Pacific will exchange the additional 136,074 
shares of Serial Preferred Stock and the additional 2,212,679 shares of Common 
Stock for Copco stock, as follows: 

(1) One share of 7% Serial Preferred Stock, $100 par, non-callable, in ex- 
change for each share of California Oregon Power’s 7% Preferred Stock, $100 
par, non-callable. 

(2) One share of 6% Serial Preferred Stock, $100 par, non-callable, in ex- 
change for each share of California Oregon Power’s 6% Preferred Stock, $100 
par, non-callable. 

(3) One share of 5% Serial Preferred Stock, $100 par, callable, in exchange 
for each share of California Oregon Power's 4.70% Series Preferred Stock, $100 
par, callable. 

(4) One share of 5.40% Serial Preferred Stock, $100 par, callable, in exchange 
for each share of California Oregon Power’s 5.10% Series Preferred Stock, $100 
par, callable. 

(5) One and two-tenth shares of Common Stock, $6.50 par, in exchange for 
each share of California Oregon Power’s Common Stock, $20 par. 

The surviving corporation will not, according to the application, issue any 
fractional shares, as a result of the merger, but arrangements will be made 
pursuant to which each holder of Copco’s Common Stock who becomes entitled 
to a fractional interest in a share will be enabled either to sell his fractional 
interest or to purchase the additional fractional interest required to entitle 
him to a full share. 

Applicants state that the proposed merger will result in better utilization of 
existing and potential power resources of the two companies, and that the 
surviving corporations will be larger and financially stronger than either com- 
pany operating separately, producing immediate and substantial long-term 
benefits compatible with the public interest and the interest of investors and 
employees. Applicants state, also, that the merger will not result in any 
change in tariff provisions or change in rates for service to the customers of 
Copco. 

Written notice of the application has been given to the Public Utility Com- 
missioner of Oregon, the Washington Public Service Commission, the Public 
Service Commission of Wyoming, the Board of Railroad Commissioners of 
Montana, the Idaho Public Utilities Commission, the Public Utilities Commission 
of the State of California, and to the Governor of each of those States. Notice 
of the application has also been given by publication in the Federal Register 
on March 8, 1961 (26 F.R. 2008), stating that any person desiring to be heard 
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or to make any protest with reference to the application should on or before 
March 20, 1961 file with the Federal Power Commission, Washington 25, D.C., 
petitions or protests. 

The Department of Justice of the State of California, by Stanley Mosk, 
Attorney General, and Ralph W. Scott, Deputy Attorney General, on March 20, 
1961, filed an informal protest against approval of the proposed merger unless 
the surviving corporation obligate itself to construct, operate and maintain a 
fish hatchery and facilities appurtenant thereto in connection with the Iron 
Gate Development of Copco, on the Klamath River in California (Project No. 
2082). On April 13, 1961 the informal protest was withdrawn, in view of the 
acceptance by Copco of Amendment No. 4, Instrument No. 6, to its license for 
Project No. 2082, which included a provision (Article 49) concerning the licensee’s 
construction and maintenance of a fish hatchery and appurtenant facilities. 

Mr. Gus Norwood, Executive Secretary of Northwest Public Power Associa- 
tion, filed an informal protest objecting to the proposed merger, on March 6, 
1961. On March 16, 1961 he requested that the Commission extend the time 
for filing of protests and petitions for intervention for 30 days beyond the 
March 20, 1961 date provided in the notice of application. By letter of March 20, 
1961, the Commission extended this period up to and including March 31, 1961. 
On April 3, 1961 Mr. Norwood filed a formal protest to the proposed merger. 
Although this request was dated March 30, 1961, it was not timely filed. 

Mr. Norwood in both of his protests based his objections to the proposed 
merger principally upon a contention that several private electric corporations 
had against their will recently been “swallowed” by Pacific, that effecting the 
proposed merger would continue this process, and that it would, therefore, be 
a monopolistic contravention of the public interest, contrary to the provisions 
of the Federal Power Act. Mr. Norwood enumerated six of these private elec- 
tric corporations—Northwestern Electric Company, Mountain States Power 
Company, Western Public Service Company, Rawlins Electric Company, South- 
ern Wyoming Utilities Company, and The Union Pacific Coal Company. On 
June 5, 1961 a protest based on similar allegations was filed by the Washington 
State Grange. 

All of the mergers of facilities of the afore-mentioned private electric cor- 
porations with Pacific were considered by this Commission and were approved 
by this Commission prior to the*> being effected—Docket Nos. IT-5998, IT-6000, 
E-6547, E-6882, and B-6954. Mr. Norwood has presented no new issues or facts 
which would lead this Commission to consider either the past mergers enumerated 
or the merger now proposed as being contrary to the public interest. 

On March 24, 1961 the Public Utility Commissioner of Oregon filed a Notice 
of Intervention. However, by order dated June 13, 1961, the Public Utility 
Commissioner of Oregon approved the proposed transaction. 

No other communication, petition, protest, or request to be heard in opposition 
to the granting of the application has been received. 

The Public Service Commission of Wyoming, by order dated March 27, 1961, 
The Idaho Public Utilities Commission, by order dated April 14, 1961, and the 
Washington Public Service Commission, by order dated June 9, 1961, authorized 
Applicants to complete the proposed transaction in the manner set forth above. 


The Commission finds: 


(1) Pacific, a corporation, is a public utility within the meaning of Sections 
203 and 204 of the Federal Power Act subject to the jurisdiction of the Com- 
mission as heretofore determined and set forth in the Commission’s order 
issued April 24, 1958, In the Matters of the California Oregon Power Company 
and Pacific Power & Light Company, 19 F.P.C. 573. 
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(2) Copco, a California corporation, owns and operates facilities, among 
others, which are used for the transmission and sale at wholesale of electric 
energy which is generated in the State of Oregon and consumed in the State of 
California, all of which facilities are in addition to and do not include facilities 
used for the generation of electric energy or facilities used in local distribution 
or only for the transmission of electric energy in intrastate commerce, or fa- 
cilities for the transmission of electric energy consumed wholly by the trans- 
mitter, and Copco is, therefore, a public utility within the meaning of that term 
as used in Sections 203 and 204 of the Federal Power Act. 

(3) By the proposed merger of facilities, as described above, Copco will merge 
or consolidate its facilities subject to the jurisdiction of the Commission with 
those of Pacific, another person, within the meaning and subject to the require- 
ments of Section 203 of the Act. 

(4) The proposed merger or consolidation of facilities, as recited above, 
upon the terms and conditions set forth in the application and subject to the 
provisions of this order, will be consistent with the public interest as expressed 
in Section 204 of the Act for the reasons set forth above. 

(5) Applicants are not organized and operating in a State under the laws 
of which the assumption of liability and issuance of securities here involved are 
regulated by a State commission within the meaning of Section 204(f) of the 
Act, and the proposed assumption of First Mortgage Bonds and Promissory 
Notes and the proposed issuance of Preferred and Common Stock are, there- 
fore, not exempt by virtue of that Section from the requirements of Section 204 
of the Act. 

(6) The proposed assumption of First Mortgage Bonds and Promissory Notes 
of Copco by Pacific, as described above, will constitute an assumption of liability 
in respect to securities of another person, and the proposed issuance of Pre- 
ferred and Common Stock by Pacific, as described above, will constitute an 
issuance of securities, all within the purview of Section 204 of the Act. 

(7) Under the circumstances set forth above, the competitive bidding require- 
ments of Section 34.1a (b) and (c) of the Commission’s Regulations under the 
Federal Power Act are not applicable or appropriate to the proposed assumption 
of First Mortgage Bonds and Promissory Notes and the proposed issuances of 
Preferred and Common Stock. 

(8) The proposed asumption of liability and the proposed issuance of securi- 
ties, as hereinafter authorized, will be for a lawful object, within the corporate 
purposes of Pacific and compatible with the public interest, which is appropriate 
for and consistent with the proper performance by Pacific of service as a public 
utility and which will not impair its ability to perform that service, and is 
reasonably appropriate for such purposes. 

(9) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed (a) merger or consolidation of the facilities of Copco by 
Pacific, (b) assumption of liability in respect to securities of Copco by Pacific, 
and (c) issuance of securities by Pacific, all as described above, are hereby 
authorized and approved upon the terms and conditions and for the purposes set 
forth in the application, subject to the provisions of this order. 

(B) Pacific shall record the transactions herein authorized and the facilities 
and properties referred to above as provided in the Commission’s Uniform 
System of Accounts Prescribed for Public Utilities and Licensees. 

(C) This authorization shall expire unless the transactions hereby authorized 
are consummated within 90 days from the date of issuance of this order. 
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(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuations, estimates or determinations of costs, or any other matter 
whatsoever which is now pending or which may come before this Commission or 
any other regulatory body. 

(E) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect to any securities to which this 
order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


PUBLIC UTILITY DISTRICT NO. 1 OF SNOHOMISH COUNTY AND CITY 
OF EVERETT, WASHINGTON, PROJECT NO. 2157 


ORDER ISSUING LICENSE (MAJOR) 


(Issued June 16, 1961) 





Application was filed on November 29, 1957 and supplemented on February 10, 
1958 and March 13, 1961 by Public Utility District No. 1 of Snohomish County, 
Washington, for license under Section 4(e) of the Federal Power Act (hereinafter 
referred to as the Act) for proposed major Project No. 2157 to be located on 
Sultan River, a tributary to Skykomish River, which in turn is tributary to 
Snohomish River, in Snohomish County, Washington, approximately 23 miles 
east of the City of Everett and 10 miles northeast of the town of Sultan, and 
affecting navigable waters and lands of the United States within the Snoqualmie 
National Forest. 

On October 10, 1960, the City of Everett, Washington, filed a joinder of City 
of Everett in the above-mentioned application of the District. The October 10, 
1960 filing was supplemented on January 13, 1961. 

The District and City of Everett will hereinafter be referred to as Joint 
Applicants. 

The Secretary of the Army and the Chief of Engineers, in reporting on the 
joint application, state that the normal operation of the proposed project would 
give some incidental flood protection, but that the usable storage proposed is not 
sufficient to insure dependable flood control storage, and suggested that any 
license issued provide that the project be operated in a manner which will not 
increase flood flows over those which would occur under natural conditions, 
as hereinafter provided. 

The report states also that navigation on the Snohomish River and tributaries 
is confined almost entirely to the tidal portion and will be effected very little 
by fluctuations from power plant releases at the Sultan River projects. However, 
the report adds, Snohomish River is navigable for small vessels even above 
tidal influence, and recommendation was made that the usual provisions in the 
interest of navigation be included in any license issued as hereinafter provided. 

According to information readily available to the Commission, navigation 
extended up the Skykomish River to the town of Sultan, which is located at the 
mouth of Sultan River. Light draft boats drawing 3 to 7 feet of water when 
fully loaded formerly made regular trips to Sultan, 12 miles up the Skykomish. 

The major storage reservoir proposed by Joint Applicants is located 16.9 miles 
upstream from the historically navigable Skykomish River to which the Sultan 
is tributary. The drainage area at the dam site is 69 square miles. The drainage 
area of the Skykomish River is 840 square miles. This indicates that the pro- 
posed project could effectively control the runoff of more than 8 percent of the 
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Skykomish River drainage area. The proposed project would be capable of 
withholding the average flow of the Sultan River above the two upstream No. 
1 and 2 reservoirs (750 cfs) for about 67 days. The powerhouse for plant No. 3 
is located at about mile 6.25. The operation of this plant for peaking purposes 
during periods of low flow may have some appreciable effect on the river stages 
at the mouth of Sultan River. 

An Assistant Secretary of the Interior, in reporting on the joint application, 
recommended for inclusion in any license issued special conditions in the interests 
of fish and wildlife resources and archeological survey and salvage work in the 
area involved, as hereinafter provided. 

An Assistant Secretary of Agriculture, in reporting on the joint application, 
recommended for inclusion in any license issued certain special conditions in the 
interest of the national forest lands involved in addition to the conditions usually 
included in licenses covering projects affecting national forest lands, as 
hereinafter provided. 

On March 13, 1961, the Joint Applicants filed with the Commission an 
agreement between the Joint Applicants and State of Washington, in regard 
to water releases from the Sultan River Reservoir to provide for the preservation 
of the fishery resources in the river reach below the tailrace at the proposed No. 
3 powerhouse. Attached to the agreement was copy of a rule curve providing 
for water releases under varying conditions. The provisions of the agreement, 
paraphrased for purposes of this order only, are hereinafter included in this 
license as special articles. The rule curve, mentioned herein, which is on file 
with the Commission, and which is designated as Exhibit H-3A (FPC No. 
2157-43) should be approved as part of this license by reference thereto as 
hereinafter provided. 

Joint Applicants propose to construct the project works in two stages. Stage I 
includes construction of an access road to No. 1 dam site, reservoir clearing to 
elevation 1,370 feet, construction of coffer dams and diversion works, construc- 
tion of the base of the intake structure and approximately 50 feet of the No. 1 
tunnel and the construction of the No. 1 dam to elevation 1,360 feet. Stage II 
will include the construction of all project works except those which will be 
completed under Stage I. 

Pursuant to petition therefor, by our order issued April 17, 1958, permission 
was granted the State of Washington through its Departments of Fisheries and 
Game to intervene in this proceeding. However, pursuant to notice of withdrawal 
of its petition to intervene filed January 9, 1961 by the State of Washington, 
Department of Fisheries, we granted the Department of Fisheries permission to 
withdraw by our order issued February 14, 1961. 


The Commission finds: 


(1) The proposed project will affect navigable waters and lands of the United 
States. 


(2) The proposed project will consist of : 

(a) All lands constituting the project area and enclosed by the project boundary 
or the limits of which are otherwise defined, and/or interest in such lands neces- 
sary or appropriate for the purposes of the project, whether such lands or interest 
therein are owned or held by the Joint Licensees or by the United States; such 
project area and project boundary being more generally shown and described 
by certain exhibits which are designated and described as follows: 

Erhibit J: (FPC No. 2157-4) Location Map. 

Eghihit J: (FPC No. 2157-5) General Project Map. 

Ecrhibit .1: (FPC No. 2157-6) Vicinity Transmission System. 
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Echibit K: (FPC No. 2157-7 thru 16) Project Topography. 

Evhibit K: (FPC No. 2157-17 thru 26) Project Area. 

(b) The project would consist of three developments as follows: 

{1) Plant No. 1 comprises a concrete arch dam with a gated spillway on the 
right abutement at river mile 16.9, a reservoir with normal pool at elevation 
1450 having an area of 1527 acres and a usable storage of approximately 97,700 
acre-feet in a drawdown of 100 feet, a tunnel about 3,300 feet long extending 
to a surge chamber, and thence to the powerhouse, and a powerhouse containing 
2 generating units each having a turbine capacity of 58,000 horsepower and a 
generator capacity of 42,000 kilowatts operating under a 344-foot design net head ; 

(2) Plant No. 2 comprises an earth and rock-fill dam with impervious center 
core at river mile 13.4, a gated spillway on the left abutment, a reservoir with 
normal pool at elevation 1060 having an area of 255 acres and a usable storage 
of 3,150 acre-feet in a drawdown of 60 feet, a tunnel about 12,000 feet long 
extending to the powerhouse, and a powerhouse containing 2 generating units 
each having a turbine capacity of 22,100 horsepower and a generator capacity 
of 16,000 kilowatts and operating under a 351-foot design net head; and 

(3) Plant No. 3 comprises an existing concrete gravity dam to be surmounted 
by spillway gates located at river mile 10.3, a tunnel approximately 8,800 feet 
long extending from the diversion pool to Lake Chaplain, City of Everett's 
existing Lake Chaplain storage reservoir with a usable capacity of 5,000 acre-feet 
for ponding purposes, an outlet structure and spillway in the south dam of the 
lake, a canal approximately 10,300 feet long extending to a forebay, a penstock 
about 840 feet long, and a powerhouse containing one generating unit having 
a turbine capacity of 33,100 horsepower and a generator capacity of 24,000 kilo- 
watts operating at a design net head of 295 feet (the installed capacity of the 
project being 140,000 kilowatts) access roads; 115 kv transmission lines from 
each powerhouse to switchyard and two 115 kv transmission lines to the existing 
Everett sub-station and other appurtenant facilities; the location, nature and 
character of which are more specifically shown and described by the exhibits 
hereinbefore cited and by certain other exhibits which also formed part of the 
application for license and which are designated and described as follows: 

Erhibit L: (FPC No. 2157-27) Plant No. 1 Dam, Conduit and Powerhouse 
General Plan, Elevations and Sections. 

Evhibit L: (FPC No. 2157-28) Plant No. 2 Dam, Conduit and Powerhouse 
General Plan, Elevations and Sections. 

Erhibit L: (FPC No. 2157-29 & 30) Plant No. 3 Dam, Conduit and Power- 
house General Plan, Elevations and Sections. 

Exhibit L: (FPC No. 2157-36) Powerhouse No. 1 Plan & Sections. 

Erhibit L: (FPC No. 2157-37) Powerhouse No. 2 Plan & Sections. 

Evhibit L: (FPC No. 2157-38) Powerhouse No. 3 Plan and Sections. 

Evhibit L: (FPC No. 2157-39) Power System One Line Diagram. 

Erhibit L: (FPC No. 2157-40) Sultan Switchyard. 

Exhibit M: Two typewritten sheets entitled, “General Description and General 
Specifications of Equipment.” 

(c) All other structures, fixtures, equipment or facilities used or useful 
in the maintenance and operation of the project and located on the project area, 
including such portable property as may be used or useful in connection with the 
project or any part thereof, whether located on or off the project area, if and 
to the extent that the inclusion of such property as a part of the project is ap- 
proved or acquiesced in by the Commission; also, all riparian or other rights, 
the use or possession of which is necessary or appropriate in the maintenance 
and operation of the project. 
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(3) No conflicting application is before the Commission. Public notice of 
the filing of the November 29, 1957 application, as supplemented, in which the 
City of Everett joined on October 10, 1960, has been given. Aside from the in- 
tervention granted the State of Washington, Department of Game, no protests 
have been received. 

(4) The proposed powerhouse switchyards and the transmission lines to 
the existing Everett sub-station are parts of the project within the meaning of 
Section 3(11) of the Act and should be included in the license for the project. 

(5) Joint Applicants are municipal corporations organized under the laws 
of the State of Washington and have submitted satisfactory evidence of com- 
pliance with the requirements of all applicable State laws insofar as necessary 
to effect the purposes of a license for the proposed project. 

(6) The issuance of a license as hereinafter provided will not affect a Gov- 
ernment dam or the development of any water resources for public purposes 
which should be undertaken by the United States. 

(7) The issuance of a license as hereinafter provided will not interfere or be 
inconsistent with the purposes of any reservation or withdrawal of public lands 
nor with the purposes for which the Snoqualmie National Forest was created 
or acquired. 

(8) The proposed project is best adapted to a comprehensive plan for im- 
proving and developing the Sultan River for the use and benefit of interstate 
or foreign commerce, for the improvement and utilization of waterpower de- 
velopment, and for other beneficial public uses, including recreational purposes. 

(9) The installed horsepower capacity of the proposed project hereinafter 
authorized for the purpose of computing the capacity component of the admin- 
istrative annual charge is 187,000 horsepower, and the energy to be generated 
by the proposed project will be used by Public Utility District No. 1 of Sno- 
homish County for distribution in its existing system. 

(10) The amount of annual charges to be paid under the license for the 
puropse of reimbursing the United States for the costs of administration of 
Part I of the Act is reasonable as hereinafter fixed and specified. 

(11) It is desirable to reserve for Commission determination at a later date 
the amount of the annual charges to be paid by the licensee for the purpose 
of recompensing the United States for the use, occupancy, and enjoyment of 
its lands. 

(12) It is desirable to reserve for future Commission determination the 
question of what additional transmission lines and appurtenant facilities, if 
any, should be included in this license. 

(13) The licensee shall submit for Commission approval in accordance with 
the Commission’s rules and regulations, Exhibit F and Exhibit K for the project 
transmission lines, within one year after completion of construction of the lines. 

(14) The exhibits designated and described in finding (2) above conform 
to the Commission’s rules and regulations and should be approved as part of 
the license for the project as hereinafter provided. 


The Commission orders:. 


(A) The exhibits designated and described in finding (2) above are approved 
as part of this order. 

(B) This license is issued to Public Utility District No. 1 of Snohomish 
County, Washington, and the City of Everett, Washington, under Section 4(e) 
of the Act for a period of 50 years, effective as of June 1, 1961, for the con- 
struction, operation, and maintenance of Project No. 2157, affecting navigable 
waters and lands of the United States, subject to the terms and conditions of 
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the Act and subject to the operating plan and restrictions shown on the rule 
curve designated as Exhibit H-3A (FPC No. 2157-43), which Act and rule curve 
are incorporated herein by reference as a part of this license, and subject to such 
rules and regulations as the Commission has issued or prescribed under the 
provisions of the Act. 

(C) This license is also subject to the terms and conditions set forth in Form 
L-6, December 15, 1953, entitled “Terms and Conditions of License for Un- 
constructed Major Project Affecting Navigable Waters and Lands of the United 
States” (16 F.P.C. 1121), which terms and conditions, designated Articles 1 
through 27, are attached hereto and made a part hereof, except for Articles 7, 23, 
and 24 and the last sentence of Article 17 thereof, and subject to the following 
special conditions set forth herein as additional articles: 

Article 28. The Licensees shall commence construction of Stage I of the 
project works within two years from the date of issuance of this license, shall 
thereafter in good faith and with due diligence prosecute such construction and 
shall complete construction of Stage I of the project within four years from the 
date of issuance of the license. State II of the project shall be commenced 
within six years from the date of issuance of the license and shall be completed 
within nine years from the date of issuance of the license. 

Article 29. The Licensees shall operate the project in such a manner as will 
not conflict with future depletions of the waters of the Skykomish and 
Snohomish River Basins, for the irrigation of lands and other beneficial com- 
sumptive uses. 

Article 30. The Licensees shall furnish the Department of Anthropology, 
University of Washington with funds up to $6,000, for a survey and/or salvage 
of archeological remains. 

Article 31. The Licensees shall construct, maintain and operate such protective 
devices and shall comply with such reasonable modifications of the project 
structures and operation in the interest of fish and wildlife resources, provided 
that such modifications shall be reasonably consistent with the primary purpose 
of the project, as may be prescribed hereafter by the Commission upon its own 
motion or upon recommendation of the Secretary of the Interior or the Washing- 
ton Department of Fisheries, and the Washington Department of Game, after 
notice and opportunity for hearing and upon a finding that such modifications 
are necessary and desirable and consistent with the provisions of the Act: 
Provided further, That subsequent to approval of the final design drawings prior 
to commencement of construction no modification of project structures in the 
interest of fish and wildlife resources which involve a change in the location, 
height or main structure of a dam, or the addition of or changes in outlets at or 
through a dam, or a major change in generating units, or a rearrangement or 
relocation of a powerhouse, or major changes in a spillway structure shall be 
required. 

Article 32. Whenever the United States shall desire, in connection with the 
project, to construct fish handling facilities or to improve the existing fish 
handling facilities at its expense, the Licensee shall permit the United States or 
its designated agency to use, free of cost, such of Licensee’s lands and interests 
in lands, reservoirs, waterways and project works as may be reasonably re- 
quired to complete such fish handling facilities or such improvements 
thereof. In addition, after notice and opportunity for hearing the Li- 
censee shall modify the project operation as may be prescribed by the Com- 
mission, consistent with the primary purpose of the project, in order to permit 
the maintenance and operation of the fish handling facilities constructed or im- 
proved by the United States under the provision of this article. This article 
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shall not be interpreted to place any obligation on the United States to construct 
or improve fish handling facilities or to relieve the Licensee of any obligations 
under this license. 

Article 33. The Licensees shall cooperate with the Washington Department of 
Fisheries, Washington Department of Game, and U.S. Fish and Wildlife Service 
in the development of proper fish and wildlife management plans for all project 
facilities. 

Article 34. The Licensees shall within one year after issuance of the license 
submit to the Commission revised Exhibit K showing the project boundary. The 
project shall be limited to areas that are actually needed for project operation 
and maintenance. The Licensees shall prior to submission of the revised ex- 
hibits to the Commission for approval, consult with the Regional Forester, U.S. 
Forest Service, Portland, Oregon. 

Article 35. The Licensees shall file for approval in accordance with the Com- 
mission’s rules and regulations, Exhibit F and Exhibit K for the project trans- 
mission lines, within one year after their completion. 

Article 36. The Licensees shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the cost of ad- 
ministration of Part I of the Act, a reasonable annual charge in accordance with 
the provisions of Part 11 of the Commission’s regulations. The authorized in- 
stalled capacity for such purposes is 187,000 horsepower. 

(ii) For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands, exclusive of those used for transmission line purposes 
an amount to be hereafter determined. 

(iii) For the purpose of recompensing the United States for the use, oc- 
cupancy and enjoyment of its lands, used for transmission line right-of-way 
only, an amount to be hereafter determined. 

Article 87. The Licensees shall submit in accordance with the Commission’s 
rules and regulations, revised Exhibit L drawings showing the final design 
of dam structures for Plants Nos. 1, 2, and 3, and Licensees shall not com- 
mence the construction of such structures until the Commission approves the 
exhibit. 

Article 38. The Licensees shall submit in accordance with the Commission’s 
rules and regulations one year from the effective date of the license Exhibit 
L drawings for the North and South Dams on Lake Chaplain reservoir. 

Article 39. The Licensees shall operate the project in a manner which will 
not increase flood flows over those which would occur under natural conditions. 

Article 40. The Licensees shall operate the project in such a manner so that 
it shall be coordinated with other entities so as to achieve maximum coordinated 
benefits, provided that, there be an equitable sharing of the benefits resulting 
from such coordination. 

Article 41. The Licensees shall at such time as the Commission may direct 
and to the extent that it is economically sound, and in the public interest to do 
so, after notice and opportunity for hearing, provide additional capacity at 
Plant No. 2. 

Article 42. The Licensees shall release water from their reservoirs so as 
to provide minimum flows in the Sultan River immediately below Number 3 
power plant not in excess of 125 c.f.s. from October 1 through May 31 and 50 
c.f.s. from June 1 through September 30 annually when the level of the water 
in the reservoir behind completed Dam No. 1 is at or above Rule Curve “B” 
as shown on Exhibit H-3A (FPC No, 2157-43) which is a part of this license. 
When the level of water in the reservoir behind completed Dam No. 1 is at 
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Rule Curve “B” elevations, the licensees shall notify the Director of the Wash- 
ington Department of Game by registered mail addressed to his office at Olym- 
pia, Washington, of said fact. Thereafter, the licensees shall release water 
in amounts necessary to provide minimum flows not in excess of the 125 c.f.s. 
and 50 c.f.s. heretofore mentioned in this article as directed by the Director of 
the Washington Department of Game until the water level of the reservoir be- 
hind completed Dam No. 1 reaches the elevations shown on Rule Curve “A” 
as shown on Exhibit H-3A (FPC No. 2157-43). When the water level of the 
reservoir behind completed Dam No. 1 is at or below the elevations shown on 
Rule Curve “A” of Exhibit H-3A (FPC No. 2157-43), the licensees shall re- 
lease such amounts of water for preservation of fish as is, in the opinion of the 
licensees, consistent with the requirements of the City of Everett for the 
municipal water supply and the Public Utility District No. 1 of Snohomish 
County for the most economical operation of the project for power purposes. 
The Rule Curves shown on Exhibit H-3A shall be modified in accordance 
with Note No. 3 on Exhibit H-3A (FPC No. 2157-43). The minimum flows 
provided for in this article are not intended to limit the operations of the 
licensees in any other way. 

Article 43. The Licensees shall maintain the operating level of the reservoir 
above the rule curve, Exhibit H-3A (FPC No. 2157-43) whenever possible. 

Article 44. The Licensees agree that the public may have access for purposes 
of hunting and fishing in all lands and waters within the project boundaries 
excepting those areas in the vicinity of Lake Chaplain and the existing diver- 
sion dams which are presently closed to public access by the City of Everett 
for protection of public health. 

To protect the public health the licensees may close specific area within the 
project boundaries to public access, and impose regulations controlling conduct 
of persons on said property. 

In addition, the licensees may reserve from public access such portions of the 
project waters and lands and project facilities as may be necessary for the 
protection of life and property. 

If at any time in the future the use of said areas by the public shall, in the 
opinion of the Department of Health of the State of Washington, or in the 
opinion of Snohomish County, City of Everett, or Public Utility District No. 1 
of Snohomish County, constitute a hazard to the public health and safety, said 
areas may be closed to public access by the licensees. 

Article 45. The Licensees shall, for the protection of navigation, construct, 
maintain and operate at their own expense such lights and other signals on 
fixed project structures in or over navigable waters of the United States as 
may be directed by the Secretary of the Department in which the Coast Guard 
is operating. 

Article 46. The Licensees shall prior to impounding water clear all lands in 
the bottoms and margins of reservoirs up to high-water level, shall clear and 
keep clear to an adequate width lands of the United States along open con- 
duits, and shall dispose of all temporary structures, unused timber, brush, 
refuse, or inflammable material resulting from the clearing of the lands or 
from the construction and maintenance of the project works. In addition, 
all trees along the margins of reservoirs which may die from operation of the 
reservoir shall be removed. The clearing of the lands and the disposal of the 
material shall be done with due diligence and to the satisfaction of the author- 
ized representative of the Commission. 

Article 47. The Commission reserves the right to determine at a later date 
what additional transmission facilities, if any, shall be included in the license. 
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(D) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) 
of the Act, and failure to file such an application shall constitute acceptance 
of this license. In acknowledgment of the acceptance of this license, it shall 
be signed for the Licensees and returned to the Commission within 60 days from 
the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


SKELLY OIL COMPANY, DOCKET NO. RI61-501 


ORDER ACCEPTING OFFERS OF SETTLEMENT AND TERMINATING PROCEEDING 


(June 16, 1961) 


On April 27, 1961, Skelly Oil Company (Skelly) tendered for filing Supplement 
Nos. 7 and 2 to its FPC Gas Rate Schedule Nos. 11 and 99, respectively, pro- 
posing to increase its rates from 13.49751 cents per Mcf to 16.16947 cents per 
Mcf at 14.65 psia. The rate under Skelly’s FPC Gas Rate Schedule No. 99 is 
subject to a 0.21931 cent per Mcf deduction for dehydration by buyer, as specified 
in Section 6(d) of the contract between Skelly and Tennessee Gas Transmission 
Company (Tennessee Gas). The subject sales are made from fields in Mata- 
gorda and Colorado Counties, Texas (Railroad Commission District No.3). By 
order issued May 25, 1961, the Commission suspended the effectiveness of the 
proposed increased rates until October 28, 1961, and thereafter until such time 
as they are made effective in the manner prescribed by the Natural Gas Act. 

On May 25 and May 29, 1961, Skelly filed Offers of Settlement in Docket No. 
RI61-501 with respect to its FPC Gas Rate Schedule Nos. 11 and 99, respectively, 
pursuant to Section 1.18(e) of the Commission’s Rules of Practice and Procedure. 

In its Offers of Settlement Skelly proposes that settlement rates of 14.6 cents 
per Mcf be filed in substitution for the now suspended rates to be effective as of 
the date of the order issued accepting the Offers. 

Under the terms of the Offers, the favored-nation and price redetermination 
clauses would be eliminated from the contracts involved and revised schedules of 
three 1.0 cent per Mcf escalations at five-year intervals, beginning January 1, 1964 
(maximum rate of 17.6 cents per Mcf in 1974) would be substituted for the 
present schedules of periodic escalations. In addition, the tax provisions are to 
be amended to provide for partial reimbursement of any increase after January 1, 
1959. If the Offers are approved by the Commission, Skelly will file appro- 
priate contract amendments to give effect to the terms of the Offers of Settlement. 

In support of its Offers of Settlement, Skelly states that the favored-nation 
and price redetermination provisions contained in the basic contracts were im- 
portant elements of consideration bargained for by Skelly under the contracts 
for the long-term dedication of its gas reserves to the contracts ; that in the inter- 
est of settling these cases, Skelly proposes to give up for the remaining terms of 
the contracts the important advantages of the favored-nation and price of redeter- 
mination provisions. Tennessee Gas has concurred in the Offers of Settlement and 
has agreed, in the event that the Offers are accepted by the Commission, to make 
the necessary contract changes or amendments provided for in the Offers. 

Since the proposed rates of 14.6 cents per Mef at 14.65 psia are acceptable under 
the provisions of the Second Amendment to the Commission’s Statement of 
General Policy No. 61-1 [18 CFR, Chapter I, Part 2, Section 2.56], issued Decem- 
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ber 20, 1960, for jurisdictional sales of natural gas for Texas Railroad Commission 
District No. 3, it is believed that the public interest will best be served by 
accepting Skelly’s proposed settlements as hereinafter set forth. 

However, we desire to make it clear that acceptance of these Offers of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Skelly under the periodic escalation provisions or otherwise. 


The Commission finds: 


The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Offers of Settlement filed by Skelly with the Com- 
mission on May 19 and 29, 1961, is in the public interest and appropriate to 
carry out the provisions of the Natural Gas Act and should be approved by the 
Commission and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offers of Settlement filed by Skelly with the Commission on May 25 
and 29, 1961, are hereby approved in accordance with the provisions of this order. 

(B) Skelly shall execute with Tennessee Gas, and shall file within 30 days from 
the date of issuance of this order, amendments to (1) its Gas Purchase Contract 
with Tennessee Gas dated July 15, 1948, as amended, on file with the Commission 
as Skelly’s FPC Gas Rate Schedule No. 11, and (2) its Gas Purchase Contract 
with Tennessee Gas dated January 27, 1956, as amended, on file with the Com- 
mission as Skelly’s FPC Gas Rate Schedule No. 99, which filings shall conform 
to Skelly’s Offers of Settlement in all respects. The amendments shall be filed 
as supplements to Skelly’s FPC Gas Rate Schedule Nos. 11 and 99 in the form 
required for a change in rate in accordance with Part 154 of the Commission’s 
Regulations under the Natural Gas Act. The filing under Skelly’s FPC Gas 
Rate Schedule No. 99 is to provide that the rate of 14.6 cents per Mcf is subject 
to a 0.21931 cent per Mcf deduction for dehydration by Tennessee Gas. 

(C) Upon notification by the Secretary that Skelly has complied with the 
terms and conditions of this order, the rates and charges of 14.6 cents per Mcf 
specified in the Offers of Settlement shall be effective as of the date of the 
issuance of this order, Supplement Nos. 7 and 2 to Skelly’s FPC Gas Rate 
Schedule Nos. 11 and 99, respectively, are considered to be superseded, and the 
proceeding in Docket No. RI61-501 shall be deemed terminated. 

(D) The acceptance of these Offers of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending or 
hereafter instituted by or against Skelly. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COLORADO-WYOMING GAS COMPANY, DOCKET NO. CP61-216 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 19, 1961) 


On February 23, 1961, Colorado-Wyoming Gas Company (Applicant) filed 
an application, as supplemented on April 3, 1961, in Docket No. CP61-216, 
pursuant to Section 7(c) of the Natural Gas Act, for a certificate of public 
convenience and necessity seeking authorization to construct and operate cer- 
tain facilities in order to sell and deliver natural gas to the Public Service 
Company of Colorado (Public Service), an existing customer, for resale and 
distribution in the community of Erie and environs, Weld County, Colorado. 
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Applicant proposes to construct and operate the following facilities: 

(a) Four miles of 3-inch lateral transmission pipeline extending from inter- 
connection with Applicant’s existing 8-inch Broomfield-Fort Collins main line to 
a point near Erie, Colorado. 

(b) Measuring and regulating station at the Erie city gate. 

Public Service will construct the necessary distribution facilities for the 
new service area. The estimated cost of these facilities, less customer con- 
tributions, is $63,900, $67,500 and $73,350 for the years 1962, 1963 and 1964, 
respectively. 


The estimated annual and peak day sales by Applicant to Public Service 
are: 


Mef at 14.73 psia 1962 1963 1964 











I. ricnsecaciceitinninstiinenteanaiiiiiaaiiiltauiciiiai iain ait iahiniaatin anata 43, 840 53, 560 61, 920 
Peak day sales 342 432 524 


Public Service indicates that it can meet these requirements without in- 
creasing its existing contract demand with Applicant and by use of its Leyden 
Storage Project. 

Applicant states that the estimated total cost of its proposed facilities is 
$43,500, which cost will be financed out of working funds and a contribution 
of $25,000 to be supplied by Public Service. The said $25,000 contribution 
is to be refundable to Public Service by Applicant on the basis of $250.00 per 
1,000 Mcf of natural gas purchased at the Erie border station, in excess of 
65,000 Mcf per year. The issuance hereinafter by the Commission of a cer- 
tificate of public convenience and necessity is not to imply approval of the 
formula used by Applicant to arrive at the $25,000 contribution. 

The Applicant in its estimated rate of return on the proposed facilities 
applied a 7.7 percent depreciation rate to the proposed facilities. The issuance 
hereinafter by the Commission of a certificate of public convenience and 
necessity is not to imply approval of said 7.7 percent rate of depreciation. 

Prusuant to due notice, a public hearing was held in Washington, D.C., on 
June 8, 1961, respecting the matters involved in and the issues presented by 
the application, as supplemented, herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a decision herein pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Colorado-Wyoming Gas Company, a Delaware Corporation 
having its principal place of business in Denver, Colorado, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of June 5, 1945, in Docket No. G-285 (4 FPC 
938). - 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission and the construction and operation thereof by 


Applicant are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 
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(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities and the pro- 
posed sales of natural gas by Applicant are required by the public convenience 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of 
the facilities authorized by this order shall be completed and placed in actual 
operation within 12 months from the date on which this order issues. 

(6) The issuance hereinafter by the Commission of a certificate of public 
convenience and necessity should not imply approval of Applicant’s computa- 
tion of customer contribution or depreciation rate applied to the proposed 
facilities. 

(7) A request during the public hearing by staff counsel for ommission of 
the intermediate decision procedure herein was unopposed by any party of 
record, and not having been denied by the Commission is granted pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Colorado-Wyoming Gas Company, to con- 
struct and operate the proposed facilities and to sell and deliver natural gas, 
as hereinbefore described, all as more fully described in the application, as 
supplemented, herein, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (¢)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 12 months from the date on 
which this order issues. 

(D) The issuance herein by the Commission of a certificate of public con- 
venience and necessity shall not imply approval of Applicant’s computation of 
eustomer contribution or depreciation rate applied to the proposed facilities. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 











COLORADO-WYOMING GAS COMPANY, DOCKET NO. CP61-201 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 


(Issued June 19, 1961) 





On January 24, 1961, Colorado-Wyoming Gas Company (Applicant) filed 
an application, as supplemented on March 24, 1961, in Docket No. CP61-201, 
pursuant to Section 7 of the Natural Gas Act, for a certificate of public con- 
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venience and necessity seeking authorization to construct and operate approxi- 
mately 16.7 miles of 16-inch transmission line in Adams and Boulder Counties, 
Colorado, and two meter stations in Jefferson and Adams Counties, Colorado, 
all north and west of Denver; and for permission and approval to abandon and 
sell to Public Service Company of Colorado (Public Service) certain transmis- 
sion, metering and regulating facilities located in recently urbanized areas north 
and west of Denver. 

Applicant sells natural gas to Public Service for resale through seventeen 
existing meter stations in the suburban area north and west of Denver; Appli- 
cant also sells gas to two direct sale customers from its facilities in this area, 
which customers will be transferred to Public Service as proposed herein. 

The proposed transmission line will parallel a portion of the present Mesa- 
Boulder line and tie into the 10-inch Broomfield-Louisville line approximately 
two miles south of Louisville, Colorado. The proposed new line will transport 
the gas presently transported through the facilities proposed to be sold or 
abandoned. Applicant also proposes to construct and operate two new meter 
stations; one at the Platte River to meter gas delivered from the Mesa-Boulder 
line to the 88th Avenue line and the other, called the Carr Street Station, to 
meter gas delivered from Applicant’s Louisville-Broomfield line to the Arvada- 
Golden line. 

Applicant proposes to abandon by sale to Public Service all facilities west 
of its proposed Platte River Meter Station, which facilities include about 28 
miles of 3- to 12-inch transmission lines and meter stations operated by Appli- 
cant on 88th Avenue in Denver and North Westminster, Arvada and Golden, 
all on the outskirts of Denver Some of the meter station equipment not 
suitable for use by Public Service is to be removed and returned to Applicant’s 
stock. 

The proposed construction of facilities by Applicant and the proposed sale 
cf facilities by Applicant to Public Service will provide safer and more adequate 
service to the outskirts of Denver since Public Service will operate the acquired 
lines, which are in congested areas, at lower pressures than those required in 
Applicant’s high pressure transmission operations. 

Applicant further proposes to transfer two of its direct industrial customers, 
The Denver Brick & Pipe Company and Adolph Coors Company, to Public 
Service. Neither industrial customer objects to said transfer. 

No change in Applicant’s gas requirements or supply is involved herein. 

Public Service will pay Applicant the depreciated original cost of the facilities 
to be sold as of the date of transfer of said facilities. Such cost is estimated 
to be $409,872 as of December 31, 1961. Applicant proposes to carry $25,911, 
the cost of retained meters and regulators, in Account 369 Measuring Regulating 
Station Equipment. It is considered more appropriate that this item be carried 
in Account 154 Plant Materials and Operating Supplies. 

The total cost of Applicant’s proposed facilities is estimated to be $975,630, 
which cost will be financed from working funds and short-term loans from its 
parent company, Public Service. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 12, 1961, respecting the matters involved in and the issues presented by 
the application, as supplemented, herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 
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The Commission finds: 


(1) Applicant, Colorado-Wyoming Gas Company, a Delaware corporation 
having its principal place of business in Denver, Colorado, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of June 5, 1945, in Docket No. G-285 (4 FPC 938). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication, as supplemented, in this proceeding, are to be used in the transporta- 
tion and sale of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) The construction and operation of the proposed facilities by Applicant 
and the transfer of service to the two direct industrial customers to Public 
Service are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(4) The facilities to be abandoned, as heretofore described, are subject to 
the jurisdiction of the Commission, and abandonment of such facilities is subject 
to the requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(5) Such abandonment by Applicant, as heretofore described, is permitted 
by the public convenience and necessity, and an order authorizing and approving 
same should be issued as hereinafter ordered. 

(6) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (1), (ce) (3), (ce) (4), and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the construction 
of the facilities authorized by this order shall be completed and placed in actual 
operation within 12 months from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Colorado-Wyoming Gas Company, to con- 
struct and operate the proposed facilities and to transfer service to the two 
industrial customers to Public Service, as hereinbefore described, all as more 
fully described in the application, as supplemented, herein, upon the terms and 
conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (ce) (3), (¢) (4), and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 12 months from the date on which 
this order issues. 
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(D) Permission for and approval of the abandonment by Applicant of the 
facilities hereinbefore described, all as more fully described in the application, 
as supplemented, in this proceeding, be and the same is hereby granted. 

(E) Applicant shall advise the Commission of the date of the abandonment 
within 10 days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


HUMBLE OIL & REFINING COMPANY, DOCKET NO. G-17144 


ORDER DENYING MOTION TO MAKE EFFECTIVE WITHOUT OBLIGATION TO REFUND A 
PORTION OF PROPOSED INCREASED RATES 


(Issued June 19, 1961) 


Humble Oil & Refining Company (Humble) has heretofore tendered for 
filing in the above-designated proceeding proposed increased rates as contained 
in Supplement Nos. 1, 1, and 10 to its FPC Gas Rate Schedules Nos. 125, 122, and 
6, respectively. Said increased rates are in excess of the applicable area-price 
level as set forth in the Commission’s Statement of General Policy No. 61-1, 
issued September 28, 1960, as amended.t On December 12, 1958, the Commission 
by order suspended the effectiveness of said increased rates until June 1, 1959, and 
thereafter until such time as they were made effective in the manner prescribed 
by the Natural Gas Act. On June 2, 1959, Humble filed a motion to make said 
increased rates effective subject to refund upon proper assurance. Appropriate 
assurance was filed and accepted by letter from the Commission's Secretary. 

On October 24, 1960, Humble filed a motion in said proceeding to make effective 
without obligation to refund that portion of its proposed increased rate which 
does not exceed the applicable area-price level set forth in the above-referred-to 
Statement of General Policy. In support of its motion, Humble argues that 
“all of the evidence considered by the Commission over the years must have 
shown the increased levels are clearly justified.” 

As was stated in the aforementioned Statement the rate levels therein shown 
are merely to “serve as a guide” in determining “just and reasonable” rates. 
They are not determinative of “just and reasonable” rates for the various areas. 
Neither are they to be considered as floor rates for sales made in the various areas. 
In addition, when an increased rate for a jurisdictional sale of gas is filed and 
is suspended by the Commission, as is the case here, the entire increased-rate, 
as such, not the increase-in-rate, as such, is subject to the just and reasonable 
standard set out in Section 4 of the Natural Gas Act. Therefore, in an instance 
where the proposed increased-rate, as filed, exceeds the related rate set out in 
the Statement, the issue is raised as to whether such increased-rate meets the 
requirement of Section 4, not whether the increment-in-excess of the area price 
meets such requirement. In fact, it may result that, based on evidence adduced, 
the just and reasonable rate for the particular sale of gas may be below that set 
out in our Statement of General Policy for the producing area wherein the 
sale is made. 


The Commission finds: 


For the reasons heretofore stated, it is in the public interest and necessary 
in the proper enforcement of the Natural Gas Act, that Humble’s motion should be 
denied. 


118 CFR 2.56 ; 25 FR 13969 and 26 FR 3066. 
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The Commission orders: 


Humble’s motion tendered on October 24, 1960 in the above-designated pro- 
ceeding is hereby denied. 





Before Commissioners: Jerome K. Kuykendall, Chairman: Frederick Stueck 
and Arthur Kline. 


THE MANUFACTURERS LIGHT & HEAT COMPANY, DOCKET NO. 
G-20510 
‘ORDER DENYING PETITION FOR RECONSIDERATION AND GRANTING EXTENSION OF TIME 
(Issued June 19, 1961) 


On April 28, 1951, The Manufacturers Light and Heat Company (Manufactur- 
ers) filed a petition for reconsideration of the Commission’s “Order Conditionally 
Approving Rate Settlement Agreement and Prescribing Refunds” issued March 30, 
1961, in the above-designated proceeding. By that order we required, among 
other things, that Manufacturers (1) file rates reflecting a demand charge of 
$2.90 and (2) file subsequent rate reductions and make refunds in the same 
manner that its suppliers reduce rates and make refunds to Manufacturers. 
In its petition for reconsideration Manufacturers requests that, instead of the 
$2.90 demand charge, the Commission prescribe a demand charge of $3.10, which 
was the level of the demand component proposed in Manufacturers’ filing in 
this docket; alternatively, Manufacturers requests that if the initial demand 
charge be set at $2.90 per Mcf, the Commission permit Manufacturers to apply 
all rate reductions and refunds from suppliers toward reductions and refunds 
of Manufacturers’ commodity charge. Manufacturers also requests that the 
periods for submitting the filings required by our order of March 30 be extended 
to run from the date of this order. 

In support of its petition Manufacturers contends that either of its proposed 
alternatives will correct an inconsistency in the Commission’s order of March 30. 
Allegedly, the provision for reducing the $2.90 demand charge is inconsistent 
with our approval of the charge and our statement that “a sudden and precipitous 
change in the level of the demand charge to which Manufacturers’ customers 
have geared their operations would not be beneficial to domestic consumers.” 
Manufacturers points out that two recent decreases in supplier rates already 
reduce the approved $2.90 charge to $2.76. In further support of its petition 
Manufacturers argues that the Commission threatens the settlement process 
by injecting the conditions contained in our order, especially since all the 
customers have agreed to the original settlement and to this petition.” 

The requested extension of time should be granted but otherwise Manufac- 
turers’ petition for reconsideration should be denied. Manufacturers miscon- 
strues the significance of the Commission’s concern about “a sudden and 
precipitous change in the level of the demand charge.” In context, our quoted 
‘statement means that a sudden reduction of the demand charge all the way 
down to the level afforded by the Seaboard formula would, with the reciprocal 
increase in the commodity charge, disrupt existing sales patterns of Manu- 
facturers’ customers and would therefore not be beneficial to domestic con- 
sumers. We conclude that the specified $2.90 avoids such unwanted results and 


1Interim revised rates filed, under protest, by Tennessee Gas Transmission pursuant to 
the Commission’s order in the proceeding in Docket No. G—19983; rates filed by Texas 
Eastern Transmission Corporation pursuant to the Commission’s order approving a rate 
settlement in the proceeding in Docket No. G-18841. 


2The Ohio Public Utilities Commission opposes Manufacturers’ petition for 
reconsideration. ° 
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at the same time avoids the unnecessary additional tilt of the proposed $3.10 
demand charge. The further requirement for subsequent reductions of the 
$2.90 demand charge is not at all inconsistent with our setting the charge 
initially at $2.90 because the subsequent reductions will reflect decreases in 
the demand charges of suppliers and will not increase Manufacturers’ com- 
modity charge so as to disrupt its customers’ sales patterns. 

We affirm our order not merely because the challenged requirements are 
consistent, but because they meet the threat of an increasing rate tilt. The 
specified $2.90 demand charge itself represented a 13.7 per cent tilt, which we 
found acceptable under the circumstances; but that tilt will increase unless 
the $2.90 is reduced as the demand charges of suppliers are reduced. More- 
over, even with the recent reductions, which bring the demand charge to $2.76, 
there is no diminution of the percentage of “tilt” accepted by our order 
issued March 30, 1961, in this proceeding. 


The Commission finds: 


The petition for reconsideration filed by Manufacturers on April 28, 1961, 
sets forth no facts or principles of law which were not fully considered by the 
Commission when it issued its order of March 30, 1961, or which having now 
been considered warrant the change or modification of said order. 


The Commission orders: 


(A) The petition for reconsideration filed on April 28, 1961, by Manufacturers 
and the requests for relief contained therein are hereby denied, except as follows. 

(B) The 30-day and 60-day time limits provided in paragraphs (C), (VD), 
and (I) of the order issued March 30, 1961, in this proceeding are hereby 
extended to run from the date of issue of this order. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NO. CP61-252 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued June 19, 1961) 


On March 24, 1961, Michigan Wisconsin Pipe Line Company (Applicant) filed 
in Docket No. CP61-252 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of lateral and gathering facilities to enable Appli- 
cant to take into its certificated main pipeline system natural gas which may 
be purchased from producers thereof from time to time during the 12-month 
period following the date of such certificate authorization, at a total cost not 
to exceed $3,000,000, with no single project to exceed a cost of $500,000, all as 
more fully set forth in the application. 

The purpose of thiS “budget-type” application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting for and connecting to its. 
pipeline system new supplies of natural gas in various producing areas gen- 
erally coextensive with said system. 

Applicant will finance the cost of the proposed facilities from current work- 
ing funds. No new or additional sale of natural gas is proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., om 
June 8, 1961, respecting the matters involved in and the issues presented by 
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the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Michigan Wisconsin Pipe Line Company, a Delaware corpora- 
tion having its principal place of business in Detroit, Michigan, is a ‘“natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of November 30, 1946, in Docket No. G-669 
(5 FPC 953). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas 
purchased from producers thereof during the 12-month period following the 
date of issuance of this order as proposed by Applicant are required by the 
public convenience and necessity and a certificate therefor should be issued as 
hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, not later than 60 days after 
the conclusion of the 12-month period following the date of issuance of this 
order, a statement under oath showing by projects: (a) names of fields con- 
nected, (b) estimates of gas supplies attached, (c) a description of the project 
or projects constructed pursuant to the authorization granted hereinafter, (d) 
the location of said project or projects, (e) the costs of the facilities so con- 
structed, and (f) the names of the independent producers involved, together 
with the respective dates of the gas sales contracts and the docket numbers 
of the related producer certificate applications. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should at- 
tach to the issuance of the certificate hereinafter granted to Applicant and to 
the exercise of the rights granted thereunder. 

(7) The authorization granted hereinafter should be limited to construc- 
tion during the 12-month period following the date of issuance of this order, 
and the total expenditures for facilities authorized to be constructed hereunder 
should be limited to $3,000,000, with no single project to exceed a cost of 
$500,000. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 
(A) A certificate of public convenience and necessity be and the same is hereby 


issued authorizing Michigan Wisconsin Pipe Line Company to construct and 
operate the proposed facilities to take natural gas purchased from producers 
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thereof during the 12-month period following the date of issuance of this order, 
all as more fully described in the application in this proceeding, upon the terms 
and conditions of this order. 

(B) Applicant shall submit, not later than 60 days after the conclusion of the 
12-month period following the date of issuance of this order, a statement under 
oath showing by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects constructed pur- 
suant to the authorization granted in paragraph (A) above, (d) the location of 
said project or projects, (e) the costs of the facilities so constructed, and (f) 
the names of the independent producers involved, together with the respective 
dates of the gas sales contracts and the docket numbers of the related producers 
certificate applications. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the issuance of the certificate granted in paragraph (A) above and 
to the exercise of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited to 
construction during the 12-month period following the date of issuance of this 
order, and the total expenditures for facilities to be constructed thereunder are 
hereby limited to $3,000,000, with no single project to exceed a cost of $500,000. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


S. W. RICHARDSON, DOCKET NO. RI61-280 
ORDER DENYING MOTION FOR MODIFICATION OF ORDER SUSPENDING INCREASED RATE 
(Issued June 19, 1961) 


S. W. Richardson (Richardson) has heretofore tendered for filing in the 
above-designated proceeding proposed increased rates as contained in its FPC 
Gas Rate Schedule No. 4.1. Said increased rates are in excess of the applicable 
area-price level as set forth in the Commission’s Statement of General Policy 
No. 61-1, issued September 28, 1960, as amended.? On December 13, 1960, the 
Commission by order suspended the effectiveness of said increased rates until 
May 22, 1961, and thereafter until such time as they are made effective in the 
manner prescribed by the Natural Gas Act. 

On January 5, 1961, Richardson, filed a motion herein seeking modification 
of the suspension order to provide that the increased rates be effective without 
obligation to refund that portion thereof which does not exceed the applicable 
area-price level set forth in the above-referred-to Statement of General Policy. 
In support of its motion, Richardson argues that the producer “should be allowed 
to collect unconditionally the area price,” in this instance 14.0¢ per Mcf at 
15.025 psia. 

As was stated in the aforementioned Statement the rate levels therein shown 
are merely “to servé as a guide” in determining “just and reasonable” rates. 
They are not determinative of the “just and reasonable” rates for the various 
areas. Neither are they to be considered as floor rates for sales made in the 
various areas. In addition, when an increased rate for a jurisdictional sale of 


1 Rate Schedule No. 4, as supplemented, supersedes Richardson’s Rate Schedule No. 1 
and provides for separate rate increases for high- and low-pressure gas. 
218 CFR 2.56; 25 FR 13969 and 26 FR 3066. 
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gas is filed and is suspended by the Commission, the entire increased rate, as 
such, not the increase in rate, as such, is subject to the just and reasonable stand- 
ard set out in Section 4 of the Natural Gas Act. Therefore, in an instance where 
the proposed increased rate, as filed, exceeds the related rate set out in the 
Statement, the issue is raised as to whether such increased rate meets the re- 
quirement of Section 4, not whether the increment in excess of the area price 
meets such requirement. In fact, it may result that, based on evidence adduced, 
the just and reasonable rate for the particular sale of gas may be below that set 


out in our Statement of General Policy for the producing area wherein the sale 
is made. 


The Commission finds: 


For the reasons heretofore stated, it is in the public interest and necessary 


in the proper enforcement of the Natural Gas Act, that Richardson’s motion 
should be denied. 


The Commission orders: 


Richardson's motion tendered on January 5, 1961, in the above-designated 
proceeding, is hereby denied. 


OIL INCORPORATED (OPERATOR), ET AL., DOCKET NO. CI60-170; 
GRAND VALLEY TRANSMISSION COMPANY, DOCKET NO. CI60-171 


ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 
(Issued June 20, 1961) * 
Syllabus 


1. Grand Valley Transmission Co. classified as a class C pipeline company and 
as such ordered to file FPC form No. 2A. P. 1180. 

2. Recommendation for attachment of condition to certificate rejected since filing 
of FPC Form No. 2A would appear to meet informational requirements of 
such condition. P.1179; 1188. 

3. Commission issues certificates of public convenience and necessity to trans- 
mission company and producer under Section 7 of the Natural Gas Act. 
P. 1190. 


Christopher T. Boland and Thomas F. Brosnan, for Oil Incorporated and 
Grand Valley Transmission Company. 

William W. Ross, J. David Mann, Jr., and John EB. Holtzinger, Jr., for Southern 
California Gas Company and Southern Counties Gas Company. 

Harry P. Letton, Jr. and Henry F. Lippitt, II, for Southern California Gas 
Company. 

Agnes M. Wilson, for the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 

On May 19, 1961, the presiding examiner issued an initial decision in the above 
entitled proceeding issuing a certificate of public convenience and necessity, 
pursuant to Section 7(c) of the Natural Gas Act, to Oil Incorporated, Operator, 
et al., authorizing the sale of natural gas to Grand Valley Transmission Company 
by Oil Incorporated, et al., at an average rate of 9,000 Mcf per day at 15.025 
psia at an average price of 12 cents per Mcf. A certificate of public convenience 


*Initial decision appears on p. 1180. 
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and necessity was also issued by said decision to Grand Valley Transmission 
Company authorizing the construction and operation of certain pipeline and 
other facilities, as described in the application and the evidence, and the sale 
of natural gas to El Paso Natural Gas Company at an average price of 17.5 
-eents per Mcf. 

The presiding examiner in his decision herein said, in part, as follows: 

Grand Valley is concededly a “natural gas company” within the meaning 
of the Act and since it is and will be engaged primarily in the transportation 
and sale of natural gas in interstate commerce for resale, it is engaged in 
the operation of an interstate pipeline. Accordingly, Grand Valley is subject 
to the Commission’s Rules and Regulations pertaining to pipeline companies, 
including the Commission’s Uniform System of Accounts. 

Finding (2) of the examiner’s decision also holds Grand Valley to be a pipeline 
‘and reads as follows: 

(2) Grand Valley Transmission Company is and has been since the com- 
mencement of the proposed construction, »peration, sales and service, as more 
fully described in its application, engaged in the transportation of natural 
gas in interstate commerce and the sale of nautral gas in interstate com- 
merce for resale and is, therefore, a “natural gas company”, and is a pipeline, 
and the Commission’s Rules and Regulations applicable to natural gas pipe- 
lines subject to the Act, including the Uniform System of Accounts are 
applicable to such company. 


The presiding examiner discusses the recommendations of the Commission staff 
and the Southern California companies that the certificate to Grand Valley 
should be conditioned that Grand Valley be required to file cost of service data 
based upon actual operating experience. The presiding examiner says: 


The rules and regulations adopted by the Commission under its Uniform 
System of Accounts provide for the filing of annual reports by natural gas 
companies which are pipeline companies. These pipeline companies have 
been classified for reporting purposes into two categories, covering (1) a 
form of report of natural gas companies classified as being in Classes A or B, 
and (2) a different reporting form for natural gas companies classified 
as being in Classes C or D.’ 


Under the General Instructions under the Uniform System of Accounts, 
the following instructions appear: 

1. Classification of Utilities. 

A. For the purpose of applying systems of accounts presented by the Com- 
mission, natural gas companies are divided into four classes, as follows: 

o oJ * ” * * * 

Class C. Natural Gas Companies having annual gas operating revenues of 
$150,000 or more but less than $1,000,000. 

Grand Valley is a company coming within Class C. Under Section 260.2 
of the regulations under the Natural Gas Act, Grand Valley would be required 
to file on FPC Form No. 2A. 

> * * i. > +e . 


The filing of such Form No. 2A applicable to Grand Valley would appear 
to meet the informational requirements which the Staff would require in the 
form of a condition attached to the certificate. * * * 


In order to carry into effect these conclusions of the presiding examiner that 
Grand Valley is engaged in the operation of an interstate pipeline and should be 


® See Regulations Under the Natural Gas Act, Sections 260.1 and 260.2. 
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required to file FPC Form No. 2A, the Commission is of the opinion it should 
modify the examiner’s decision to the extent of specifically classifying Grand 
Valley Transmission Company as a Class C pipeline company and required to 
file FPC Form No. 2A as provided by Section 260.2 of the Commission’s Regula- 
tions under the Natural Gas Act. In all other respects the presiding examiner's 
decision should be adopted as the decision of the Commission. 


The Commission finds: 


The initial decision issued by the presiding examiner herein on May 19, 1961, 
should be modified as hereinafter ordered. 


The Commission orders: 


(A) The initial decision of the presiding examiner herein issued on May 19, 
1961, is hereby modified by adding the following language to finding (2) of said 
decision : 

Grand Valley Transmission Company should be classified as a Class C pipe 
line company as such required to file FPC Form No. 2A as provided by Section 
260.2 of the Commission’s Regulations under the Natural Gas Act. 

(B) Said initial decision is hereby modified by adding the following ordering 
paragraph (F): 

(F) Grand Valley Transmission Company is hereby classified as a Class C 
pipeline company as described in the Commission’s Uniform System of Accounts 
prescribed for natural gas companies and as such is hereby ordered to file FPC 
Form No. 2A as provided by Section 260.2 of the Commission's Regulations under 
the Natural Gas Act. 

(C) The initial decision of the presiding examiner as so modified by ordering 
paragraphs (A) and (B) supra is hereby adopted by the Commission as its 
decision in this case as of the date of the issuance of tbis order. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 19, 1961) 


Brnper, Presiding Examiner: This proceeding involves two applications for 
certificates of public convenience and necessity under Section 7 of the Natural 
Gas Act. Following a hearing on the merits, briefs were submitted on behalf 
of the applicants Oil Incorporated, Operator, et al., (Oil) Grand Valley Trans- 
mission Company (Grand Valley), the Southern California Gas Company and 
Southern Counties Gas Company of California (Southern California companies) 
and the Staff and such briefs have been fully considered together with all the 
evidence adduced in the proceeding. 

Oil seeks a certificate pursuant to Section 7 of the Natural Gas Act (Act) 
authorizing it to sell natural gas which it produces in Westwater Field, Grand 
County, Utah, to Grand Valley Transmission Company (Grand Valley) at 
12 cents per Mcf at 15.025 psia. It is conceded that Oil is a “natural gas com- 
pany” within the meaning of the Act. 

Grand Valley in turn seeks a certificate authorizing it to construct pipeline 
and other facilities and to transport the gas purchased from Oil through some 
16 miles of transmission facilities to a point of interconnection with the main 
line facilities of El Paso Natural Gas Company (El Paso) where it will resell 
the gas to the latter company. (which is a “natural gas company” within the 


meaning of the Act), for resale in interstate commerce at 17.5 cents per Mcf 
at 15.025 psia. 
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Oil is the owner of 51 percent of the working interests in the acreage dedicated 
under the contracts involved herein, and is the operator of the producing prop- 
erties on behalf of itself and various other owners of working interests who 
have engaged in a joint venture by which they have drilled and discovered gas 
in marketable quantities in Westwater Field, Grand County, Utah. 

The stock of Grand Valley is owned by the same persons who own the stock of 
Oil and the ownership interest in Grand Valley appears to be in exactly the 
same percentage as the ownership in Oil.* 

Grand Valley is concededly a “natural gas company” within the meaning of 
the Act and since it is and will be engaged primarily in the transportation and 
sale of natural gas in interstate commerce for resale, it is engaged in the opera- 
tion of an interstate pipeline. Accordingly, Grand Valley is subject to the Com- 
mission’s Rules and Regulations pertaining to pipeline companies, including the 
Commission’s Uniform System of Accounts. 

Percent 
Oil Incorporated .00 
East Utah Mining Company . 52 
George E. Cranmer . 00 
W. H. H. Cramer . 00 
Robert L. Cranmer . 00 
Midland Investment Company . 85 
Futures, Incorporated . 85 
New Park Mining Company . 85 
James B. Wetherell . 00 
Claude Smith . 63 
Frank M. Whitney . 00 
Monroe C. Wissmar . 00 
Richard C. Freed aT 
Charles C, Freed owe 
Renee Dykes, Trustee 


. 38 
Homer A. Mann . 38 


Grand Valley was organized to transport the gas because Pacific Northwest 
Pipeline Corporation which has since been merged with El Paso refused to build 
transportation facilities from its mainline facilities to the Westwater Field. 
In the absence of such transportation facilities from the Westwater Field it 
appeared that there would be no way by which the investment made by Oil in 
the producing properties could be recovered. 

No party, including the Staff, raised any issue regarding the 12 cents per Mcf 
rate level proposed to be charged by Oil to Grand Valley for the natural gas to 
be transported and sold by the latter and accordingly this rate level was not an 
issue in this proceeding. 

The principal issue which was contested in this proceeding was the justness and 
reasonableness of the 5.5-cent difference between the 12-cent level at which 
Grand Valley proposes to obtain the gas from Oil at the wellhead in the West- 
water Field and the 17.5 cents level at which it proposes to sell the gas to 
El Paso. In addition, in the briefs filed by the Staff and the Southern Cali- 
fornia companies it was urged that a condition relating especially to accounting 
and reporting of Grand Valley’s financial experience be attached to the order 
granting a certificate. These matters will be fully considered hereinafter. 


1The per centum of ownership in the working interests in such property is as follows: 

2The contract was executed on December 1, 1959, by Grand Valley and Pacific North- 
west Pipe Line Corporation. Thereafter the latter company was merged with El Paso 
Natural Gas Company and the latter has assumed the obligations and obtained the rights 
of Pacific Northwest to this contract. 
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The organization and creation of Grand Valley was a result of an unsuccessful 
effort by Oil to persuade Pacific Northwest Pipe Line Corporation (predecessor 
to El Paso) to build a line from its main facilities to the Westwater Field to pick 
up the gas from Oil and Oil’s consequent inability to obtain an agreement from 
Pacific Northwest to purchase the gas and accept delivery at the wellhead. 
The inability of Oil to persuade Pacific Northwest to take delivery in the field 
impelled the producers to build a small pipeline. This was done through the 
organization of Grand Valley, a controlled affiliate of Oil. 

Oil Incorporated and its co-owners of working interests in the field have been 
paying dollar rentals and shut-in royalties on a substantial part of the acreage 
dedicated to the service involved herein for two years. 

The evidence presented shows that Grand Valley’s construction costs consist- 
ing of field lines and dehydration and compression facilities and approximately 
16.2 miles of six-inch pileline were $552,170.16. 

These facilities were constructed following the issuance of temporary author- 
ity by the Commission to Grand Valley on May 11, 1960, and these costs are 
only slightly higher than had been originally estimated by Grand Valley in its 
proposed plan of financing. 

Grand Valley borrowed $375,000 from the First Security Bank of Utah, National 
Association, Salt Lake City, and agreed to pay such bank interest on the loan 
at the rate of 6% percent per annum. In addition, the company issued 175,000 
shares of common stock at $1.00 par value. 

Accordingly to an exhibit® filed by Grand Valley, this applicant claimed that 
its average rate base at the end of the first year would be $528,757, that at the 
end of the second year it would be $499,268, and that at the end of the third 
year it would be $469,775. 

Under the agreement with the bank, Grand Valley is also required to maintain 
what has been referred to in this proceeding as “a compensating balance.” 
The “compensating balance” is a fund accumulated with the bank by the assign- 
ment by the joint venturers of the Westwater joint venture (i.e., the producer 
interests) of their proportionate interests in the revenues received from the 
sale of the gas until the “compensating balance’ amounted to $400,000. In 
addition, however, Grand Valley’s agreement with the bank has a provision 
to the effect that $120,000 per year is expected from the revenue placed in the 
“compensating balance” for the purpose of providing funds for drilling and 
development as well as an additional $65,000 per annum for royalty payments. 
According to the treasurer of Grand Valley it would take the company approxi- 
mately six years to retire the debt to the bank by paying approximately $60,000 
per year, which sum would be generated by using an accelerated depreciation 
schedule. 

Apparently, it is the intention of the management that the “compensating 
balance” would be used to retire the bank loan and the owners of the working 
interests in Westwater Field involved in this proceeding would make a new 
loan to Grand Valley at 6 percent interest. 

The applicants have a right to repay the loan to the bank without penalty.‘ 
There was a delay in producing and marketing Oil’s gas which was attributable 
to the difficulties in obtaining transportation of its gas to El Paso. The amount 
of gas discovered, and the potential in the area, apparently, was not considered 
sufficiently important by the management of Pacific Northwest to persuade the 
latter to build a transmission line to the field. At the time Grand Valley was 


®See Exhibit 7. 


*The operator pays the Federal Government 12% percent and the landowner 5 percent 
or a total of 17% percent as royalties, 
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organized Oil had drilled eight production wells and two core holes or wells 
for geological tests. Five of the producing wells are in the Castlegate reservoir 
of the Westwater Field; one is in the Dakota reservoir; two are in the Morrison 
reservoir and two are in the Entrada reservoir. The Morrison and the Entrada 
wells are dual completions; accordingly there are actually eight productive 
wells in the unit. 

According to the evidence presented during the hearing presently determined 
proved recoverable reserves and the Btu quality of the reservoirs are as follows: 


Proved Btu value 
Reservoir recoverable (per cubic 
reserves ! feet) 
(cubic feet) 


Castlegate 


4, 785, 000, 000 
Morrison. 11, 145, 000, 000 
Entrada. 17, 382, 000, 000 


1 At 15.025 psia. 


The reservoirs vary in pressure. The Castlegate gas is under relatively low 
pressure; the other three reservoirs have relatively high pressures. 

According to the uncontradicted testimony in this record, the reservoirs from 
the wells drilled will be able to deliver 9,000 Mcf a day on an average annual 
basis for three years and with the drilling of one additional well to the Dakota 
Reservoir this rate can be maintained for approximately six years. Thereafter 
production will decline gradually until the fifteenth year.® 

It will be observed that the Btu value per cubic foot of the Entrada gas, which 
is approximately 45 percent of the total crude recoverable reserves, is only 786. 
This was below El Paso’s acceptable market standards. Accordingly, in order 
to market the Entrada reserves, gas from the other relatively high Btu reservoirs 
had to be used to enrich the Entrada gas so that the blended stream coming 
from the field would have the higher heating value required by El Paso. Ac- 
cordingly, a study had to be made as to the withdrawals which should be made 
from the field, in order to obtain the maximum withdrawal of recoverable 
reserves. On this basis the uncontradicted evidence was to the effect that the 
average withdrawal rate should be no more than an average of 9,000 Mcf per 
day over each annual period. In order to achieve the most economic use of the 
reservoir it was concluded by Grand Valley and El Paso that the company would 
deliver 900 Btu gas during half a year and 985 Btu gas during the other half 
of the year. The higher Btu value gas would be delivered during the six warmer 
months. 

The contract between Grand Valley and El Paso provided, however, that Grand 
Valley would sell and deliver natural gas pursuant to request of El Paso up to 
a maximum daily volume of 12,000 Mcf, or 0.0183% of the economically re- 
coverable reserves whichever is the greater; and El Paso further agreed to 


5The testimony is to the effect that for the first six years gas is to be produced from 
the Westwater Field at an average rate of 9,000 Mcf per day and that then there would 
be a general decline until the fifteenth year as follows: 
FO, PO icine ewan 8,700 Mcf per day 12th year 5,800 Mcf per day 
> a eee 8,400 Mef per day SOON FOR ince enn 4,600 Mcf per day 
ea dhaniaanaieapsenicsl 8,300 Mcf per day 14th year___________.4,500 Mcf per day 
SG Se) 8555 8,100 Mef per day to middle of year 
BeG PONG cease 7,100 Mcf per day TOGR FURR ncn cccnanns 3,600 Mecf per day 


693-489—64——77 
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take or pay for during each calendar year 75 percent of the maximum volume 
Grand Valley was obligated to sell and deliver during such year. Further, the 
contract provided that El Paso would not be obligated to take or pay for more 
than a daily average volume which, if produced from each reservoir subject 
thereto and such production continued would deplete the economically recover- 
able reserves covered by the contract within such reservoir in annual volumes 
equal to five percent of such reserves; provided that until the said five percent 
exceeds 3,285,000 Mcf, such limitation upon El Paso’s obligation shall be deter- 
mined with reference to the lesser of 10 percent of such reserves, or 3,285,000 Mcf, 
rather than with reference to said five percent. 

The specified maximum daily volume of 12,000 Mcf is substantially more than 
the 183/10,000 of one percent of the present crude recoverable reserves. Proved 
reserves would have to increase from the present 37,300,000,000 cubic feet to 
more than 65,573,770,000 cubic feet before this contract provision would operate 
to increase the maximum daily delivery obligation or the minimum daily take 
required of El Paso. In other words, the total reserves would have to grow to 
175 percent of the present volume of proved recoverable reserves before there 
would be any effect as to the 12,000 Mcf maximum and 9,000 Mcf minimum daily 
volumes. There is no testimony in this record from which it could reasonably 
be concluded at this time that an increase in reserves of this magnitude would 
be obtained, although the unexpected sometimes does occur. It would, however, 
be conjectural to make such an assumption here. 

The management of Grand Valley believed that from the standpoint of 
economic feasibility in order to build its facilities it had to obtain revenues 
based on an average delivery of 9,000 Mcf a day on an annual basis at a level of 
17% cents per Mcf. 

The clauses in the contract with the pipeline relating to after-required re- 
serves were of the character usually contained in such contracts. 

The use of a 9,000 Mcf per day average per annum was impelled, in part, be- 
cause of the concern of the management of Oil and of Grand Valley with two 
problems. First, the problem of obtaining sufficient revenues which would from 
the standpoint of economic feasibility justify the building of the pipeline, and 
secondly, the problem of being able to comply with the requirements of the 
United States Geological Survey (U.S.G.S.) in the making of withdrawals from 
the field. 

There are no regulations setting forth precisely what the United States 
Geological Survey would permit in the way of specific withdrawals from the 
reservoirs in the Westwater field. However, the regulations of the United 
States Geological Survey require, in principle, that all operations in a particular 
reservoir in which the United States is lessor “. . . shall be conducted in such 
manner as to protect the deposits of the leased lands and result in the maximum 
ultimate recovery of oil, gas, or other products with minimum waste.’ ° 

Under the regulations of the U.S.G.S., all arrangements or contracts for the 
marketing of production in a case such as this must be filed with and approved 
with the U.S.G.S. Supervisor. 

According to the applicants, this has been done here and the effect thereof is 
that the producers cannot produce their properties or change the method of 
production, once begun, without the approval of the Supervisor. According to 
the uncontroverted testimony of the applicants’ expert witness withdrawals from 
Westwater Field at a rate higher than 9,000 Mcf per day on an average would 


®See Code of Federal Regulations, Sections 221.1 through 221.67 of Chapter II of 
Title 30. 
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result in leaving a substantial volume of non-marketable gas in the ground, and 
in his opinion this would not be approved by the U.8.G.S. This opinion, while, 
of course, not binding on the U.S.G.S. appears reasonable, was uncontradicted, 
and the facts relating to the low Btu value of the gas in the Entrada reservoir 
are indicative of the probable correctness of the expert’s opinion on the matter. 
In this connection, the manager of gas proration operations for El Paso testified 
that he had determined on behalf of his employer that the company should take 
an average daily volume not to exceed 9,000 Mcf per day during each of the 
first three years and that it would be his instructions that such volumes be 
taken. In addition, this witness stated that El Paso contemplated that the 
volumes to be taken from Westwater Field would vary from winter to summer 
with maximum volumes being called upon in the wintertime and the volumes 
being adjusted in the summertime so as to result in the average of 9,000 Mcf per 
day on an annual basis. He also indicated that El Paso would take gas from 
Westwater Field as long as gas was available in commercial quantities. 

In addition, it appears that the 9,000 Mcf per day average would be accom- 
plished by delivering up to 12,000 Mcf a day of 900 Btu gas during the six 
winter months and 6,000 Mcf a day of 985 Btu gas during the six summer 
months. It was pointed out in this connection that a higher withdrawal rate on 
the basis of present knowledge of the character of the reserves would leave sub- 
stantial volumes of unmarketable low-Btu Entrada gas in the ground. 

The contract also provided that El Paso would have the option to dis- 
continue taking gas from Grand Valley if the heating value of the gas were less 
than the minimum of 985 Btu except that as to the first 20,000 Mcf of gas 
delivered under the contract on any day occurring from October 1 to March 31, 
inclusive, of any year the minimum heating value for purposes of determining 
availability to El Paso would be 900 Btu. 

On May 11, 1960, the Commission issued temporary authorization to both 
applicants. The temporary certificate was in the usual form, except that it con- 
tained the following condition requiring: 


** * Grand Valley refund to El Paso any amounts in excess of the amount 
resulting from the rate finally determined to be proper in Docket No. 
CI60-171. If the rate found to be required by the public convenience and 
necessity is less than 16 cents per Mcf plus applicable tax reimbursement, 
if any, Grand Valley shall only be required to refund any amounts collected 


under this authorization at a rate above 16 cents per Mcf, plus applicable 
tax reimbursement. 


On the basis of the estimated cost of plant and estimated operating expenses 
shown in the exhibits attached to the application, the difference in revenues 
between the 16 cents per Mcf, plus applicable tax reimbursement referred to in 
the temporary certificate and the contract price of 17.5 cents is approximately 
the difference between projected revenues at the rate of 12,000 Mcf per day on 
an average annual basis at the lower rate and at 9,000 Mcf per day on an average 
annual basis at the higher rate. To put it another way, the estimated revenues 
to Grand Valley would be approximately the same at a price of 16 cents per 
Mcef if it sold 12,000 Mcf per day every day of the year or if its sales were 9,000 
Mcf a day on an average annually at the rate of 17.5 cents per Mcf. 

As this case developed there was no opposition to the 12 cents per Mcf to be 
obtained by Oil. In addition, there was no opposition to the issuance of perma- 
nent certificates to Oil and to Grand Valley. The only contested issue was the 
reasonableness of the 5.5 cents to be received by Grand Valley for transporting 
and delivering the gas to El Paso at the latter’s main line, and the advisability 
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of attaching a condition to any certificate which may be issued. The terms and 
advisability of a condition recommended by the Staff will be discussed 
hereinafter. 

The Southern California companies have questioned three items relating to 
Grand Valley’s financial presentation, namely (a) inclusion in the rate base of 
facilities employed solely for the production and storage of liquids, (b) depre- 
ciation of organization expense over a five-year rather than a longer period, and 
(c) the high percentage of total expenses attributable to administrative and 
general expenses. 

The first item questioned by the Southern California companies deals with a 
$2,200 investment by the pipeline in a 228 barrel storage vessel. 

Grand Valley has installed the usual type of field separation equipment to 
remove entrained condensate water and hydrocarbons, and installation of such 
equipment was necessary to meet the quality provisions of applicant’s contract 
with El Paso and to safeguard its compressor station. The liquids were required 
to be removed under the Grand Valley’s contract with El Paso. The liquid hydro- 
carbons removed, however, belong to the producers, i.e., Oil, and not to Grand 
Valley, and the Southern California intervenors have not objected to the rate 
level or to the amount of revenue to be received by Oil. 

The investment of $2,200 in facilities for the production and storage repre- 
sents 4/10 of 1 percent of Grand Valley’s average rate base for the year of 
projected operations, and the elimination of this amount would have a hardly 
noticeable effect on rate of return. 

Insofar as depreciation of organization expense is concerned, it would appear 
that if it were depreciated over a 20-year period and the related adjustment 
made on income tax and rate base, it would amount to about 4/10 of 1 percent 
insofar as Grand Valley’s average rate of return for the first three years is 
concerned. In other words, Grand Valley’s return would be about 6.5 percent 
instead of 6.141 percent over a three-year period. Moreover, in this connection, 
it should be kept in mind that after the sixth year the indication is that Grand 
Valley’s deliveries would be substantially curtailed with concomitant effect 
upon its revenues. 

Insofar as Southern California’s position on the high percentage of operating 
expenses of Grand Valley to total expenses is concerned $11,440 out of the total 
of $31,720 of administrative and general expense relates to salaries for two 
officers. The other items listed under administrative and general expense seem 
wholly reasonable and do not appear to have been seriously contested by inter- 
venors. However, the two individuals whose compensation is involved have 
devoted substantial amounts of time to this enterprise, and one of them will 
continue to devote a very substantial amount of time to it. 

It is not abnormal in the case of small business organizations to have a higher 
percentage of administrative and general expense than that which would 
normally be experienced by larger business organizations. Officers of small 
business corporations are entitled to be paid and if a comparatively small salary 
level results in the creation of a fairly high percentage figure for administrative 
and general expenses, the result should not be an unduly harsh and restrictive 
limitation on payment of such expenses in order to effect a comparatively lower 
level of rates. If this approach were adopted, it would tend to destroy the 
establishment of small business enterprises, a result, in the opinion of the 
undersigned, which would not necessarily be helpful to consumers. Of course 
in a small company like Grand Valley when $11,440 is paid out for salaries of 
officers the bare percentage figures relating to administrative and general 
expenses tend to make the latter expenses look disproportionately high on an 
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overall basis. However when the dollar figures for salaries are considered, 
they are not, as we have noted, unreasonable. In this connection, it will be 
observed that the Southern California companies’ attack is generalized and not 
directly addressed to the salary levels. When the specifics of the situation are 
considered, the effectiveness of this attack, in the opinion of the undersigned, is 
quite blunted. 

In any event the questions raised by the Southern California companies have 
not impelled it to object to the issuance of the certificate requested but only to 
support a condition sought here by the Staff. 

The Staff appears to have considered the position taken during the hearing 
by the Southern California companies and has concluded that while Grand 
Valley’s cost-of-service is “subject to minor criticism”, a certificate should be 
granted. The Southern California companies also agree that a permanent 
certificate should issue. Both Staff and the Southern California companies, 
however, urge that a condition relating to the reporting of financial operations 
be attached as a condition of the certificate together with some unspecfic language 
of difficult application relating to the possible filing of modified rates in the 
unspecified future. 

The justification for the 5.5 cent spread turned on the evidence relating to the 
revenue to be realized by Grand Valley from its sales and to evidence relating 
to the return on the investment facilities which the company should receive. 
On the basis of 17.5 cents per Mcf to Grand Valley for an average of 9,000 Mcf 
per day it is estimated that Grand Valley would-earn 6.141 percent on its rate 
base and even this percentage may be somewhat overstated should revenues 
have to be revised to reflect the Btu adjustment factor for less than 985 Btu 
gas to be delivered to El Paso. 

Of course if Grand Valley delivered an average of 12,000 Mcf per day at the 
presently proposed rate level without increase in operating expenses it would 
earn more than 6.141 percent. However, there is nothing in this record to in- 
dicate the probability of the company delivering an average of 12,000 Mcf per 
day on the basis of its present reserves and, consequently, any projection on 
this basis would, in the light of the evidence presented in this matter, be 
unrealistic. 

The Staff and the Southern California companies urge that a permanent cer- 
tificate be issued to both applicants but that a condition be attached thereto 
requiring 

* * * Grand Valley within sixty days after the first two years of operation 
and after each succeeding year, if any, in which the average daily deliveries 
of natural gas by Grand Valley to El Paso exceed 9,000 Mcf per day to file 
detailed data setting forth the cost of service upon the basis of actual ex- 
perience and revised rate schedules, if necessary, reflecting the cost of 
service data.’ 


The intervenors and the Staff very properly are concerned with the possibility 
of unjustifiably higher rates which Grand Valley might obtain if inflated costs 
were employed as a basis for determining the rate level. Apparently, the basis 
for requesting this condition is that if average deliveries reach as high as 12,000 
Mcf per day the revenues received by Grand Valley may result in an unjustifiably 
high rate of return for the company. For this reason the Staff and intervenors 


7See Commission order issuing a certificate on November 22, 1960, to South Texas 
Natural Gas Gathering Company, in Docket No. G—18907, sub nomine, which is relied 
upon as precedent for inclusion of a condition of the character requested here. On Janu- 
ary 9, 1961, the Commission issued an order granting rehearing of its order of Novem- 
ber 22, 1960 and proceedings on the order for rehearing have not, as yet, been concluded. 
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seek the filing of information which is essentially of an accounting nature and 
they seek to compel the filing of such information through the recommended 
condition. 

The Southern California companies call attention to the fact that language 
employed by the Commission in the South Texas order issued November 22, 1960, 
in Docket G-18078 et al. was to the effect that an operating company of this type 
“should be treated as a pipeline under the cost rate base method.” 

The net operating revenue projected by Grand Valley amounts to $174,703 
annually and the gross operating revenues are estimated to be $574,875 annually. 

The rules and regulations adopted by the Commission under its Uniform 
System of Accounts provide for the filing of annual reports by natural gas com- 
panies which are pipeline companies. These pipeline companies have been classi- 
fied for reporting purposes into two categories, covering (1) a form of report of 
natural gas companies classified as being in Classes A or B, and (2) a different 
reporting form for natural gas companies classified as being in Classes C or D.’ 

Under the General Instructions under the Uniform System of Accounts, the 
following instructions appear: 

“1. Classification of Utilities. 
“A. For the puropose of applying systems of accounts presented by the 
Commission, natural gas companies are divided into four classes, as 
follows: 
* 












* * * 





a + * 


“Class C. Natural Gas Companyies having annual gas operating reve- 
nues of $150,000 or more but less than $1,000,000.” 

Grand Valley is a company coming within Class C. Under Section 260.2 
of the regulations under the Natural Gas Act, Grand Valley would be required 
to file on FPC Form No. 2A. 

The condition proposed to be attached to the certificate by the Southern 
California companies and the Staff would, among other things, require the 
filing of “* * * detailed data setting forth the cost of service upon the basis of 
actual experience * * * .” 

Form No. 2A requires substantial information and detailed data to be filed 
by a natural gas company as Grand Valley.’ 

While independent producers have not been required to file detailed cost in- 
formation with the Commission in the way pipelines are required to make 
such filings, there is no exemption in the Commission’s Rules and Regulations 
from the filing and reporting requirements for a natural gas company which 
is a pipeline, whether such pipeline be large or small. Form No. 2A, the filing 
of which is required of smaller pipelines, does not require as much detail as 
that required of the larger companies. 

The filing of such Form No. 2A applicable to Grand Valley would appear to meet 
the informational requirements which the Staff would require in the form of a 
condition attached to the certificate.° Consequently, the filing of detailed data 


8 See Regulations Under the Natural Gas Act, Sections 260.1 and 260.2. 
®See Section 10(a) of the Natural Gas Act, and General Instruction No. 2 to Form 
2A adopted under the Uniform System of Accounts and various provisions of Form 2A 
requiring detailed information of the character sought to be elicited by the Staff. 

It is recognized that the information in Form No. 2A is not in the style and format 
of a “cost of service’ presentation as that language may be generally understood but 
the essential figures upon which a cost of service presentation could be formulated is 
contained in the data required to be filed. It is not essential that information be set up in 
any specially prescribed manner in order to be understood. In this connection, cognizance 
should be taken of the fact that Grand Valley is a small company, and evaluation of its 
earnings on the basis of the information required under Form No. 2A should not be 
difficult. 
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a second time by Grand Valley such as would be required by the imposition 
of the recommended condition would appear to serve no useful purpose. 

In addition, it is noted that the proposed condition recommended by the 
Southern California companies and the Staff is to the effect that Grand Valley 
should be required to file “ * * * revised rate schedules if necessary reflecting 
the cost of service data.” 

The language does not make clear who would determine the circumstances 
under which it would be “necessary” to file rate schedules reflecting the cost-of- 
service data, i.e., whether it would be Grand Valley or the Commission, nor 
can it be determined from the proposed directive what level of revised rates 
would or should be filed. Moreover, it would be rather unsophisticated to 
believe that a small pipeline company, such as this, even if it should obtain 
a return in excess of that projected here would consider, as a matter of man- 
agerial judgment, that it was “necessary” to file revised rate schedules and 
thus to lower its rate of return. Furthermore, in this particular case, the un- 
contradicted testimony indicates that the revenue which would be received after 
six years would be less each succeeding year thereafter. Furthermore, in the 
absence of consent by the natural gas company the only way the Commission 
could require lower rates to be filed is to institute a Section 5(a) proceeding 
and that the Commission could and would do in an appropriate case with or 
without the imposition of the proposed condition. There is therefore, in the 
opinion of the undersigned, no good reason for the imposition of the condition 
which is being sought, and this recommendation to impose a condition will 
be rejected. 

FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record made in this proceeding, the evidence 
adduced, the briefs filed and the matters relevant to a decision herein, the 


Presiding Examiner finds and concludes in addition to the findings and conclu- 
sions hereinabove stated that: 

(1) Oil Incorporated, Operator, et al., is an independent producer of natural 
gas, and is engaged in the sale of natural gas in interstate commerce for resale 
and ultimate public consumption, subject to the jurisdiction of the Commission, 
and is, therefore, a “natural gas company” within the meaning of the Natural 
Gas Act. 

(2) Grand Valley Transmission Company is and has been since the com- 
mencement of the proposed construction, operation, sales and service, as more 
fully described in its application, engaged in the transportation of natural gas 
in interstate commerce and the sale of natural gas in interstate commerce for 
resale and is, therefore, a “natural gas company”, and is a pipeline, and the 
Commission’s Rules and Regulations applicable to natural gas pipelines subject 
to the Act, including the Uniform System of Accounts are applicable to such 
company. 

(3) The facilities hereinbefore described, as more fully described in the evi- 
dence and in Grand Valley’s application, which have been constructed and which 
will be operated by Grand Valley Transmission Company, will be used in and 
for the transportation of natural gas in interstate commerce subject to the 
jurisdiction of the Commission and, therefore, said facilities are subject to the 
requirements of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(4) The sale of natural gas by Oil Incorporated, Operator, et al., to Grand 
Valley Transmission Company, and the sale of natural gas by Grand Valley 
Transmission Company to El Paso Natural Gas Company, all as heretofore 
described in the evidence and in the applications of Oil Incorporated and Grand 
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Valley, will be made in interstate commerce for resale subject to the jurisdiction 
of the Commission and, therefore, said sales are subject to the requirements of 
subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) Grand Valley Transmission Company is a natural gas pipeline company 
engaged in the transportation and sale of natural gas in interstate commerce for 
resale and is therefore subject to the Commission’s reporting and accounting 
requirements adopted under the Natural Gas Act. 

(6) The applicants, Oil, Incorporated, et al. and Grand Valley Transmission 
Company are able and willing properly to do the acts and to perform the services 
proposed and to conform to the provisions of the Natural Gas Act, and the 
requirements, rules and regulations of the Commission thereunder. 

(7) The construction and operation of the facilities referred to in (3) above, 
and the sales of natural gas referred to in (4) above, are or will be required 
by the present or future public convenience and necessity, and, therefore, appli- 
cants’ requests for certificates of public conveniences and necessity should be 
granted and the applicants authorized to perform the aforesaid acts, operations, 
and services as hereinafter ordered. 

(8) Grand Valley Transmission Company’s sales and deliveries to El Paso 
Natural Gas Company are reasonably estimated at the rate of 9,000 Mcf day, on 
an average annual basis. Grand Valley’s rate for sales to El Paso has, therefore, 
been properly predicated on deliveries of 9,000 Mcf a day, and is otherwise 
supported by the costs of operating its facilities. Grand Valley should be 
relieved from the obligation to refund any part of the rate charged for sales 
to El Paso prior to the date of this order, under the condition in its temporary 
certificate of public convenience and necessity, and there is no justification for 
any condition with respect to Grand Valley’s rate for future deliveries to El Paso. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission, pursuant to its 
Rules of Practice and Procedure, that: 

(A) A certificate of public convenience and necessity be and the same hereby 
is issued to Oil Incorporated, Operator, et al., authorizing the sale of natural gas 
to Grand Valley Transmission Company by Oil Incorporated, et al. at an average 
rate of 9,000 Mcf per day at 15.025 psia at an average price of 12 cents per 
Mcf. 

(B) A certificate of public convenience and necessity be and the same hereby 
is issued to Grand Valley Transmission Company, authorizing the construction 
and operation of the facilities referred to above and the sale of natural gas to 
El Paso Natural Gas Company at an average price of 17.5 cents per Mcf. 

(C) There shall attach to the issuance of the certificate granted in paragraph 
(B) hereof, and to the exercise of the rights granted thereunder, the general 
conditions applicable to certificates as set forth in Section 157.20, subsections 
(a), (ec) (4), and (e) of the Commission’s regulations under the Natural Gas 
Act. 

(D) Each of the certificates issued in paragraphs (A) and (B) hereof is not 
transferable and shall be effective only so long as the applicant therefor con- 
tinues the acts or operations hereby authorized in accordance with the pro- 
visions of the Natural Gas Act, and the applicable rules and regulations and 
orders of the Commission. 

(E) The grant of the certificates in paragraphs (A) and (B) hereof shall not 
be construed as a waiver of the requirements of Section 4 of the Natural Gas 
Act, of Section 154 of the Commission’s Rules and Regulations thereunder 
requiring the filing of rate schedules for the service herein authorized or of any 
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of the Commission’s reporting and accounting requirements adopted pursuant 
to the Natural Gas Act and is without prejudice to any findings or orders which 
may hereafter be made by the Commission in any proceeding now pending or 
hereafter instituted by or against these applicants. 
SAMUEL BINDER, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ARKANSAS POWER & LIGHT COMPANY, PROJECT NO. 271 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST, 
ACCRUED DEPRECIATION, AND PRESCRIBING ACCOUNTING THEREFOR 


(Issued June 21, 1961) 


Arkansas Power & Light Company, Licensee for Project No. 271,’ filed state- 
ments, pursuant to Section 4.1 of the Commission’s Regulations under the 
Federal Power Act, claiming for the period from January 1, 1946 through 
December 31, 1959 project additions and retirements, resulting in a net increase 
in project cost of $422,015.77 (Remmel Development—$240,564.05; Carpenter 
Development—$181,451.72) over the previously determined amount of actual 
legitimate original cost of the project, $7,914,420.53 (Remmel Development— 
$1,984,821.44; Carpenter Development—$5,929,599.09), as of December 31, 1945," 
and a total claimed actual legitimate original cost of the project as of December 
31, 1959, of $8,336,436.30 (Remmel Development—$2,225,385.49; Carpenter De- 
velopment—$6,111,050.81). The claimed net increase for the period of $240, 
564.05 for the Remmel Development and $181,451.72 for the Carpenter Develop- 
ment results from claimed gross additions of $309,267.82 and $338,685.39 and 
gross retirements of $68,703.77 and $157,233.67, respectively, and as more 
specifically shown in the attached Schedule I.* 

Licensee recorded on its books of account reserve for accrued depreciation 
applicable to in-service project properties in the amount of $2,463,809.03 (Rem- 
mel Development—$732,482.63; Carpenter Development—$1,731,326.40), as of 
December 31, 1959, as more specifically shown in the attached Schedule II.** 

The Commission’s staff made a field examination of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness of 
(1) the claimed and recorded project cost changes during the period from 
January 1, 1946 through December 31, 1959, and resulting project costs as of 
December 31, 1959, and (2) the reserve for accrued depreciation reported by 
Licensee as of December 31, 1959. As a result of that examination the staff 
proposed certain adjustments composed of the reclassification between years of 
certain property additions to plant before completion of the work, and the 
recording of retirements previously recorded for years other than those in which 
the retirements occurred. The proposed adjustments do not affect the total 
claimed and reported amounts as of December 31, 1959. No adjusting journal 


1The project, located on the Ouachita River approximately 10 miles above its conflu- 
ence with High Springs Creek, in Garland County, Arkansas is comprised of two develop- 
ments—the Remmel Development and the Carpenter Development. The license, issued 
pursuant to Section 4(d) of the Federal Water Power Act, is for a period of 50 years, 
effective as of February 7, 1923. 

2See order of the Commission issued November 19, 1947, Project No. 271 (6 FPC 
1022). 

*Schedule 1 printed supra, p. 1153. 

**Schedule II printed supra, p. 1154. 
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entries to Licensee’s books of account as of December 31, 1959, are necessary to 
reflect the proposed adjustments. Licensee’s representatives have agreed to the 
adjustments as proposed by the staff, subject to Commission approval. Licensee 
by letter of June 2, 1960, confirmed its agreement to the project cost changes, 
resulting project cost and the depreciation reserve for Project No. 271 as of 
December 31, 1959, as shown in the attached tabulations. 

The Arkansas Public Service Company was advised by letter of this Com- 
mission dated July 29, 1960 of the foregoing claimed and recorded project costs, 
reserve for accrued depreciation applicable to in service project properties and 
proposed adjustments. By telegram on October 6, 1960 that Commission in- 
dicated approval of the foregoing. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the proposed adjustments, project 
cost and reserve for accrued depreciation, as evidenced by its letter dated 
June 2, 1960, and the Arkansas Public Service Commission, by its telegram of 
October 6, 1960, have obviated the necessity for notice and opportunity to 
protest provided by Sections 4.4 and 4.5 of the Commission’s Regulations under 
the Federal Power Act. 

(2) The foregoing adjustments are reasonable and appropriate for the 
purposes of the Federal Power Act, and, therefore, should be approved as 
hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of 
Project No. 271 for the period from January 1, 1946 through December 31, 
1959 is $422,015.77 (Remmel Development—$240,564.05; Carpenter Develop- 
ment—$181,451.72), comprised of gross additions of $309,267.82 and $338,685.39, 
respectively, and gross retirements of $68,703.77 and $157,233.67, respectively, 
to the plant accounts, and the resulting actual legitimate original cost of the 
project as of December 31, 1959, is $8,336,436.30 (Remmel Development— 
$2,225,385.49 ; Carpenter Development—$6,111,050.81), classified by project plant 
accounts as shown in the attached Schedule I. The reserve for accrued deprecia- 
tion applicable to the in-service project properties is $2,463,809.03 (Remmel 
Development—$732,482.63; Carpenter Development—$1,731,326.40), as of De- 


cember 31, 1959, classified by functional groups as shown in the attached 
Schedule II. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The foregoing adjustments as referred to in the findings above, are 
hereby approved. 

(C) Licensee, to the extent that it has not already done so, shall (a) estab- 
lish and maintain control and detailed project plant accounts for Project No. 
271 showing the debit amount of $422,015.77 (Remmel Development—$240,564.05 ; 
Carpenter Development—$181,451.72) as the net increase or change in the 
project cost for the period from January 1, 1946, through December 31, 1959, 
and the total debit balance of $8,336,436.30 (Remmel Development— 
$2,225,385.49; Carpenter Development—$6,111,050.81) as the actual legitimate 
original cost of the project as of December 31, 1959, classified by project plant 
accounts as shown in the attached Schedule I; and (b) establish and maintain 
a reserve for accrued depreciation applicable to the in-service project properties 
showing the total credit balance of $2,463,809.03 (Remmel Development— 
$732,482.63; Carpenter Development—$1,731,326.40) as of December 31, 1959, 
classified by functional groups as shown in the attached Schedule II. [Printed 
supra, p. 1154.] 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


BLACK HILLS POWER AND LIGHT COMPANY DOCKET NO. E-6996 
ORDER AUTHORIZING ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued June 21, 1961) 


Black Hills Power and Light Company (Applicant), incorporated under the 
laws of the State of South Dakota and qualified to do business as a foreign 
corporation in the State of Wyoming, with its principal place of business at 
Rapid City, South Dakota, filed an application on May 17, 1961, as subsequently 
supplemented, for an order, pursuant to Section 204 of the Federal Power Act, 
authorizing the issuance of $1,000,000 principal amount of First Mortgage Bonds, 
Series L, 544%, to be dated June 1, 1961, and to mature June 1, 1991. 

The Bonds will be secured by and issued under Applicant’s Indenture of 
Mortgage and Deed of Trust to The Hanover Bank, as Trustee, dated as of 
September 1, 1941, as supplemented and amended, and as to be further supple- 
mented by a proposed Supplemental Indenture to be dated as of June 1, 1961. 

Applicant proposes to sell the Bonds to Equitable Life Insurance Company of 
Iowa, Kansas City Life Insurance Company, Business Men’s Assurance Co. of 
America, and General American Life Insurance Co., each of which companies 
will purchase $250,000 principal amount of Bonds at the price of 98.12% 
of their principal amount plus accrued interest thereon from June 1, 1961 to 
the closing date. The cost of the money (excluding issuance expenses) to be 
obtained by Applicant from the proposed issuance will be 544% per annum. 
The Bonds will not be underwritten. For its services and expenses as Appli- 
cant’s agent in securing purchasers and negotiating the sale of the Bonds, a 
fee of $5,000 will be paid to Dillon, Read & Co. Inc. by Applicant. 

The proceeds to be obtained from the proposed issuance of Bonds, estimated 
to be in the net amount of $961,200, will be utilized by Applicant for additions 
and improvements to its properties and for repayment of bank loans obtained 
for such purposes. Additions and improvements to Applicant’s properties 
during the fiscal year ending October 31, 1961, are estimated to require 
$2,618,000, including $876,000 for production plant, $1,599,000 for transmission 
and distribution facilities, and $143,000 for general plant. During the five 
months ending March 31, 1961, expenditures of $1,039,898 were made by Appli- 
cant for such additions and improvements. Applicant estimates that in addi- 
tion to the proceeds from the proposed issuance of the Bonds, available funds 
on hand, and cash which will become available through operation, $400,000 of 
new funds will be needed before October 31, 1961 to complete Applicant’s afore- 
mentioned 1961 construction program and to maintain an adequate cash position. 
The application indicates that such new funds will be obtained either through 
bank borrowings evidenced by Promissory Notes or the issuance of other 
securities. é 

Written notice of the application has been given to the Public Utilities 
Commission of South Dakota and to the Public Service Commission of Wyoming 
and to the Governor of each of those States. Notice of the application was 
also published in the Federal Register on May 30, 1961 (26 F.R. 4770), 
stating that any person desiring to be heard or to make any protest with 
reference to the application should on or before June 16, 1961 file with the 
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Federal Power Commission, Washington 25, D.C., petitions or protests. No 
petition or protest or request to be heard in opposition to the granting of 
the application has been recieved. 

The Public Service Commission of Wyoming, by order dated May 25, 1961, 
authorized Applicant to issue $1,000,000 principal amount of First Mortgage 
Bonds, Series L, 544%, due 1991, in the manner and for the purposes as described 
above. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of 
Section 204 of the Federal Power Act, subject to the jurisdiction of the Commis- 
sion as heretofore determined and set forth in the Commission’s order issued 
January 21, 1959, Black Hills Power and Light Company, 21 FPC 43. 

(2) The proposed issuance of Bonds, as described above, will constitute 
an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws 
of which the security issue here involved is regulated by a State commission 
within the meaning of Section 204 (f) of the Act, and the proposed issuance 
of Bonds, as described above, is, therefore, not exempt by virtue of that Section 
from the requirements of Section 204 of the Act. 

(4) There is no affiliation, direct or indirect, through directors, officers, or 
stockholders, or through ownership of securities, or otherwise, between Appli- 
cant and Dillon, Read & Co., Inc. The fee to be paid was fixed by arm’s- 
length bargaining and does not appear to be unreasonable. 

(5) The proceeds to Applicant from the proposed issuance of Bonds will 
be less than $1,000,000, as described above, and such proposed issuance is, 
therefore, exempt from the competitive bidding requirements of Section 34.la 
of the Commission’s Regulations under the Federal Power Act by reason of 
Paragraph 34.1(a) (3) thereof. 

(6) The proposed issuance of Bonds, as hereinafter authorized, will be for a 
lawful object, within the corporate purposes of Applicant and compatible with 
the public interest, which is appropriate for and consistent with the proper 
performance by Applicant of service as a public utility and which will not impair 
its ability to perform that service, and is reasonably appropriate for such 
purposes. 


The Commission orders: 


(A) The proposed issuance of Bonds, upon the terms and conditions and for 
the purposes specified in the application, as described above, is hereby authorized, 
subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction hereby authorized 
is consummated within 60 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission or any other regulatory 
body. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which this 
order relates. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


THE CINCINNATI GAS & ELECTRIC COMPANY, DOCKET NO. E-6997 
ORDER AUTHORIZING ACQUISITION OF CAPITAL STOCK 
(Issued June 21, 1961) 


The Cincinnati Gas & Electric Company (Applicant), incorporated under the 
laws of the State of Ohio with its principal place of business in Cincinnati, 
Ohio, filed an application on May 26, 1961 for authorization, pursuant to Section 
203 of the Federal Power Act, to acquire up to 69,333 additional shares of 
Capital Stock, par value $15.00 per share, to be issued by its subsidiary, The 
Union Light, Heat and Power Company (Union Light). Union Light, incor- 
porated under the laws of the State of Kentucky, maintains its principal place 
of business in Covington, Kentucky. 

Applicant is engaged principally in the generation, transmission, distribution 
and sale of electric energy in all or a part of the Counties of Hamilton, Butler, 
Warren, Clermont, Preble, Montgomery, Clinton, Highland and Brown, in the 
State of Ohio and in the purchase, transmission, distribution and sale of natural 
gas in all or a part of the Counties of Hamilton, Butler, Clermont, Montgomery 
and Warren, in the State of Ohio. Union Light is engaged principally in the 
purchase, transmission, distribution and sale of electric energy in all or a part 
of the Counties of Kenton, Campbell, Boone, Grant and Pendleton, in the State 
of Kentucky, and in the purchase, distribution and sale of natural gas in all 
or a part of the Counties of Kenton, Campbell and Boone, in the State of 
Kentucky. 

Union Light’s currently outstanding Capital Stock consists of 416,000 shares 
of Capital Stock, par value $15.00 per share. The application states that 
Applicant currently holds 415,124 and 45/94ths, or 99.79%, of those shares, the 
remaining 875 and 49/94ths shares being held by ten non-associated stockholders. 

According to the application, Union Light proposes to offer, pursuant to 
preemptive rights, 69,333 shares of its Capital Stock to its stockholders of record 
at the close of business as of June 26, 1961. The proposed shares will be sold 
in full shares at the price of $53.00 per share and in units of 1/94th of one 
share at 57¢ per unit. Subscription for the proposed offering will be pursuant 
to transferable subscription warrants entitling the holders thereof to subscribe 
for the proposed shares at the rate of 1/94th of one share for each 6/94ths of one 
shure of Union Light’s Capital Stock held. Im addition, Union Light’s stock- 
holders will have the privilege of over-subscription subject to allotment. 

Applicant states that it proposes to purchase that number of shares to be 
issued by Union Light which Applicant is entitled to through the exercise of 
subscription warrants including the over-subscription privilege. This would 
result in Applicant’s acquisition of the entire 69,333 shares in the event that 
none of the ten non-agsociated stockholders of Union Light exercises the sub- 
scription privilege. Upon completion of the proposed transaction Union Light’s 
outstanding Capital Stock will consist of 485,333 shares, par value $15.00 per 
share. 

The application indicates that the proceeds to be obtained by Union Light 
from the sale of the proposed issuance of Capital Stock, estimated in the amount 
of $3,674,649, will be used to partially finance the construction and purchase of 
additional plant during 1961, presently estimated to cost approximately 
$7,456,039, described as follows: $2,661,975 for electric utility facilities; 
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$4,779,715 for gas utility facilities, of which the principal items are $2,913,828 
for construction of a propane storage cavern and a propane air gas plant and 
$623,737 for purchase of a gas transmission line from Kentucky Gas Transmis- 
sion Corporation ; and, $14,349 for common utility facilities. 

Written notice of the application has been given to the Public Service Com- 
mission of Kentucky and to the Public Utilities Commission of Ohio and to the 
Governor of each of those States. Notice of the application was also published 
in the Federal Register on June 2, 1961 (26 F.R. 4906), stating that any person 
desiring to be heard or to make any protest with reference to the application 
should file a petition or protest with the Federal Power Commission, Washing- 
ton 25, D.C., on or before June 16, 1961. No protest or petition or request to 
be heard in opposition to the granting of the application has been received. 

The Public Service Commission of Kentucky, by order dated June 2, 1961, 
authorized Union Light to issue 69,333 shares of its Capital Stock, par value 
$15.00 per share, in the manner described above. 





The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
203 of the Federal Power Act, subject to the jurisdiction of the Commission, as 
heretofore described and set forth in the Commission’s order issued May 14, 
1957, In the Matter of The Cincinnati Gas ¢& Electric Company, Docket No. 
E-6743 (17 FPC 669). 

(2) Union Light, a corporation, is a public utility within the meaning of 
Section 203 of the Federal Power Act, subject to the jurisdiction of the Com- 
mission, as heretofore described and set forth in the Commission’s order issued 
May 14, 1957, In the Matter of The Cincinnati Gas & Electric Company, Docket 
No. E-6743 (17 FPC 669). 

(3) By the proposed transaction, all as described above, Applicant will ac- 
quire the securities of Union Light, another public utility, within the purview 
and subject to the requirements of Section 203 of the Federal Power Act. 

(4) Union Light, a public utility, is exempt from the provisions of Section 
204 of the Federal Power Act, in respect to the issuance of securities, by virtue 
of Section 204(f) of the Act. 

(5) Applicant’s acquisition of a maximum of 69,333 shares of Union Light’s 
Capital Stock will be consistent with the public interest as expressed in Section 
203 of the Federal Power Act for the reasons set forth in the recital above. 

(6) It has not been shown with respect to the proposed transaction, all as 
described above, that Applicant is subject to any requirement of the Public 
Utility Holding Company Act of 1935 or a rule, regulation, or order thereunder 
which would exempt it from the requirements of Section 203 of the Federal 
Power Act by reason of Section 318 thereof. 

(7) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The acquisition by Applicant of a maximum of 69,333 shares of Union 
Light’s Capital Stock, all as described above, upon the terms and conditions 
and for the purposes as set forth in the application is hereby authorized and 
approved subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction herein authorized 
and approved is consummated within 90 days from the issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any matter whatso- 
ever now pending or which may come before this Commission. 
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(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect to any securities to which this 
order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


NORTHWESTERN PUBLIC SERVICE COMPANY, DOCKET NO. E-6987 
ORDER AUTHORIZING THE ISSUANCE OF PREFERRED STOCK 
(Issued June 21, 1961) 


Northwestern Public Service Company (Applicant), incorporated under the 
laws of the State of Delaware and doing business in the States of South 
Dakota and Nebraska, with its principal place of business at Huron, South 
Dakota, filed an application on March 24, 1961, as amended on April 17, May 2, 
May 3 and June 7, 1961, and as supplemented on April 11 and 19, 1961, for an 
order or orders, pursuant to Section 204 of the Federal Power Act, authorizing 
the issuances, as separate and independent transactions, of the following securi- 
ties: (1) 10,000 shares of Cumulative Preferred Stock, (2) 54,571 shares of 
Common Stock, (3) $4,000,000 principal amount of First Mortgage Bonds if the 
Applicant’s outstanding $1,500,000 principal amount of 5%%.% Bonds are con- 
currently redeemed, or $2,500,000 principal amount if said 5%,% Bonds are not 
so redeemed, and (4) $2,400,000 of unsecured, short-term Promissory Notes. 
By order issued May 4, 1961, in the above-named docket, the Commission author- 
ized the issuance of the afore-mentioned Common Stock and Promissory Notes. 
By amendment filed on June 7, 1961, Applicant now requests that an order be 
issued authorizing the proposed issuance and sale of 10,000 shares of Cumulative 
Preferred Stock, and exempting such issuance and sale from the Commission’s 
competitive bidding requirements. 

By letter dated February 24, 1961, Docket No. IN-946, the Commission pur- 
suant to Section 34.2(k) (2) (ii) of its Regulations under the Federal Power Act, 
authorized Applicant to enter into negotiations for the sale or underwriting of 
up to 10,000 shares of new Preferred Stock, par value $100 per share, total par 
value $1,000,000. The Commission’s letter stated that Applicant should submit 
evidence of having negotiated with more than one prospective purchaser. Appli- 
cant has advised that, pursuant to the authority granted by the Commission’s 
letter, Applicant engaged the services of A. C. Allyn and Company, Incorporated, 
an investment banking firm, for the placement of the new Stock; that a total of 
eight institutional purchasers were approached by A. C. Allyn and Company; 
and, that Applicant selected Investors Mutual, Inc., of Minneapolis, Minnesota, 
as the purchaser whose proposal was most advantageous to Applicant. Applicant 
proposes to sell 544% Preferred Stock to Investors Mutual, Inc., at a price equal 
to 100% of par value plus accrued dividends from June 1, 1961 to the date of 
delivery thereof and payment therefor. Applicant proposes to pay A. C. Allyn 
and Company a fee of $5,000, or 44 of 1% of the par value of the Preferred Stock, 
for services in connection with the private placement of the Stock. 

According to the application, the new Preferred Stock will be subject to 
redemption of $108.00 per share if redeemed prior to May 31, 1966. For the first 
twelve-month period after that date the redemption price will be $105.25 per 
share; thereafter, the redemption price per share will be decreased by $0.175 for 
each twelve-month period until May 31, 1996. The Stock will carry a sinking 
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fund requirement which will provide for the redemption annually of 3% of the 
total number of shares issued, on June 1, 1963 and June 1 of each year thereafter 
until the entire issue is redeemed. The sinking fund redemption price will be 
$100 per share plus any accumulated dividends. 

Applicant states that the net proceeds from the sale of the new Preferred 
Stock will be used to finance in part its 1961 construction and acquisition 
programs, as described in the Commission’s order issued May 4, 1961 in the 
above-named docket. 

Written notice of the application has been given to the Nebraska State Rail- 
way Commission and the South Dakota Public Utilities Commission, and to 
the Governor of each of those States. Notice of the application was also given 
by publication in the Federal Register on April 1, 1961 (26 F.R. 2763), stating 
that any person desiring to be heard or to make any protest with reference to 
the application should file a petition or protest on or before the 17th day of 
April 1961, with the Federal Power Commission, Washington 25, D.C. No protest 


or petition or request to be heard in opposition to the granting of the application 
has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued Septem- 
ber 19, 1958, In the Matter of Northwestern Public Service Company, Docket 
No. E-6838 (20 FPC 373). 

(2) The proposed issuance and sale of Preferred Stock, as described above, 
will constitute an issuance of securities within the purview of Section 204 of 
the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act; and, the proposed issuance of Pre- 
ferred Stock is, therefore, not exempt by virtue of that Section from the require- 
ments of Section 204 of the Act. 

(4) There is no affiliation, direct or indirect, through directors, officers. or 
stockholders, or the ownership of securities, or otherwise, between Applicant and 
the underwriting firm of A. C. Allyn and Company. 

(5) Under the circumstances herein, sufficient cause has been shown for 
exempting the proposed issuance of Preferred Stock from the competitive 
bidding requirements of Section 34.la (b) and (c) of the Commission’s Regula- 
tions under the Federal Power Act. 

(6) The proposed issuance and sale of Preferred Stock, as hereinafter 
authorized, will be for a lawful object, within the corporate purposes of Appli- 
cant and compatible with the public interest, which is appropriate for and 
consistent with the proper performance by Applicant of service as a public utility 
and which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 

The Commission orders: 


(A) The proposed issuance and sale of Preferred Stock, as described above, 
upon the terms and conditions, and for the purposes specified in the application, 
as amended, are hereby authorized, subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction hereby authorized 
is consummated within 90 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
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valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect to any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UNION TEXAS NATURAL GAS CORPORATION, DOCKETS NOS. G-11563 
AND G-17600 


ORDER APPROVING SETTLEMENT, PRESCRIBING REFUNDS, AND TERMINATING 
PROCEEDINGS 


(Issued June 21, 1961) 


On June 16, 1961, Union Texas Natural Gas Corporation (Union)* and Texas 
Gas Transmission Corporation (Texas Gas), submitted in the above-designated 
proceedings a settlement agreement between Union, Texas Gas, and all of the 
gas distributors purchasing from Texas Gas who were interveners herein, to- 
gether with a request for a Commission order approving said agreement and 
terminating these proceedings. All of the State or other public regulatory 
authorities who are parties to these proceedings have executed the agreement 
or otherwise approved its terms. No one has protested the agreement. 

The proceeding in Docket No. G-11563 concerns rates contained in Supp. Nos. 
6 and 7 to Union’s FPC Gas Rate Schedule No. 2 and Supp. Nos. 6 and 7 to 
Union’s FPC Gas Rate Schedule No. 3 for the jurisdictional sale of natural gas 
to Texas Gas from the Lake Charles and Lafayette Conservation Districts in 
Southern Louisiana. Each of the said supplements proposed an increased rate 
of 18.936 cents per Mcf for non-dehydrated gas and 19.186 cents per Mcf for 
dehydrated gas, plus applicable tax reimbursement.*? By order issued December 
6, 1956, the supplements were suspended until February 15, 1957, at which date 
they were subsequently made effective under the provisions of the Natural Gas 
Act, subject to Union’s undertaking to refund the portion of the proposed 
increased rates ultimately found not justified. 

The proposed settlement provides that the present contracts (Union’s FPC 
Gas Rate Schedules Nos. 2 and 3) will be modified as follows: * 

(1) The base price is to be fixed at 16.25 cents per Mcf for dehydrated gas and 
16.0 cents per Mcf for undehydrated gas from February 15, 1957 through 
December 31, 1971. 

(2) All escalation clauses relating to the base price, i.e., fixed price escala- 
tions, favored-nations and redetermination provisions, are to be deleted from the 
contracts. 

(3) The tax reimbursement provisions will provide: 

(a) A one (1) cent per Mcf tax reimbursement for all gas purchased by 
Texas Gas from February 15, 1957 through August 1, 1958; 

(b) A 1.875 cents per Mcf tax reimbursement for all gas purchased from 
August 2, 1958 through November 30, 1958; provided, however that 0.875 cents 


1 Formerly Union Oil & Gas Corporation of Louisiana. 

2 All volumes and prices are at 15.025 psia. 

%Upon approval of the settlement, Union also proposes to make appropriate filings 
requesting amendments to its certificates of public convenience and necessity authorizing 


the sales of natural gas to Texas to reflect the proposed changes in the dedication 
provisions. 


693-489—64——_-78 
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per Mcf of this amount will be retained by Union subject to issuance of a final 
Commission order in Docket Nos. G-15833 and G-—16023. 

(c) A 1.875 cents per Mcf tax reimbursement for all gas purchased from and 
after December 1, 1958, plus seven-eighths of any future similar tax in excess 
of 2.3 cents per Mcf up to a total of 4.0 cents per Mcf; and 100 percent 
reimbursement for all similar total taxes in excess of 4.0 cents per Mcf. 

(4) The contract provisions relating to dedicated reserves and delivery obli- 
gations will provide: 

(a) Union’s presently developed gas reserves aggregating 1.5 trillion cubic 
feet dedicated to Texas Gas will remain committed under the amended contracts ; 

(b) Union’s right annually to request and obtain a redetermination of the 
volume of gas reserves dedicated under the contracts will be eliminated, and 
in lieu thereof future reserve redeterminations and attendant adjustments in 
delivery volumes will be subject to mutual agreement of Union and Texas 
Gas; 

(c) Union’s maximum day delivery obligation will remain at the currently 
approximate 365,000 Mcf, and Texas Gas’ obligation to take or pay for gas 
not taken will remain at 65 percent of that maximum. In addition, Texas 
Gas will now be provided with the right to take make-up gas to cover volumes 
paid for but not taken during the previous six months, and the further right 
to take a daily volume equal to 150% of Union’s maximum day obligation if 
Union determines such deliveries are consistent with good operating practice; 

(d) Union’s obligation to dedicate, at Texas Gas’ option, all production 
Union may find in a 17 parish area of South Louisiana will be eliminated. 

(e) Union shall have no further right to reduce its aggregate maximum daily 
delivery obligation under the two contracts nor to sell gas to others from the 
reserves dedicated to the contracts, in the event Texas Gas fails to take the 
aggregate minimum annual purchase obligation for any contract year. 

In addition to the contract modifications outlined briefly above, Union pro- 
poses to make refunds to Texas Gas of amounts equal to the difference between 
the rates charged from February 15, 1957 through the date of termination of 
these proceedings and the rates proposed in the settlement agreement. It is 
estimated that such refunds will aggregate approximately $10,500,000, includ- 
ing interest. Pursuant to Commission orders issued in Docket Nos. G—10751, 
G-—12823 and G-—18886 involving the rates and charges of Texas Gas, the cus- 
tomers of Texas Gas will receive immediate benefits from the refunds pro- 
posed by Union. 

Hearings were held in the proceeding in Docket No. G-11563‘* and an Ex- 
aminer’s decision was issued therein on January 15, 1960. Union and other 
parties, including our staff, have filed exceptions to that decision. Inasmuch 
as this proceeding arose, was heard and decided by the Presiding Examiner 
prior to our decision in Phillips Petroleum Company, Opinion No. 338, issued 
September 28, 1960, 24 FPC 537, and the issuance of our Statement of General 
Policy No. 61-1, 24 FPC 818, the Examiner’s decision was not based on the 
allocation principles for setting cost of service rates as set forth by us in 
Phillips. In addition to the settlement agreement, the record in the proceed- 
ing, and the Examiner’s decision and exceptions thereto, our staff has tested the 
proposed rates, based on the 1956 test year evidence of costs presented in the 
proceeding, under the allocation principles set forth in the Phillips decision, to 


4 The submitted agreement also proposes to settle the proceedings in Docket No. G—17600. 
That proceeding, not involved in the hearings, concerns proposed increased rates con- 
tained in Supplement Nos. 9 to the subject rate schedules. Those rates, relating to the 
interpretation of the applicable tax reimbursement provision, were made effective subject 
to refund as of January 25, 1959, by order issued January 23, 1959. 
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the extent applicable to the facts in this proceeding. That test indicates a cost 
of service rate slightly lower than that proposed in the settlement agreement. 

We are of the view that the settlement agreement should be approved. We 
have heretofore stated that for future proceedings cost of service alone would 
not be a proper basis for establishing prices for producer sales of natural gas. 
We also note that while there have been some general increases in the cost 
of doing business since the test year 1956, and that further increases may be 
anticipated in future years, the staff’s test under the principles of the Phillips 
decision, referred to above, was, and could only be based, on the 1956 cost avail- 
able in the record. Moreover, and more importantly, the extensive contract 
revisions contemplated by the proposed settlement present substantial benefits to 
the public interest which do not lend themselves to evaluation in a cost of 
service determination such as heretofore described. 

The proposed agreement would establish a firm, fixed price through the 
year 1971 to a volume of gas which constitutes more than 30 percent of Texas 
Gas’ purchased gas volumes from independent producers, based on 1960 pur- 
chases. The degree of stability thus built into Texas Gas’ purchased gas 
eosts for a future ten (10) year period and the substantial benefits therefrom 
to the parties herein, to the public, and to the Commission, is evident.® 

In support of their request for approval of the proposed settlement, the par- 
ties further state that proposed contract changes relating to maximum day 
delivery obligations, daily obligation of take-or-pay, “make-up” rights, permis- 
sible “swing” on maximum takes, redetermination of reserves, and area dedi- 
cation, will best serve the public interest. The parties point out that those 
changes will serve to give Texas Gas a greater flexibility, in its gas acquisition 
program and better enable it to control its ultimate costs, and will permit Union 
to engage in a further aggressive exploration program desi‘ned to discover and 
develop additional supplies of natural gas. We are of the view that the proposed 
changes will provide the benefits indicated and are therefore in the public 
interest. 


The Commission finds: 


(1) Based on all the foregoing, the settlement of the proceedings in Docket 
Nos. G-11563 and G-17600 on the basis of the rate settlement agreement sub- 
mitted by Union and Texas Gas is proper and in the public interest in carrying 
out the provisions of the Natural Gas Act, and the agreement should be ap- 
proved and made effective as hereinafter ordered. 

(2) The rates and charges contained in Supplement Nos. 6, 7 and 9 to Union’s 
FPC Gas Rate Schedule No. 2 and Supplements Nos. 6, 7 and 9 to Union’s 
FPC Gas Rate Schedule No. 3 have not been shown to be just and reasonable 
and should be disallowed. 

(3) Good cause exists for terminating the above-designated proceedings. 


The Commission orders: 


(A) The above-described rates and charges effective subject to refund in these 
proceedings are hereby disallowed. 

(B) The settlement agreement submitted herein by Union and Texas Gas is 
hereby approved and made effective, subject to the following requirements. 

(C) Within 30 days from the date of issuance of this order, Union shall 
file, subject to approval of the Commission, supplements to the subject rate 


5 The deletion of the existing favored-nations and price determination provisions will, 
in fact, have the immediate benefit of serving to avoid a price redetermination now 
scheduled to become effective on Januray 1, 1962. 
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schedules reflecting the provisions of the settlement agreement herein approved, 
and shall refund to Texas Gas, with interest at the rate of 6 percent per 
annum to date of refund, all amounts collected for gas sold on and after 
February 15, 1957 in excess of the amounts that would have been collected 
at the rates approved herein. Within 60 days from the date of issuance of 
this order Union shall report to the Commission, in writing and under oath, 
the amount of refunds paid to Texas Gas, showing the calculation thereof in- 
cluding the separate amounts of principal and interest; and Union shall file an 
acknowledgment signed by a responsible officer of Texas Gas that said amounts 
satisfy the obligations under the settlement agreement. 

(D) Pursuant to the Regulations under the Natural Gas Act, within 30 days 
from the date of issuance of this order, Union shall file proposed amendments 
to its certificates of public convenience and necessity, authorizing the subject 
sales to Texas Gas, to reflect the changes in the dedication provisions. 

(E) Upon full compliance by Union with all the terms and conditions of 
this order, these proceedings shall be terminated. 

(F) This order is without prejudice to any findings or orders which have 
been or may be made hereafter by the Commission, and is without prejudice 
to any claims or contentions which may be made by the Commission, Union, 
the Commission staff or any affected party herein, in any proceedings now pend- 
ing or hereafter instituted by or against Union or any other companies, persons 
or parties affected by this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


ATLANTIC SEABOARD CORPORATION, DOCKET NOS. G-—12196, G—16817, 
G-18422 AND G-—19326 


ORDER APPROVING PROPOSED REFUND PROCEDURE 
(Issued June 22, 1961) 


By order issued April 21, 1961, in the above-designated proceedings, the Com- 
mission approved a proposed rate settlement agreement executed by Atlantic 
Seaboard Corporation (Seaboard) and all its customers, except Lynchburg Gas 
Company (Lynchburg), and by three non-customer interveners. On May 19, 
1961, Lynchburg filed an application for rehearing of our order approving the 
settlement. By order issued June 12, 1961, we denied Lynchburg’s application 
for rehearing. On June 6, Seaboard filed a motion requesting approval of a sup- 
plemental agreement between Seaboard and all of its customers, other than 
Lynchburg, providing that (1) said parties agree to accept as a complete accord 
and satisfaction of all rights for the period involved, the refunds provided for in 
the settlement agreement as approved by Commission order issued April 21, 
1961, and (2) Seaboard agrees to make immediate refunds in accordance with 
the Commission’s order, and to waive any claim for recovery of refunds made for 
the periods covered by the Commission’s order, if upon remand of these proceed- 
ings it is determined that Seaboard has made excessive refunds pursuant to that 
order. 

In support of its motion Seaboard states that the proposed refund procedure 
is necessary and appropriate because interest on the principal amount of $5,752,- 
000 of refunds is accruing at the rate of approximately $1,000 a day, and if, as 
indicated, Lynchburg seeks review of the Commission’s order issued April 21, 
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1961, the termination of those proceedings, and payment of the refunds, may be 
delayed for many months at a considerable additional cost to Seaboard. 

It is further alleged that if, pursuant to the Commission’s order issued April 
21, 1961, Seaboard made immediate refund to each customer in the dollar amounts 
set forth in paragraph 2 of the settlement agreement and such amounts were 
thereafter altered by an order of a court or after remand to the Commission, 
Seaboard would be left without recourse against its customers who may have 
received excess refunds, and at the same time would be required to make further 
refund to those who may have received too little. 

The motion further states that in the event the amounts set forth in para- 
graph 2 of the settlement agreement are altered by order of a court or upon 
remand to the Commission, and Lynchburg is thereby entitled to a refund in 
excess of that provided for it in said paragraph 2, Seaboard will thereupon make 
payment of such refund to Lynchburg. 

We recognize that upon appeal and possible reversal of our order, Lynchburg’s 
refund may be determined on a basis different from that applied to the refunds 
for the customers who have signed the accord and satisfaction. However, we 
believe that the public interest is more appropriately served by prompt, firm 
refunds than by substantially delayed refunds, which may or may not be dif- 
ferent from those provided in the settlement agreement, which we determined by 


our order issued April 21, 1961, to be equitable and a reasonable basis for termi- 
nating these proceedings. 


The Commission finds: 


It is necessary and proper in the public interest and to aid in the enforcement 
of the provisions of the Natural Gas Act that the Commission grant Seaboard’s 
motion for approval of the supplemental agreement filed June 6, 1961. 


The Commission orders: 


The supplemental agreement, submitted June 6, 1961, in the above-designated 
proceedings, setting out the refund procedure described above, is hereby approved. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COLORADO-WYOMING GAS COMPANY, DOCKET NO. CP61-209 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 23, 1961) 


Colorado-Wyoming Gas Company (Applicant), P.O. Box 480, Denver 1, Colo- 
rado, filed an application on February 10, 1961, as supplemented on March 23, 
1961, for a certificate of public convenience and necessity pursuant to Section 7 
of the Natural Gas Act, authorizing the construction and operation of natural 
gas facilities and to render service as hereinafter described, subject to the juris- 
diction of the Commission all as more fully described in the application as 
supplemented. 

Applicant seeks authority to serve natural gas to Public Service Company 
of Colorado, an existing customer, for retail distribution in the town of Valmont, 
near Boulder, Colorado and also to service directly the Flatiron Paving Com- 
pany, near Valmont, with interruptible industrial natural gas for use in its 
asphalt mixing plant. Applicant also seeks authority to replace its existing 
83-inch lateral serving two industrials near Valmont with a 4-inch lateral and 
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to extend that lateral with 1 mile of 3-inch pipe, in order to be able to render 
the proposed services. Applicant will also build two meter stations on the 
proposed extension. 

The total cost of the proposed project is estimated at $30,500, which includes 
$3,120 as the value of the 3-inch lateral to be replaced. Applicant will finance 
the project from its working funds. 

Applicant’s estimated incremental net revenues attributable to the proposed 
facilities are based on a 7.7 percent depreciation rate. 

The proposed service will have no appreciable effect upon Applicant’s avail- 
able gas supply. 

Public Service’s estimated peak day and annual requirements for the proposed 
service in Mcf at 14.73 psia are as follows: 


Peak day Annual 


Estimated sales to Flatiron by Applicant are 400 Mcf on the maximum day 
and 16,500 Mcf in 1962 increasing to 19,500 Mcf in 1964. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 13, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 


decision herein pursuant to Section 1.30(c)(1) of its Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be constructed and operated by applicant will be used 
for the transportation and sale of natural gas in interstate commerce and the 
construction and operation thereof are subject to the requirements of Sub- 
sections (a), (b), (c) (3), (c) (4) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities and the sale of 
natural gas as herein described, and as more fully described in the application 
in Docket No. CP61-209 are required by the public convenience and necessity 
and a certificate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant in 
Docket No. CP61-209, and to the exercise of the rights granted thereunder, and 
the time within which construction of facilities authorized by this order shall 
be completed and in actual operation should be fixed at one year from the date 
on which this order issues. 

(6) Any order issued herein should state that the authorization granted in 
Docket No. CP61-209 does not imply approval of Applicant’s use of a 7.7 percent 
depreciation rate. 
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(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to construct and operate natural gas facilities and to sell and 
deliver natural gas to Public Service Company of Colorado and to the Flatiron 
Paving Company as described herein, all as more fully described in the applica- 
tion in Docket No. CP61-209. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c) (4), and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations, including Rules of Practice and Procedure, shall attach to 
the issuance of the certificate granted in paragraph (A) hereof, and to the 
exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at one year from the 
date on which this order issues. 

(D) The authorization granted herein does not imply approval of Applicant’s 
use of a 7.7 per cent depreciation rate. 

(BE) Applicant shall deliver a maximum of 400 Mcf per day to Flatiron Paving 
Company, the estimate in the application. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-132 


ORDER DENYING MOTION FOR AN ORDER TO SHOW CAUSE 


(Issued June 23, 1961) 


On May 26, 1961, Mid-America Pipeline Company (Mid-America), a Delaware 
corporation with general offices in Tulsa, Oklahoma, filed herein a motion for an 
order to show cause why Northern Natural Gas Company (Northern) and 
Northern Gas Products Company (Northern Products), should not be required 
to file applications for certificates of public convenience and necessity, and for 
other relief. 

Mid-America alleges that it owns and operates a liquid hydrocarbons pipeline 
system of approximately 2,184 miles in length extending from southeastern New 
Mexico and West Texas to Pine Bend, Minnesota and to Janesville, Wisconsin. 
This system was constructed in 1960, Movant says, at a cost of about $63,000,000 
for the purpose of transporting natural gas liquids, including propane, butane 
and natural gasoline. It is connected to hydrocarbon extraction plants in New 
Mexico, West Texas and the Texas and Oklahoma Panhandles at which liquefi- 
able hydrocarbons are extracted from natural gas and delivered to Mid-America 
for shipment. The service area of Mid-America embraces a part or all of the 
nine states of Kansas, Missouri, Nebraska, Iowa, Illinois, South Dakota, North 
Dakota, Minnesota, and Wisconsin. 

Mid-America states further that Northern Products has announced that it 
also proposes to construct a pipeline from Bushton to Des Moines, Iowa, where 
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it will connect with the pipeline system of the Great Lakes Pipe Line Company, 
for the purpose of transporting propane and other liquid hydrocarbons produced 
at the extraction plant at Bushton, Kansas. Mid-America states that if the 
application herein is granted, Northern will be transporting through its regulated 
transmission facilities natural gas hydrocarbons from New Mexico, West Texas 
and the Texas and Oklahoma Panhandles for liquefaction in Kansas and for 
transportation as liquids by Northern products to markets in Nebraska, Iowa, 
Missouri and Minnesota in direct competition with Mid-America. Movant asserts 
that the service Northern proposes to furnish Northern Products will be subsi- 
dized by Northern’s gas customers, and that Northern and Northern Products 
will thus receive an unfair competitive advantage in their competition with 
Mid-America. 

Movant alleges that Northern and Northern Products are engaged in the con- 
struction of this extraction plant at an estimated cost of $12,000,000. Movant 
says that the 900,000 Mcf of gas per day which Northern proposes to deliver to 
Northern Products amounts to over 50 per cent of Northern’s system capacity 
at Bushton. The extraction will reduce the Btu content as well as the volume of 
the gas and then the gas will be returned to Northern’s system. Movant says, 
that as a result of blending of this gas with the other gas, the heating value of 
Northern’s entire gas stream downstream from Bushton will be reduced. Because 
of this, Mid-America claims the extraction facilities are part of Northern’s trans- 
mission system subject to Commission regulation under Section 7 of the Natural 
Gas Act. 

In addition, Mid-America says the contract between Northern and Northern 
Products recognizes that the extraction operation will reduce the line pressure 
which must be restored at the output of the Bushton station. For this and 
other reasons movant says that Northern and Northern products should make 
applications for certificates of public convenience and necessity. 

Mid-America alleges that the courts have held that because of the close con- 
nection between hydrocarbon extraction operations undertaken by gas trans- 
mission companies and the transmission operations themselves, such extraction 
operations are subject to the jurisdiction of the Commission and the net revenues 
derived therefrom are to be credited to the operating expenses of the transmis- 
sion company, citing the following cases as authority for its position: City of 
Detroit v. F.P.C., 230 F. 2d 810, 819-821 (C.A.D.C. 1955), cert. den. 352 U.S. 829 
(1956) ; Cities Service Gas Co. v. F.P.C., 155 F. 2d 694, 703 (C.A. 10th 1946), 
cert den. 329 U.S. 773 (1946); Hope Natural Gas Co. v. F.P.C. 134 F. 2d 287, 
307-308 (C.A. 4th 1948), rev’d on other grounds 320 U.S. 591 (1943). 

On June 2, 1961, Northern filed an answer herein to the motion of Mid- 
America for an order to show cause contesting the claim of Mid-America that 
the construction and operation of said extraction plant and the appurtenant serv- 
ice pipelines by either Northern or Northern Products, adjacent to and con- 
necting said extraction plant to Northern’s natural gas transmission system, 
are subject to the jurisdiction of the Commission under said Section 7(c). 
Northern says such facilities are directly involved or directly incident to the 
extraction of liquefied petroleum products and are not facilities for the trans- 
portation of natural gas in interstate commerce or the sale in interstate com- 
merce of natural gas for resale within the purview of Sections 1(b) and 7(c) of 
the Act. It is claimed by Northern that the reduction in line pressure at Bush- 
ton Station and the contemplated reduction in Btu content of the natural gas 
flowing downstream from Bushton are incidents of the extraction process and 
not of the transportation of the gas. 
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The answer points out that the decisions in the Cities Service and Hope cases 
cited by Mid-America involve rate cases and affirmed the Commission’s action 
in crediting to the natural gas companies the net revenues received from the 
operation of the extraction plants. 


The Commission having considered the allegations of said motion and of the 
answer filed thereto finds: 


The construction and operation of the proposed hydrocarbon extraction plant 
at Bushton, Kansas is not esential to the transportation of natural gas in inter- 
state commerce or to the sale in interstate commerce of natural gas for resale, 
and is, therefore, not subject to the jurisdiction of this Commission. 


The Commission orders: 


The motion of Mid-America for an order to show cause why Northern Natural 
Gas Company and Northern Gas Products Company should not be required to 
file applications for certificates of public convenience and necessity, and for 
other relief be and the same is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NOS. G-—20509, RP60-15 


ORDER DENYING APPEAL FROM PRESIDING EXAMINER’S RULING, DENYING MOTION FOR 
ISSUANCE OF SUBPOENA AND DENYING MOTION FOR CONTINUANCE OF HEARINGS 


(Issued June 23, 1961) 


The Georgia Public Service Commission (Georgia), an intervener in these 
consolidated proceedings, on June 14, 1961, filed an Appeal from the ruling of 
the Presiding Examiner issued herein on June 12, 1961. The ruling complained 
of denied Georgia’s request that Southern Natural Gas Company (Southern 
Natural) be directed to make available to Georgia’s representatives for exam- 
ination in Southern Natural’s offices in Birmingham, Alabama, certain books, 
records and other operating, tax and financial reports and data affecting sales 
of gas through April 30, 1961. The ruling additionally refused to grant an 
extension of the time for filing of exhibits and testimony by interveners herein 
three weeks beyond the time when Southern Natural would make available 
such requested information. By the procedural time requirements fixed by our 
order issued herein June 2, 1961, the interveners’ cases-in-chief are to be served 
on or before June 26, 1961. 

In making this Appeal, Georgia alternatively requests that a subpoena duces 
tecum be issued directing Southern Natural to produce the requested books, rec- 
ords and data in hearing. It asserts that its request for an order directing the 
availability of information in Southern Natural’s offices is intended to be less 
burdensome in terms of the expense and time which would be involved if the 
subpoena route to disclosure were followed. It implies that the requested order 
should likewise state alternative requirements. Whether the Presiding Exam- 
iner had the authority claimed by Georgia, or whether we should issue such 
alternative order, we need not determine here since we are not convinced that 
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Georgia has shown a justifiable basis for granting the extension of time that 
would be required. 

The Presiding Examiner, in denying the requested ruling, found that “the 
facts as developed in the present proceedings” do not “justify the action 
requested”. Upon consideration of all the averments contained in Georgia’s 
Appeal, we agree with the examiner that upon all the circumstances pertaining 
herein the delay of these proceedings which would follow the introduction of a 
later test year has not been justified. 

Furthermore, it appears that all parties have been aware of the basic data 
relied upon by Georgia for many months and we have previously given consid- 
eration twice to the time requirements of the interveners in our orders issued 
herein on March 7, 1961, and June 2, 1961. In the latter order we granted a 
ten-day extension for such purposes upon the request of Atlanta Gas Light 
Company joined in by all parties, including Georgia. 

While no formal answers in support of Georgia’s Appeal have been filed, 
telegraphic endorsements have been received by the Commission from Atlanta 
Gas Light Company, South Atlantic Gas Company, Gas Light Company of Co- 
lumbus and Gas Section of Georgia Municipal Association, all parties engaged 
in gas distribution in the State of Georgia, and also from South Carolina 
Public Service Commission and South Carolina Natural Gas Company. Formal 
answers in opposition to Georgia’s Appeal have been filed by Southern Natural 
and by the Commission staff. Alabama Municipal Gas Association, by telegram, 


recommends denial of the Appeal, indicating excessive delay may otherwise 
result. 


The Commission finds: 


The due and timely administration of the Commission’s functions under the 


Natural Gas Act require that the Appeal of the Georgia Public Service Com- 
mission be denied. 


The Commission orders: 


The Appeal from the Presiding Examiner’s ruling issued June 12, 1961, filed 
by the Georgia Public Service Commission herein on June 14, 1961, is hereby 
denied. The alternative motion for the issuance of a subpoena duces tecum 
and the motion for continuance of hearings are likewise denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. CP61-250 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 23, 1961) 


On March 21, 1961, as supplemented on April 14, 1961, Tennessee Gas Trans- 
mission Company (Applicant) filed in Docket No. CP61-250 an application 
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pursuant to Section 7(c) of the Natural Gas Act for a certificate of public con- 
venience and necessity authorizing the construction and operation of an unspe- 
cified number of metering and regulating stations and appurtenant facilities 
from the date of authorization through the calendar year 1962, to enable Appli- 
cant to establish new and additional delivery points for the sale and delivery 
of natural gas to existing customers, at a total estimated cost not to exceed 
$200,000, with no single installation to exceed a cost of $50,000, all as more 
fully set forth in the application and supplement. 

Deliveries of natural gas through the facilities proposed herein will be re- 
stricted to the authorized contract volumes. Issuance of the certificate under 
this “budget-type” proposal will obviate the filing and processing of individual 
minor, routine applications. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 15, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Tennessee Gas Transmission Company, a Delaware corpora- 
tion having its principal place of business in Houston, Texas, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of July 12, 1947, in Docket No. G-910 (6 FPC 777). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation, as supplemented, in this proceeding, are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the jurisdic- 
tion of the Commission, and the construction and operation thereof by Applicant 
are subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) The construction and operation of the facilities and the delivery of natural 
gas to existing resale customers as proposed by Applicant are required by the 
public convenience and necessity and a certificate therefor should be issued 
as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) The authorization granted hereinafter should be limited to construction 
during the period from the date of issuance of this order through the calendar 
year 1962, and the total expenditures for facilities so constructed should be 
limited to a maximum of $200,000 with no single project to exceed a cost of 
$50,000, as proposed by Applicant. 

(6) The facilities constructed pursuant to this authorization should be used 
only for authorized sales to Applicant’s authorized resale customers within the 
effective contract delivery obligation of Applicant to such resale customers, as 
set forth in Applicant’s filed FPC Gas Tariff. 
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(7) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit on or before March 1, 1963, a 
statement under oath showing: (a) the name and location of each customer 
receiving deliveries from facilities authorized hereinafter, (b) a description 
of the individual facilities constructed at each new delivery point, (c) the actual 
final cost of each facility so constructed, (d) the volume of natural gas delivered 
and to be delivered at each new delivery point, and (e) the related rate schedule 
applicable to each such new delivery point. 

(8) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should at- 
tach to the issuance of the certificate hereinafter granted to Applicant and to 
the exercise of the rights granted thereunder. 

(9) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Tennessee Gas Transmission Company to construct 
and operate the natural gas facilities as hereinbefore described and as more 
fully described in the application, as supplemented, in this proceeding, upon the 
terms and conditions of this order. 

(B) The authorization granted in paragraph (A) above is hereby limited to 
construction during the period from the date of issuance of this order through 
the calendar year 1962, and the total expenditures for facilities so constructed 
are hereby limited to a maximum of $200,000, with no single project to exceed 
a cost of $50,000, as proposed by Applicant. 

(C) The facilities constructed pursuant to the authorization granted in para- 
graph (A) above shall be used only for authorized sales of natural gas to Appli- 
cant’s authorized resale customers within the effective contract delivery 
obligation of Applicant to such resale customers, as set forth in Applicant’s filed 
FPC Gas Tariff. 

(D) Applicant shall submit on or before March 1, 1963, a statement under 
oath showing: (a) the name and location of each customer receiving deliveries 
of natural gas from facilities constructed pursuant to the authorization granted 
in paragraph (A) above, (b) a description of the individual facilities con- 
structed at each new delivery point, (c) the actual final cost of each facility sc 
constructed, (d) the volume of natural gas delivered and to be delivered at each 
new delivery point, and (e) the related rate schedule applicable to each such 
new delivery point. 

(E) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the issuance of the certificate granted in paragraph (A) above and to 
the exercise of the rights granted thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


CONCORD ELECTRIC COMPANY, PROJECT NO. 1903 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST AND 
PRESCRIBING ACCOUNTING THEREFOR 


(Issued June 26, 1961) 


Concord Electric Company, Licensee for Project No. 1903,’ from time to time 
filed statements pursuant to Section 4.1 of the Commission’s Regulations under 
the Federal Power Act, claiming for the period from January 1, 1938 through 
December 31, 1959, project additions, retirements, and credit adjustments result- 
ing in (1) a $156,038.93 net increase in project cost over the previously deter- 
mined amount of actual legitimate original cost of the project, $789,183.27 as of 
January 1, 1938, and (2) a resulting total claimed actual legitimate original 
cost of the project as of December 31, 1959, of $945,222.20. The claimed net 
increase of $156,038.93 results from claimed and recorded project gross addi- 
tions of $242,364.80, gross retirements of $86,422.15, and debit adjustments of 
$96.28. 

A field examination has been made by the staff of the Licensee’s books and 
records relating to the claimed and recorded additions, retirements, and adjust- 
ments, covering the period from January 1, 1938 through December 31, 1959. 

Following the above-mentioned examination, an agreement, subject to Com- 
mission approval, was reached between the Staff and Licensee’s representatives 
(confirmed by letter from Licensee dated January 3, 1961) with respect to certain 
proposed adjustments to project cost changes for the period from January 1, 
1988 through December 31, 1959, consisting of (1) the reclassification of 
$1,332.80 within project plant accounts, (2) the elimination of the net amount 
of $5,486.92 from the project accounts, which includes the revision of accounting 
for payment received from the State of New Hampshire for relocating a portion 
of a transmission line, resulting in a credit of $7,227.29 to Contributions in Aid 
of Construction—Federal, and (3) the accounting dispositions of the foregoing 
amounts. 

During the course of its field examination, the staff also reviewed the project 
depreciation reserve recorded upon Licensee’s books of account. However, 
further study of the reserve is being made and the staff recommends that this 
phase of the investigation be deferred for future Commission consideration and 
determination. 

The accounting disposition of the staff's proposed adjustments of licensee’s 
claimed and recorded cost as agreed to by licensee is shown by the following com- 
posite journal entry: 


- 


1 The project is located on the Merrimack River in Merrimack County, New Hampshire, 
and may be described as Licensee’s Sewalls Falls Project. The license authorizing the 
operation and maintenance of the project was issued on April 30, 1946, effective as of 
January 1, 1938, and it is due to expire on June 30, 1970. 

2? Commission order issued February 24, 1950, 9 FPC 513. 
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Account Number Debit Credit 


101, Electric plant in service—Project No. 1903 

121, Nonutility property 

108, Accumulated provision for depreciation of electric plant—non-project 
108, Accumulated provision for depreciation of electric plant—Project No. 1903 
271, Contributions in aid of construction—Federal (Project No. 1903) 

426, Other income deductions 


TOO. .ncccccw nc cnecncccccnsunwncsecsnesncsneccccesesssnonecucessencseseses 10, 694. 87 10, 694. 87 


The New Hampshire Public Utilities Commission was advised by letter of 
this Commission dated March 1, 1961, of the proposed adjustments, including 
the accounting disposition, and the resulting project costs, all as recommended 
by this Commission’s staff and agreed to by Licensee as set forth above. By 
letter of March 7, 1961, that Commission indicated no objection to the fore- 
going. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the proposed adjustments, includ- 
ing the accounting disposition, and the resulting project costs, and its letter 
dated January 3, 1961, and the New Hampshire Public Utilities Commission, by 
its letter dated March 7, 1961, have obviated the necessity for notice and op- 
portunity to protest provided by Sections 4.4 and 4.5 of the Commission’s Reg- 
ulations under the Federal Power Act. 

(2) The foregoing adjustments, including the accounting disposition, are 
reasonable and appropriate for the purposes of the Federal Power Act, and, 
therefore, should be approved and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of Proj- 
ect No. 1903 for the period from January 1, 1938 through December 31, 1959, is 
$150,552.01, comprised of gross additions of $248,438.02, gross retirements of 
$85,755.00, debit adjustments of $96.28 and Contributions in Aid of Construc- 
tion—Federal of $7,227.29; and the resulting actual legitimate cost of the 
project as of December 31, 1959 is $939,735.28, classified by project plant ac- 
counts as shown in the attached schedule. 

(4) It is necessary and appropriate for the purposes of the Federal Power 
Act that the matter of determining the accrued depreciation applicable to proj- 
ect properties be reserved for future Commission consideration and decision as 
hereinafter ordered. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purpose of this order. 

(B) The foregoing adjustments, including the accounting disposition, as re- 
ferred to in the findings above, are hereby approved and directed to be made by 
Licensee. 

(C) Licensee, to the extent that it has not already done so, shall (a) re- 
classify the amount of $1,332.80 from project Account 350, Land and Land 
Rights, to project Account 351, Clearing Land and Rights of Way; (b) record 
the composite journal entry set forth above to dispose of the adjustments to the 
project accounts; and (c) establish and maintain project control and detail 
accounts showing the amount of $150,552.01 as the net increase in the actual 
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legitimate original cost of the project for the period from January 1, 1988 
through December 31, 1959, and a total of $939,735.28 as the actual legitimate 
original cost of the project as of December 31, 1959, classified by accounts as 
shown in the attached schedule. 

(D) Licensee shall within 60 days from the issuance of this order file with 
the Commission three certified copies of its adjusting journal entries showing 
compliance with this order. 

(E) The matter of Commission determination of the amount of accrued de- 
preciation applicable to project properties is hereby expressly reserved for 
future Commission consideration and decision. 


Summary by detailed plant accounts of approved project costs as of January 1, 1988; 
claimed changes for the period from January 1, 1938 to December 31, 1959, with staff 
proposed adjustments thereto, and balances recommended for allowance as of De- 
cember 31, 1959 





| Changes from 1/1/38 to 12/31/59 



























Account Approved ! Recom- 
original | Proposed staff mended 
cost ————__— | original 
as of s As cost as of 
1/1/38 claimed | Reclassi- | Adjust- | adjusted | 12/31/59 
Num- Description fication ments 
ber 
1 2 3 4 5 6 7 8 
Hydraulic Production Plant: 
320 Land and land rights_...|/$66, 347.87 | $2,492.40 |.---......- ($2, 544.85)| ($52. 45) |$66, 295. 42 
321 Structures and improve- 
rae ee 16, 228. 50 | 92, 304. 54 
322 Reservoirs, dams and 
waterways. ........... 357, 221.38 | 54,933.46 |........... 380. 82 | 55,314.28 |412, 535. 66 
323 Water wheels, turbines 
and generators_-.-...... FR TER. BDF BE TER OB Peicdeenisnsalecscantinee 28, 766. 25 |107, 497. 61 
324 Accessory electric equip- 
ei cicstihnncoeeanenen 41,585.55 | 9,811.40 |-.......... 111.33 | 9,922.73 | 51, 508. 28 
325 Miscellaneous power 
plant equipment --_-.-_-- Gee FQ Unancsintciintrenandans 4,025.95 | 10, 936.11 
326 Roads, railroads and 
EEE 821.18 RARE beencccsncsd beeseneseeel 111. 50 932. 68 
Total hydraulic pro- 
duction plant... ..../627, 693. 54 |116, 369.46 |......-..-- (2, 052. 70) |114, 316. 76 |742, 010. 30 
Transmission plant: 
340 Land and land rights....| 11,524.03 | 4,957.83 | ($1,332. 80)| (3,071.03) 554.00 | 12,078.03 
341 Clearing land and rights- 
SP cdeniacandnbapae tenktenainnstmaieaiehaes ; | 1,332.80 
342 Structures and improve- 
i ninnnatinibedaidine 19, 006. 07 21, 552. 29 
343 Station equipment. 95, 743. 99 125, 050. 78 
344 Towers and fixtures. 3, 199. 92 3, 199. 92 
345 Poles and fixtures_......| 13, 228.62 3, 267. 56 21, 657. 76 
346 Overhead conductors 
and devices. .......... 18, 787. 10 3, 596. 54 1, 293. 59 | 20,080. 69 
Total transmission 
i capt cnncwihasind 161, 489. 73 3, 793.07 | 43, 462. 54 (204, 952.27 
=——==S —S—— ——S —===== 
100.1 | Total electric plant in service_|789, 183.27 | 1, 740. 37 |157, 779.30 |946, 962. 57 
265.2 | Contributions in aid of con- 
struction—Federal........|...------.- (7, 227. 29)| (7,227. 29)) (7,227.29) 
Total actual legiti- 
mate original cost. ..|789, 183.27 |156,038.93 |.......-.-- (5, 486. 92) |150, 552.01 (939, 735. 28 














1 By Commission order issued February 24, 1950. 
( ) Denote Credit. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-1116 
ORDER DENYING REHEARING AND MODIFYING OPINION 
(Issued June 26, 1961) 


On May 26, 1961, Panhandle Eastern Pipe Line Company filed an application 
for rehearing of Opinion No. 269-A issued in the above case on April 27, 1961, 
25 FPC 784. The main issue raised by Panhandle in its application for re 
hearing herein which is not adequately dealt with in our denial of rehearing 
issued this date in Opinion No. 344 (Docket No. G—2506, issued April 27, 1961) 
is that pursuant to the remand of the Court of Appeals in City of Detroit v. 
F.P.C., 230 F. 2d 810 (CADC) certiorari denied 352 U.S. 829, we should have 
reopened this case for further evidence on the issues raised by the court’s 
remand. Panhandle is fully aware that the issues presented and decided in 
Opinion No. 344 were the very same issues involving the very same parties as 
those raised by the court’s remand. Panhandle presumably presented all of its 
evidence relevant to these issues in Docket No. G—2506 and reopening Docket 
No. G—1116 would have served no useful purpose. The court, it is to be noted, did 
not require reopening of these proceedings but only “further proceedings not 
inconsistent with this opinion.” From the evidence adduced in Docket No. 
G—2506 it became obvious that the court’s remand could be complied with without 
further hearings in Docket No. G-1116. 

We think only brief consideration need be given to Panhandle’s contention that 
the issue of our treatment of tax deductions for “statutory depletion and the 
intangibles” was “not remanded” by the court, and this issue is, therefore, no 
longer before us. It is sufficient to point out that since the court “set aside” 
Opinion No. 269, the rates and all components of the cost of service are fully 
before us upon the record made by Panhandle. Panhandle’s contention here 
overlooks the fact that the company, itself, as well as the Commission and the 
court treated taxes actually payable as part and parcel of the cost of service 
method which the court has required us to use as a basis of comparison and 
point of departure. Opinion No. 269, Appendix III, 138 FPC 53, 61-62, 177; 
City of Detroit, supra, pp. 813-814, f.n. 6. Moreover, our allowance of “only 
taxes payable” in this regard, as we stated in Opinion No. 344, was required 
by the Court of Appeals in Hl Paso Natural Gas Company v. F.P.C., 281 F. 2d 567 
(CA5), certiorari denied (May 1, 1961). 


The Commission further finds: 


The assignments of error and grounds for rehearing set forth in the application 
for rehearing filed herein on May 26, 1961, by Panhandie set forth no new facts 
or principles of law which were not fully considered by the Commission when it 
issues its Opinion No. 269-A and order on April 27, 1961, or which having now 
been considered warrant any change in or modification of the opinion and order, 
except as set forth in Ordering Paragraph (A) below. 


The Commission orders: 


(A) Ordering paragraph (C) of Opinion No. 269-A is hereby amended to 
insert the words “shall bear” between the words “and all” in the last full line, 
and is further amended to add the following sentence “With its filing in com- 
pliance with the above, subject to the approval of the Commission, Panhandle 
shall submit a plan of making refunds, setting forth the means whereby it pro- 
poses to meet the eventual refund obligations in these proceedings.” 
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(B) The application for rehearing of the Commission’s Opinion No. 269-A and 
order issued April 27, 1961, filed herein by Panhandle on May 26, 1961, is hereby 
denied. 

Commissioner Kline dissenting and filed a separate statement. 

Kline, Commissioner, dissenting in part: 


I concur with the order denying rehearing except as to the issue of the treat- 
ment of revenues from the processing plants at Snead and Liberal. I had mis- 
givings concerning the treatment of this issue at the time the opinion was ren- 
dered, but felt that the decision in the City of Detroit case did not permit any 
other result. On further consideration, I am so thoroughly convinced that the 
result we have reached is wrong that I would modify the opinion in this respect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-—2506 
ORDER DENYING REHEARING AND MODIFYING OPINION 
(Issued June 26, 1961) 


On May 26, 1961, Panhandle Eastern Pipe Line Company filed an application 
for rehearing of Opinion No. 344 and Order Determining Issues and Directing 
Rate Filing. Our opinion, which was issued April 27, 1961, 25 FPC 787, deter- 
mined the issues arising out of the rate filing made by Panhandle on June 30, 
1954. Our opinion came after the issuance of the examiner’s decision and a 
reopening of the record for the introduction of further evidence on whether 
commodity value should be used in determining an allowance for Panhandle’s 
own produced gas. It did not reach specific rates but required that Panhandle 
file a recomputation of its cost of service and refunds. Most of the contentions 
made by Panhandle in its application have already been answered fully in our 
opinion and we will not comment further. Others will be taken up briefly below. 

With respect to the gas produced by Panhandle, the company contends that our 
actual allowance is only about 2 cents per Mcf. It reaches this result by 
deducting the benefits of percentage depletion arising from Section 613 of the 
Internal Revenue Code and intangible well drilling costs arising under Section 
263(c) of the Code. Panhandle had contended that it should be allowed a 
Federal Income tax in its cost of service computed without taking advantage 
of these statutory tax deductions while employing these deductions on its tax 
return. We determined that Panhandle would be allowed only taxes payable 
as a result of these deductions. Excluding these benefits, of course, would not 
reduce the allowance for Panhandle’s produced gas. While we did not make a 
finding as to the precise amount of this allowance, because of adjustments made 
by us it would be in excess of the examiner’s 4.1663 cents per Mcf. 

Panhandle says that we have misinterpreted its contentions in referring to its 
hypothetical program of exploration and development during the 1955-1958 
refund period as an expansion program. What we were referring to was Pan- 
handle’s program of additional exploration and drilling which it says it should 
have undertaken during this period but didn’t. The contention that Panhandle 
needed this program to replace and maintain its reserves, we do not think is 
material. It did not carry out the program; by its own admission it bought gas 
instead. This was an option on the part of management, but we do not think 
that its customers should be charged both with purchased gas costs and also with 


693—489—64——_79 
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an exploration and development program designed to replace the reserves during 
this locked-in period. Furthermore, Panhandle’s witness admitted on cross 
examination that its reserves during the period covered by this proceeding 
remained approximately the same. 

Panhandle argues that its hypothetical program during the 1955-1958 period 
is in the nature of deferred maintenance although admitting it could not be 
recognized in our Uniform System of Accounts. Actually the program as set 
forth in Panhandle’s evidence involves capital expenditures as well as expenses, 
so apart from any other considerations could not be recognized as deferred 
maintenance. 

Panhandle contends that we did not permit it to include in the produced gas 
allowance substantial additional expenditures actually made during the rate 
making period here involved. In our Opinion we stated that the examiner’s 
allowance of $706,882 for exploration and development should be adjusted 
upward to take into account greater amounts expended in the years the rates 
were in effect. This, of course, is a modification of the test year principle. We 
did this because an allowance for exploration and development in our opinion 
should not be confined to the exact amount spent in the test year where it is 
clear that greater amounts would be spent in immediately succeeding years. 
However, this does not mean that all expenses in the test year cost of service 
should be adjusted upward during the subsequent refund period. Such a 
procedure would do away entirely with the use of the test year method, yet 
would fail to take into account increased volumes of gas sold at increased 
revenues that would tend to offset the increased expenses. Moreover, we had 
permitted in our order issued January 14, 1960, 23 FPC 89, reopening for the 
limited purpose of taking additional evidence on commodity value as proposed 
by Panhandle in its supplemental petition to reopen. 

Panhandle contests our allowance of a 6 percent rate of return on its well- 
mouth properties and requests reopening for the introduction of further evidence. 
It will be recalled that early in these proceedings * we adopted our determination 
in Docket No. G—1116 that 5% percent represented a reasonable rate of return on 
Panhandle’s pipeline properties, and that the use of Docket No. G—1116 for this 
purpose was affirmed on appeal.? In our Opinion No. 344, we addressed ourselves 
to the problem of determining a fair rate of return on the well-mouth properties 
and arrived at 6 percent using an allowance of 12 percent upon common equity. 
We were influenced on the one hand by material in the record indicating that 
companies with their own gas reserves had lower earnings price ratios with 
respect to their securities than companies that did not have any gas reserves, and 
on the other hand by the risks of the producing business and the need for 
encouraging continued exploration and development. We agree, however, with 
the court in the City of Detroit case* that a pipeline producer is in a somewhat 
different position than an independent producer with respect to risks. Our 
judgment, as it was in this case, must be influenced by the allowance made 
Panhandle in its pipeline business. It is clearly in a more favorable position 
than the independent producers in raising funds in the market. Our problem 
in this proceeding, therefore, has been essentially one of adapting the rate of 
return found fair for the pipeline part of the business on the basis of the whole 
company capitalization to the producing properties. 

There was material in the record to provide an adequate basis for our deter- 
mination that a limited additional amount should be allowed in rate of return 


113 FPC 1570. 
2 Panhandle Eastern Pipe Line Company v. F.P.C., 236 F. 24 606, CA3. 


* City of Detroit v. F.P.C., 230 F. 2d 810, 818, f. n. 12. (CADC) certiorari denied 352 
U.S. 829. 
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for the production properties in comparison to the pipeline properties. Pan- 
handle had opportunity to introduce evidence upon the question of rate of return 
for production properties during its presentation in this case. In any case, 
we do not think that further evidence is necessary and that the question is 
actually a minor one because the proportion of well-mouth rate base to the entire 
rate base is very small.’ Even a substantial change in the allowance for common 
equity with respect to the well-mouth properties would have only a slight effect 
on the allowance for the company’s own produced gas. 

In this connection, Panhandle contends that we should have admitted into 
evidence its proposed Exhibit 106 and related testimony of its witness set forth 
in Bxhibit 116 which were rejected by the examiner who was in turn affirmed 
by us in our order issued March 3, 1960. The exhibit contains statistical ma- 
terial on rate of return on production properties. The testimony relates to the 
statistical material and includes an opinion that the fair rate of return should 
be approximately 12 percent in addition to the tax benefits. The examiner ex- 
cluded this evidence because he did not think it related to the commodity value 
theory on which the case had been reopened. We affirmed his ruling for the 
additional reason that the proffered evidence was outside the scope of the 
limited reopening of the hearing sought by Panhandle and provided in our order 
issued January 14, 1960. While the evidence is relevant to the question of rate 
of return to be allowed in a cost of service it does not affect our conclusions 
herein. The statistical material in general sets forth earnings on book capitaliza- 
tion and book cost in the case of manufacturing companies and oil and gas 
producers. We were aware of the level of earnings set forth just as we were 
aware of similar material in the record in the Phillips case. We will admit 
this evidence as relevant but it does not affect our allowance for rate of return 
on the well-mouth properties. 

Panhandle now argues that crediting the revenues from the liquid extractions 
at the Sneed and Liberal plants is contrary to the law and is arbitrary and 
capricious. After again considering the record now before us, we only need to 
cite the City of Detroit case and the numerous cases cited by the court in which 
other companies have been accorded the same treatment of extraction plant 
revenues with court approval. The volumetric Btu allocation made for the opera- 
tions at Tuscola is consistent with our treatment of costs from non-jurisdictional 
extraction plants as set forth in Phillips Petroleum Company, 24 FPC 5387, 562. 

Panhandle contends that we should not have required it to refund to its 
customers amounts returned to it from Phillips Petroleum Company and Sham- 
rock Oil and Gas Company. We had required Panhandle to refund any recov- 
eries of overpayments made to producers upon the final determination of 
suspended producer rates. Panhandle objects that we had failed to make an 
allowance in its purchased gas costs for increased charges on the part of Phillips 
and Shamrock and at the same time required it to refund to its customers any 
amounts recovered from the producers. It contends that we are requiring it 
to refund to its customers twice any amounts received. Upon further considera- 
tion we agree with Panhandle on this point. We concluded that an increased 
allowance for purchased gas costs because of rate increases filed by Phillips and 
Shamrock was not justified because these increases occurred too long after the 


*In our order of December 6, 1956, 16 FPC 1310, 1311, we, in effect, approved the 
statement of the examiner that he would afford Panhandle and the staff an opportunity 
to present “‘any relevant and material proof—which either considers necessary as a result 
of the Supreme Court’s refusal to grant certiorari” in City of Detroit v. F.P.0C. 

* The examiner found that the total rate base was 157,653,847 of which only 10,906,857 
was applicable to well-mouth properties. 

* Phillips Petroleum Company, 24 FPC 537, 570-571. 
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end of the test year ending October 31, 1954, and might be offset by other factors 
such as increased volumes of gas and revenues. Panhandle’s proposed increased 
rates were in part based on the increased purchased gas costs. When we require, 
as we do, that Panhandle refund to its customers the difference between the 
amounts charged and the rates determined herein, we are in effect requiring it to 
refund to the customers the increases in purchased gas costs applicable to 
Phillips and Shamrock. During the first part of the refund period, of course, 
Panhandle did not pay the increased purchase price to Phillips and Shamrock, 
but during the latter part of the refund period Panhandle did so. Therefore, 
when Panhandle recovers actual payments made to Phillips and Shamrock, it 
should be permitted to retain these amounts. The increased purchased gas costs 
were excluded from the cost of service because too remote from the test year; the 
recovery of the increased amounts is likewise too remote to enter into the rate 
regulating process based upon the test year. 

Panhandle contends that our language requiring it to make refunds should be 
amended to restrict the payments of refunds to amounts applicable to gas pur- 
chased by it for resale to its jurisdictional customers. This, of course, was our 
intention, and we will amend our ordering paragraph to clarify this point. 


The Commission further finds: 


The assignments of error and grounds for rehearing set forth in the application 
for rehearing filed herein on May 26, 1961, by Panhandle set forth no new facts 
or principles of law which were not fully considered by the Commission when it 
issued its Opinion No. 344 and order on April 27, 1961, or which having now been 
considered warrant any changes in or modification of the opinion and order except 
as specified below. 


The Commission orders: 


(A) The application for rehearing of the Commission’s Opinion No. 344 and 
order issued April 27, 1961, filed herein by Panhandle on May 26, 1961, is hereby 
denied. 


(B) Ordering paragraph (C) of Opinion No. 344 is hereby amended to insert 
the words “shall bear” between the words “and all” in the last full line, and is 
further amended to add the following sentence: “With its filing in compliance 
with the above, subject to the approval of the Commission, Panhandle shall 
submit a plan of making refunds, setting forth the means whereby it proposes 
to meet the eventual refund obligations in these proceedings.” 

(C) In ordering paragraph (F) of Opinion No. 344, insert the following after 
the first word “producers”; “of gas purchased by Panhandle and sold for resale 
in interstate commerce.” Strike “, adjustments to spiral escalation increases or 
refunds from producers” and insert “or”. 

(D) Exhibits 106 and 116 are hereby admitted into evidence. 

Commissioner Kline dissenting and filed a separate statement. 

Kline, Commissioner, dissenting in part: 

I concur with the order denying rehearing except as to the issue of the treat- 
ment of revenues from the processing plants at Snead and Liberal. I had 
misgivings concerning the treatment of this issue at the time the opinion was 
rendered, but felt that the decision in the City of Detroit case did not permit 
any other result. On further consideration, I am so thoroughly convinced that 
the result we have reached is wrong that I would modify the opinion in this 
respect. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SHELL OIL COMPANY, SHELL OIL COMPANY (OPERATOR) ET AL., 
SHELL OIL COMPANY (OPERATOR), HUNT OIL COMPANY, N. B. HUNT, 
LAMAR HUNT, W. H. HUNT, H. L. HUNT, LYDA HUNT-MARGARET 
TRUSTS, LYDA HUNT-CAROLINE TRUSTS, LYDA HUNT-HERBERT 
TRUSTS, LYDA HUNT-BUNKER TRUSTS, LYDA HUNT-LAMAR TRUSTS, 
SECURE TRUSTS, CLAUDE E. AIKMAN, THE SUPERIOR OIL COMPANY, 
SUN OIL COMPANY, SUN OIL COMPANY (OPERATOR) ET AL., DOCKET 
NO. RI61-515 


ORDER TO SHOW CAUSE 


(Issued June 26, 1961) 


The respondents named herein, tendered for filing certain increased rates 
and charges which have been suspended and made subject to public hearing 
by orders of the Commission in the preceedings and dockets identified in Ap- 
pendix A hereof. Said proceedings have a common origin and may present for 
determination common questions of law or fact which have been reviewed and 
decided in Opinion No. 341 and accompanying order in Docket No. G—17930, 
issued March 8, 1961, 25 FPC 383. 

The questions of law or fact which appear common to the proceedings herein 
consolidated, rise from the following acts and circumstances: On or about 
December 26, 1958, The West Texas Gathering Company (West Texas) entered 
into sales of natural gas to El Paso Natural Gas Company (El Paso) at a 
base price of 16 cents per Mcf. Certain natural-gas companies herein named 
respondents, as well as others, thereafter tendered for filing proposed increased 
rates and charges in support of which they alleged that the foregoing sale had 
activated the favored-nation provisions in their contracts or had activated, 
directly or indirectly, escalation provisions in their contracts for the sale of 
gas subject to the jurisdiction of the Commission. 

Among other natural-gas companies, The Pure Oil Company (Pure) on 
January 30, 1959, tendered for filing three proposed increases in rates and 
charges upon the basis of alleged activation of favored-nation clauses by reason 
of the same sales by West Texas to El Paso. Pure’s proposed increased rates 
were suspended in Docket No. G—17930 and made subject to a public hearing. 
With respect thereto, the Commission issued among other orders those dated 
March 27, and May 12, 1959, directing that the issues in a public hearing be 
limited to: (1) whether the sale by West Texas to El Paso had activated the 
favored-nation provisions of the contracts in Pure’s FPC Gas Rate Schedule 
Nos. 1, 3 and 287 and (2) whether the favored-nation provisions were void or 
voidable as contrary to public interest. 


+The Issue was “* * * whether or not the aforementioned sales of natural gas by 
West Texas to El Paso constitute the condition precedent which apart from other tests 
for legal rates and charges, would cause provisions of any or all of Pure Oil's FPC 
Gas Rate Schedules Nos. 1, 3 and 28 to become legal justification for the tender and 
acceptance for filing of any or all of Pure Oil’s above-identified proposed increased rates 
and charges.” (Ordering Para. (B) of order issued March 27, 1959 in Docket No. 
G-17930.) 
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In Opinion No. 341 and accompanying order issued March 3, 1961 in Docket 
No. G—17930, the Commission held, among other things, that the favored-nation 
clauses in Pure’s above-identified rate schedules and contracts had not been 
activated. 

Pure’s proposed increased rates and charges tendered upon the basis of its 
favored-nation provisions had become effective subject to refund as of August 
2, 1959. The Commission ordered Pure to refund the amount which had been 
collected subject to refund under the rates thus provisionally made effective 
(Opinion No. 341, 25 FPC 383 at 392). 

The respondents named herein as previously noted, also support their notices 
of change to increased rates and charges, directly or indirectly, upon the same 
West Texas sale to El Paso. They tendered for filing, proposed changes in 
rates and charges which were suspended by orders of the Commission, and upon 
motions duly filed under Section 4(e) of the Natural Gas Act, their rates were 
made effective subject to refund with respect to their FPC Gas Rate Schedules 
identified in Appendix A hereof and on the dates indicated therein. 

The contract provisions upon which the respondents herein rely, appear to be 
substantially identical to those found in Pure’s contracts with El Paso and upon 
the basis of which the presiding examiner and the Commission held that the 
condition precedent for the activation of such provisions had not occurred (Opin- 
ion No. 341, 25 FPC 383 at 385). 

The support presented by respondents for their favored-nation filings of pro- 
posed increased rates and charges appears to rest, directly or indirectly, upon 
the same operative facts as did Pure’s. The monies collected by respondents 
subject to refund now amount to approximately $2,000,000. 

It appears that should the legality of the favored-nation increases proposed 
by the respondents herein be tested upon the limited issue of whether or not 
the condition precedent for activation of the provisions of their contracts had 
occurred by reason of the West Texas sale of gas to El Paso, that the dominant 
operative facts and the questions of law applicable thereto, would be found 
substantially identical to those of record for the increased rates reviewed in 
Docket No. G-17930, and that the Commission’s findings and orders would, in 
all probability, correspond to those issued in that proceeding. 

The evidence presented by El Paso and the staff in Docket No. G—-17930 could 
be expected to remain relatively consistent in any additional proceedings on 
this specific issue. 

For the purpose of expediency and to avoid duplication of evidentiary pres- 
entation by the parties, it appears appropriate that the single issue of activa- 
tion, or non-activation of favored-nation provisions be heard on a single record. 

In view of the foregoing, it is necessary and appropriate to the purpose of 
administering the Natural Gas Act that the respondents named herein and 
each of them, show cause, if any there be, why the Commission should not find 
and determine upon the basis of the record and the Opinion and Order No. 341 
in Docket No. G-17930 that the condition precedent for respondents’ proposed 
favored-nation increases in rates and charges identified in Appendix A hereof 
has not occurred; why the proposed increases should not be denied and why 
corresponding refunds should not be ordered. 
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The Commission orders: 


(A) Pursuant to the authority of the Natural Gas Act, particularly Sections 
4 and 15 thereof, the Commission’s Rules of Practice and Procedure, a public 
hearing be held commencing July 24, 1961, at 10:00 a.m. (BDST), in a hearing 
room of the Federal Power Commission, 441 G Street NW., Washington, D.C., 
concerning the matters and issues involved in this proceeding. 

(B) The respondents and each of them, to show cause, if any there be, 
why the issue defined in paragraph (D) below should not be severed from 
any and all proceedings in which any respondent has tendered a proposed in- 
crease rate and charge based, directly or indirectly, upon the above identified 
sale by West Texas to El Paso in any docket identified in Appendix A hereof, 
said severance having the purpose of facilitating trial of the limited issue de- 
fined in paragraph (D) below. 

(C) The respondents and each of them, to show cause, if any there be, why 
the antecedent proceedings above-identified and in which respondent has ten- 
dered a proposed increase, or increases in rate and charge in dependence upon 
the above-identified sales by West Texas to El Paso, should not be consolidated 
for public hearing on the limited issue defined in paragraph (D) below. 

(D) The issue to be heard, referred to above, be: Whether or not the afore- 
mentioned sales of natural gas by West Texas to El Paso constitute the condi- 
tion precedent which, apart from other tests for legal rates and charges, would 
cause provisions of any or all of respondent’s gas rate schedules identified in 
Appendix A hereof to become legal justification for the tender and acceptance 
for filing of any or all of respondent’s proposed increased rates and charges 
identified in Appendix A hereof. 

(E) Respondents and each of them, to show cause, if any there be, why in 
view of the record and Commission Opinion No. 341 and accompanying order 
issued in Docket No. G—17930, the Commission should not find and determine 
that the above-identified sale of gas by West Texas to El Paso fails to consti- 
tute a condition precedent for the activation of their favored-nation or escalation 
clauses upon which their proposed increased rates related thereto should not be 
denied and why the respondents should not be ordered to make refunds cor- 
responding therewith. 

(F) The respondents and each of them, to show cause, if any there be, why 
the proceedings identified in Appendix A hereof should not be consolidated 
with the proceedings in Docket No. RI61-515 for the purposes hereinabove 
designated. 

(G) Petitions to intervene may be filed with the Federal Power Commission, 
Washington 25, D.C., in accordance with the Commission’s Rules of Practice 
and Procedure [18 OFR 1.8 or 1.10] on or before July 12, 1961. 
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APPENDIX A 


Favored nation rate increases in the Permian Basin Area based upon the sale 


of West Texas Gathering Company to El Paso Natural Gas Company in 


Winkler County, Texas*?* 



























| 
Rate Previous Favored Docket Effective 
Producer schedule rate nation rate number date 
number ¢/Mef ¢/Mef 
i 

Sun on INET Fic cindesesenns 30 14.12 16.0 G-18184 9/9/59 

58 12. 56 15. 54 ‘ 
oo =z \a-18184 9/9/59 
61 13. 14 16.0 G-18184 9/9/59 
65 12. 08 16.0 G-18184 9/9/59 
16 11.03 16. 1536 | G-18185 9/13/59 
17 10. 95 16. 216 G-18266 9/23/59 
18 10. 95 16. 216 G-18267 9/23/59 
20 10. 88 16. 108 G-18267 9/23/59 
33 10. 93 16.0018 | G-18185 9/13/59 
40 10. 93 16.0018 | G-18185 9/13/59 
41 10. 93 16.0018 | G-18185 9/13/59 
95 10. 93 16.0018 | G-18185 9/13/59 
34 10. 93 16.0018 | G-18186 9/13/59 
108 14.02 18.0452 | G-18266 9/23/59 
31 14.17 18.0 G-18464 10/14/59 
33 13. 53 16.0 G-18555 10/30/59 
36 13. 53 716.0 G-18555 10/30/59 
renitinomaieteniaabatgiainieeean 1 13. 35 16.0 G-18557 10/30/59 
int enesdstoin chins esate 1 13. 35 16.0 G-18847 12/6/59 
pogrsontemeswennae 1 13.35 16.0 G-18848 12/6/59 
Zesacennteastinieves coat tottoss 6 13. 53 16.0 G-18554 10/30/59 
naan tates stats asdiatinte es 15 13. 53 16.0 G-18554 10/30/59 
4 13. 53 16.0 G-18556 10/30/59 
; 4 13. 53 16.0 G-18556 10/30/59 
Lyda Hunt—Herbert Trusts. 4 13. 53 16.0 G-18556 10/30/59 
Lyda Hunt—Bunker Trusts- 4 13. 53 16.0 G-18556 10/30/50 
Lyda Hunt—Lamar Trusts. 4 13. 53 16.0 G-18556 10/30/59 
ea 3 13. 53 16.0 G-18548 10/30/59 
Claude E. Aikman.....-..-.-. 1 9.5 16.0 G-18466 10/15/59 
The Superior Oil Company 8. 44 10.5 15.2 G-18771 11/27/59 
Do 8 12. 78 918.107 G-20075 4/12/60 
9 12. 78 16.0905 | G-20075 4/12/60 
10 10. 88 * 16.137 G-20075 4/12/60 
30 12. 83 916.154 G-20075 4/12/60 
1 14. 06 11 18.0452 | RI60-123 7/11/60 
80 14.07 11 18.0452 | RI60-124 7/11/60 
19 10. 88 11 16.1377 | RI60-235 9/9/60 
134 10. 31 1115. 7093 | RI60-236 9/9/60 
142 14.17 1118, 243 RI60-236 9/9/60 





1 Not listed are nine field rate increases of Peerless Oil & Gas Company suspended in Dockets Nos. G-18701 
and G-18764 and one rate increase of French M. Robertson (Operator), e al. suspended in Docket No. 
G-18692. These increases were never made effective and were subsequently withdrawn and tho suspension 


proceedings terminated. 
No. G-19324. 
in the same docket. 


2 All rates shown are at 14.65 psia and include applicable tax reimbursement. 


Also not listed is an increase of McAlester Fuel Company suspended in Docket 
This increase was never made effective and was superseded by a renegotiated rate increase 


The favored-nation rates 


in Column 3are not rounded. The rates shown in Column 2 are rounded to the second decimal place where 


applicable. 


3 Consolidated Sections 5(a) and 4(e) proceedings now in progress in Docket Nos. G-8288, et al. 
4 Consolidated Sections 5(a) and 4(e) proceedings now in progress in Docket Nos. G-9446, et al. 


5 (Operator), et al. 


* Consolidated Sections 5(a) and 4(e) proceedings concluded in Docket Nos. G-9065, et al. and now await- 


ing examiner’s decision. 
7 High pressure gas only. 


8 General Investigation of Rates in Docket No. G-10501. 


Field work started 10/3/60. 


* Based upon increased rates of Shell Oil Company and Hunt Oil Company which were in turn based 
upon the West Texas Gathering Co. sale. 


10 (Operator). 


11 Based upon increased rates of Shell Oil Company which were in turn based upon the West Texas 


Gathering Co. sale. 
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Before Commissioner: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


AMERADA PETROLEUM CORPORATION, DOCKET NO. G-9385, ET AL. 
DOCKET NO. 18634. 


ORDER DENYING MOTION FOR RECONSIDERATION 


(Issued June 27, 1961) 


On June 2, 1961, Amerada Petroleum Corporation (Amerada) filed a motion, 
as amended by its filing of June 19, 1961, for reconsideration’ of the Commis- 
sion’s order issued May 4, 1961, 25 FPC 919, which denied Amerada request 
for termination of the Section 5(a) proceeding, Docket No. G—18634, from the 
consolidated proceedings herein. 

In its motion, Amerada restates its original contentions that termination 
of its Section 5(a) proceeding under the Natural Gas Act is justified by the 
Statement of General Policy No. 61-1 and Opinion No. 338, 24 FPC 818 and 537 
respectively ; and further states, among other things, (1) that it is a party to 
AR61-1 and AR61-2, (2) that, although Amerada’s case has been pushed rapidly 
forward, nine Section 5(a) investigations instituted in 1956 and one in 1957 
are pending hearing, and (3) that the Eastern Seaboard Interveners’* reliance, 
in their joint answer to Amerada’s motion to terminate, on Minneapolis Gas 
Company Vv F.P.C. (CADC, March 9, 1961), the Shamrock case, was misplaced. 

On June 12, 1961, the Eastern Seaboard Interveners filed a joint response 
requesting that Amerada’s motion filed herein on June 2, 1961 be denied. 

In considering Amerada’s motion for reconsideration of our order denying 
termination of the Section 5(a) investigation, we considered not only Amerada’s 
contentions but also the status of this proceeding and other similar proceedings 
within our purview. There currently are six Section 5(a) independent-producer 
proceedings, including Amerada’s, either in the briefing stage or awaiting 
examiners’ decisions as well as thirteen such proceedings now in hearing. Al- 
though these proceedings, instituted prior to our policy statement, contain rate 
base cost-of-service presentations, we stated, in our Area Rate Proceeding order, 
issued in AR61-1 on April 5, 1961, that such presentations would be considered 
in pending cases. 


The Commission finds: 


In view of the foregoing and as the motion for reconsideration, filed by 
Amerada in Docket No. G—18634 on June 2, 1961 and as amended on June 19, 
1961, sets forth no facts or principles of law which were not fully considered by 
the Commission when it issued its order of May 4, 1961, or which having now 
been considered warrant termination of the proceeding in Docket No. G—18634. 


The Commission orders: 


Amerada’s motion for reconsideration in Docket No. G-18634, filed June 2, 
1961 and amended on June 19, 1961, is hereby denied. 





1 An application for rehearing of an interlocutory order, such as here involved, is con- 
sidered as a motion for reconsideration pursuant to Section 1.12 of the Commission’s 
Rules of Practice and Procedure. 

2 The Eastern Seaboard Interveners include Long Island Lighting Company, Public Serv- 
ice Electric and Gas Company of New Jersey, The United Gas Improvement Company and 
Philadelphia Electric Company. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


CALIFORNIA ELECTRIC POWER COMPANY. DOCKET NO. E-6998 
ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued June 27, 1961) 


California Electric Power Company (Applicant), incorporated under the 
laws of the State of Delaware and doing business in the States of California, 
Nevada and Arizona, with its principal business office at San Bernardino, Cali- 
fornia, filed an application on May 29, 1961, as supplemented on June 2 and 19, 
1961, for an order, pursuant to Section 204 of the Federal Power Act, authoriz- 
ing the issuance of $8,000,000, principal amount of First Mortgage Bonds, Series 
due 1991, to be sold at competitive bidding. 

Applicant proposes to issue the Bonds under a Mortgage Indenture dated 
October 1, 1943, between the Applicant and The First National Bank of Denver 
(successor to The International Trust Company) and Elmer W. Johnson, as 
Trustees, and indentures supplemental thereto and amendatory thereof, including 
a Twelfth Supplemental Indenture dated as of July 1, 1961. 

On or about July 5, 1961, Applicant proposes to publicly invite sealed, written 
bids for the purchase of the Bonds. Bach bid shall specify the annual interest 
rate, which shall be a multiple of %th of 1%, and shall specify the price 
(exclusive of accrued interest) which shall not be less than 99% of the principal 
amount of the Bonds. 

Unless postponed, all bids for the proposed issuance of Bonds must be received 
by the Applicant at the offices of Messrs. O’Melveny & Myers, Room 900, 
433 South Spring Street, Los Angeles 13, California, at or before 9:00 a.m., 
California Time, on July 12, 1961, and must be accompanied by deposits of 
$200,000. Applicant, unless it shall reject all bids or exclude a bid or bids 
for reasons specified in the invitation, will accept the bid which provides for the 
lowest annual cost of money. 

Applicant will utilize the proceeds, of approximately $8,000,000, to be obtained 
from the proposed issuance of Bonds toward the retirement of short-term promis- 
sory notes, which Applicant has already issued (aggregating $9,500,000) or will 
have issued prior to completing the contemplated issuance of Bonds. The 
Commission, by order issued November 23, 1960 (Docket No. E-6962), authorized 
Applicant to issue short-term notes in the aggregate amount of $15,000,000 out- 
standing at any one time, the proceeds from which were to be used for repayment 
of approximately $3,500,000 in promissory notes then outstanding and as interim 
financing toward the cost of Applicant’s construction program for 1960 and part 
of 1961. According to the application, Applicant’s electric construction expendi- 
tures in 1960 were approximately $17,340,000. These included $10,218,000 
for new transmission and distribution lines, substations and general construc- 
tion to meet growth in business, and $7,122,000 toward the construction of the 
first generating unit of 62,000 kilowatts at the Cool Water Steam Plant near 
Barstow, California. 

Applicant estimates that its 1961 construction program will require the cash 
expenditure of approximately $12,650,000, including $8,230,000 for new trans- 
mission and distribution lines and substations, $2,500,000 for completion of the 
first generating unit at the Cool Water Steam Plant, $1,150,000 toward the 
construction of a second unit at that plant, and $770,000 for miscellaneous and 
general construction. Applicant’s construction expenditures for 1962 are esti- 
mated at $15,460,000, including $6,595,000 toward the construction of the second 
unit at the Cool Water Steam Plant, $8,021,000 for new transmission and dis- 
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tribution lines and substations, and $844,000 for miscellaneous and general con- 
struction. Applicant expects to obtain the additional funds required for its 1961- 
62 construction programs from internal sources, short-term bank loans and the 
sale of additional securities when and as required. 

Written notice of the application has been given to the Arizona Corporation 
Commission, the California Public Utilities Commission, the Nevada Public 
Service Commission, and to the Governor of each of those States. Notice of the 
application was also given by publication in the Federal Register on June 8, 
1961 (26 F.R. 5164), stating that any person desiring to be heard or to make any 
protest with reference to the application should file a petition or protest on or 
before June 23, 1961, with the Federal Power Commission, Washington 25, D.C. 
No protest or petition or request to be heard in opposition to the granting of 
the application has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued August 30, 
1957, California Electric Power Company, Docket No. E-6770 (18 FPC 239). 

(2) The proposed issuance of Bonds, as described above, will constitute an 
issuance of securities within the purview of Section 204 of the Federal Power 
Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act; and the proposed issuance of securities, 
therefore, is not exempt by virtue of that Section from the requirements of 
Section 204 of the Act. 

(4) The proposed issuance of Bonds, as hereinafter authorized, will be for a 
lawful object, within the corporate purposes of Applicant and compatible with 
the public interest, which is appropriate for and consistent with the proper 
performance by Applicant of service as a public utility and which will not 
impair its ability to perform that service, and is reasonably appropriate for such 
purposes. 


The Commission orders: 


(A) The proposed issuance of Bonds, upon the terms and conditions and for 
the purposes specified in the application, as described above, is authorized subject 
to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k) (3) of the Commission’s Regulations under the Federal Power 
Act relating to compliance with competitive bidding requirements and Section 
34.2(k) (4) of those Regulations relating to affiliation, and shall have either 
filed such amendments or shall have mailed them and advised the Commission 
by telephone and telegram as contemplated by Section 34.9 of the Regulations. 

(ii) The Commission shall have approved the price to be received by Applicant 
for the Bonds and the interest rate thereof, by a further order. 

(C) The authorization contained herein to issue Bonds shall expire unless the 
transaction thus authorized is consummated within 90 days from the date of 
issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
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valuation, estimates or determinations of costs, or any matter whatsoever which 
is now pending or may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


H. S. COLE, JR., ET AL., DOCKET NO. G-11712 
ORDER APPROVING SETTLEMENT, PRESCRIBING REFUNDS, AND TERMINATING PROCEEDINGS 
(Issued June 27, 1961) 


On June 26, 1961, H. S. Cole, Jr., et al., (Cole),* submitted in the above desig- 
nated proceedings an Offer of Settlement pertaining to H. S. Cole, Jr., et al., 
FPC Gas Rate Schedule No. 3, in which the presiding examiner’s decision was 
issued on August 19, 1960. The offer requests its acceptance by the Commission 
and termination of the proceeding. 

This proceeding, with respect to H. S. Cole, Jr., et al., FPC Gas Rate Schedule 
No. 3, relates to jurisdictional sale of natural gas to Texas Gas Transmission 
Corporation (Texas Gas), from wells and units in the South Lewisburg Field, 
Acadia Parish, Louisiana. On December 17, 1956, Cole filed a proposed increase 
in base rates from 8.9970 cents to 17.0 cents per Mcf (15.025 psia), to become 
effective January 17, 1957. By order issued January 9, 1957, the proposed in- 
crease was suspended until June 17, 1957, as of which date it was subsequently 
made effective subject to refund. 

By order issued March 21, 1957, the Commission ordered this proceeding con- 
solidated for purposes of hearing with the proceeding in Union Texas Natural 
Gas Corporation (Union Texas), Docket No. G—11563. Docket No. G—11563 
involved proposed increases in rates for sales of natural gas by Union Texas 
to Texas Gas from wells in adjacent leaseholds in the same field as that involved 
in this proceeding. Union Texas is the operator of each of the field units involved 
in the two proceedings. 

On June 21, 1961, the Commission issued its order approving a proposed settle- 
ment in Docket No. G—11563, supra p. 1199. None of the parties in Docket No. 
G-11563 objected to the terms of the settlement agreement in that proceeding. 
Although relating to smaller gas reserves and annual volumes than those in- 
volved in the Union Texas contracts with Texas Gas, in all significant respects 
the Offer of Settlement in this proceeding is the same as that accepted in Docket 
No. G-11563. The same parties were involved in both proceedings. 

Cole’s proposed settlement provides that the present contract (H. S. Cole, Jr., 
et al., FPC Gas Rate Schedule No. 3), will be modified as follows: 

a. A base price of 16 cents per Mcf (at 15.025 psia) for undehydrated gas 
and 16.25 cents per Mcf (at 15.025 psia) for dehydrated gas for the period 
commencing on June 17, 1957 (the date of effectiveness, subject to refund, of 
Supplement No. 2 in Docket No. G—11712) through July 1, 1972, the date of 
termination of the contract. 


1Comprised of seven participants, H. S. Cole, Jr., H. N. Mallon, G. G. Gabrielson, P. C. 
Keith, J. B. O’Connor, C. B. O’Connor, and F. E. Taplin, each an owner of an undivided 


interest in the Richard lease located in the South Lewisburg Field, Acadia Parish, 
Louisiana. 
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b. Elimination of any and all provisions for fixed price escalations; for price 
redeterminations, including the current provisions operative in 1962 and 1967; 
and for indefinite price increases based upon the Buyer’s purchase contracts 
within a radius of fifty (50) miles of any point of delivery provided in the Pro- 
ducers’ contract. 

c. Reimbursement to the Producers of 1 cent per Mcf of the Louisiana gather- 
ing tax for all volumes purchased from June 17, 1957 through August 1, 1958. 

d. Reimbursement to the Producers of 1.875 cents per Mcf of the Louisiana 
gathering tax for all volumes purchased from August 2, 1958 through November 
30, 1958, and retention of such amounts by the Producers as provided by the 
Commission’s Order issued May 29, 1961 in Docket No. G—16063 (Texaco, Inc., 
et al., Docket No. G-1546, et al.). 

e. Reimbursement to the Producers of 1.875 cents per Mef of the effective 
Louisiana taxes described in Article VI of the present contract for all volumes 
purchased from and after December 1, 1958, plus seven-eighths (%’s) of any 
future similar taxes, or “additional taxes” as described in the present contract, 
in excess of the present Louisiana severance taxes of 2.3 cents per Mcf up toa 
total tax of 4 cents per Mcf, and full reimbursement to the Producers of any 
future similar taxes in excess of a total tax of 4 cents per Mcf. 

Cole also proposes to make refunds to Texas Gas of amounts equal to the 
difference between prices specified in the contract modification for each of the 
periods covered thereby, and prices collected during the period from and after 
June 17, 1957, subject to refund. 

Since both proceedings relate to rates for natural gas from wells in adjacent 
leaseholds in the same field, all operated by Union Texas; since there are no 
significant differences in the proposed settlements; since the same parties are 
involved; and since similar benefits will accrue to the public interest, we believe 
that the reasons and conclusions for approving the settlement set forth in our 
order issued June 21, 1961 in Docket No. G—11563 are applicable here and that 
it may be assumed that all parties acquiesce in Cole’s Offer of Settlement in this 
proceeding. 

For the reasons and conclusions stated in our order issued June 21, 1961 in 
Docket No. G—11563, therefore, we conclude that Cole’s Offer of Settlement 
should be approved. 


The Commission finds: 


(1) Based on all the foregoing, the settlement of the proceedings in Docket 
No. G-11712 on the basis of the rate settlement offer submitted by Cole is proper 
and in the public interest in carrying out the provisions of the Natural Gas Act, 
and the offer should be approved and made effective as hereinafter ordered. 

(2) The rates and charges contained in Supplement No. 2 to Cole’s FPC Gas 
Rate Schedule No. 3 have not been shown to be just and reasonable and should 
be disallowed. 

(3) Good cause exists for terminating the above-designated proceeding. 


The Commission orders: 


(A) The above-described rates and charges effective subject to refund in this 
proceeding are hereby disallowed. 

(B) The settlement offer submitted herein by Cole is hereby approved and 
made effective, subject to the following requirements. 

(C) Within 45 days from the date of issuance of this order, Cole shall file, 
subject to approval of the Commission, a supplement to the subject rate schedule 
reflecting the provisions of the settlement offer herein approved, and shall 
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refund to Texas Gas, with interest at the rate of 6 percent per annum to date 
of refund, all amounts collected for gas sold on and after June 17, 1957 in ex- 
cess of the amounts that would have been collected at the rates approved 
herein. Within 60 days from the date of issuance of this order Cole shall 
report to the Commission, in writing and under oath, the amount of refunds 
paid to Texas Gas, showing the calculation thereof including the separate 
amounts of principal and interest; and Cole shall file an acknowledgment 
signed by a responsible officer of Texas Gas that said amounts satisfy the 
obligations under the settlement offer. 

(D) Upon full compliance by Cole with all the terms and conditions of 
this order and if no objection has been filed by any affected party herein 
within 30 days from the date of issuance of this order, these proceedings shall 
be considered terminated. 

(BE) This order is without prejudice to any findings or orders which have 
been or may be made hereafter by the Commission, and is without prejudice to 
any claims or contentions which may be made by the Commission, Cole, the 
Commission staff or any affected party herein, in any proceedings now pending 
or hereafter instituted by or against Cole or any other companies, persons or 
parties affected by this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-2217 AND G-2505 
ORDER GRANTING MOTIONS TO DISCHARGE FROM REFUND OBLIGATIONS 
(Issued June 27, 1961) 


On March 31, 1961, and May 29, 1961, Northern Natural Gas Company (North- 
ern) filed with the Commission three and two motions, respectively, to discharge 
it from certain of its remaining refund obligations under three rate settlement 
orders heretofore issued by the Commission in the above-listed dockets. The 
orders were issued January 28, 1954, in Docket No. G-2217 (13 FPC 773), and 
July 26, 1956, and May 31, 1957, in Docket No. G-2505 (16 FPC 803 and 17 
F'PC 770 respectively), and were subsequently modified by an order issued 
December 28, 1960, in the said dockets. The three orders in question were 
predicated, in part, on certain gas purchase costs of Northern, calculated in part 
on the basis of producer minimum prices fixed by the State Corporation Com- 
mission of Kansas and the Corporation Commission of Oklahoma. In approving 
these earlier settlements, however, our orders provided in effect that in the event 
subsequent action by this Commission or the courts resulted in refunds to 
Northern of any portion of the money paid by Northern to its suppliers under 
existing contracts, or because of orders of the State Corporation Commission 
of Kansas and the Corporation Commission of Oklahoma, such refunds accruing 
to Northern should be distributed among Northern’s utility customers. 

Early in 1959 the Supreme Court of the United States declared invalid the 
Kansas and Oklahoma minimum price orders in question’ and Northern has 
attempted to procure from Nathan Appleman, Janet Appleman, Raymond F. 
Dravis, Nalco Oil and Gas Company, Inc., Howard R. Young, Trustee (Nathan 


1 Cities Service Gas Company v. State Corporation Commission of Kansas, 355 U.S. 391; 


Michigan-Wisconsin Pipeline Company vy. Corporation Commission of Oklahoma, 355 U.S. 
425. 
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Appleman, et al.) ; The Trees Oil Company; Colorado Oil and Gas Co.; R.D. 
Burris and Socony Mobil Oil Company, certain of its producer suppliers, pay- 
ments for gas made by Northern in reliance on the Kansas minimum price 
orders. Northern states in the motions filed herein on March 31, 1961, and 
May 29, 1961, that from January 1, 1954, to February 1, 1958, Northern’s cost 
of gas purchased from the above-mentioned producers, based on the Kansas 
minimum price orders, exceeded the cost of such gas as calculated under the 
prices set out in Northern’s contracts with such suppliers. Northern states 
that it has instituted litigation against Socony Mobil Oil Company in the District 
Court of the United States for the District of Nebraska ; The Trees Oil Company 
and R. D. Burris, respectively, in the District Court of the United States for 
the District of Kansas, and that it has made demands on Nathan Appleman, 
Janet Appleman, Raymond F. Dravis, Nafco Oil and Gas, Inc., Howard R. 
Young, Trustee (Nathan Appleman, et al.), and Colorado Oil and Gas Corpora- 
tion the other producers named herein for the recovery of a portion of the 
excess amounts paid to such suppliers as a result of the invalidation of the 
Kansas minimum price order. 

Northern states that each of the suppliers in order to dispose of the claims 
of Northern have offered proposed settlement agreements to cover overpay- 
ments made by Northern for gas purchases as a result of the invalidation of the 
Kansas minimum price order. Each of the hereinabove named suppliers have 
agreed to refund to Northern 70% of Northern’s claims for the period January 1, 
1954 to August 27, 1957, (covered by Docket Nos. G—2217 and G—2505) and 
100% of Northern’s claims for the period August 27, 1957, to February 1, 1958 
(covered by Docket No. G-12153). Set-forth hereinbelow is a schedule which 
shows: the amount of overpayment during the periods January 1, 1954 to 
February 1, 1958, the settlement agreement refunds for the periods January 1, 
1954, to August 27, 1957; August 27, 1957 to February 1, 1958; the total refunds 
for the period January 1, 1954, to February 1, 1958, and the percentage that 
the total agreed-upon refund is of the overpayment. 

In its motions Northern requests that on distribution by it of the proper 
amount of refund to its utility customers in the proportions and to the parties 
as heretofore provided by the Commission in its orders in these dockets, the 
company be discharged from its remaining obligations under the settlement 
orders referred to hereinabove, insofar as those obligations are predicated on 
an adjustment in Northern’s gas purchase costs from the hereinabove suppliers 
during the period January 1, 1954, to August 27, 1957. 


Northern Natural Gas Company—overpayments and settlement agreement 
refunds 





Refund agreed to in settlement agreement 









Overpayment Percent — 
Supplier Jan. 1, 1954 agreed-u; 
to Feb. L 1958 — 1, 1954 sae 3 27, ie Total both Talend bof 
to Aug. 27, overpayment 
1957 
Nathan Appleman, ef al_......--. $34, 300.14 $14, 238.12 $2.2 
The Trees Oil Company 143, 714. 37 88, 946. 23 73.5 
Colorado Oil & Gas Corp....--- 84, 658. 40 > 124.10 73.6 
PR are aa 11, 946. 88 7, 345. 81 73.6 
Socony Mobil Oil Company. ..-.-- 21, 992. 46 13, 514. 87 73.7 
Fe idctbuhiotiundokadieed 296,612.25 | 1176,169.13 | 244,942.11 


1 To be refunded to Northern’s customers in Docket Nos. G-2217 and G-2505. 
2 To be disposed of in Docket No. G-12153, a current rate proceeding. 
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In support of its motions, Northern takes the position that the offers of settle- 
ment are reasonable and that it is in the public interest and in the interest of 
the parties involved in the certain settlements, namely, the suppliers concerned 
herein, Northern and Northern’s utility customers, that the controversies be- 
tween Northern and such suppliers be disposed of without the time and expense 
required by extensive litigation of the issues involved; and that such proposed 
settlements are satisfactory to all parties affected thereby. 

Although the Commission’s prior settlement orders referred to above contem- 
plated that money collected from Northern by its suppliers because of state 
minimum price orders and refunded to Northern should in turn be refunded 
by Northern to its utility customers, those orders did not require Northern to 
institute suit for recovery of such amounts or submit for our approval any 
settlement negotiated with respect to such claims. However, it is appropriate 
and proper that in passing on Northern’s motions to discharge it from the re- 
fund obligations of those orders, we consider the terms of the proposed settle- 
ments between Northern and Nathan Appleman, Janet Appleman, Raymond 
F. Dravis, Nalco Oil and Gas Company, Inc., Howard R. Young, Trustee (Nathan 
Appleman, et al.) ; The Trees Oil Company, Colorado Oil and Gas Company, 
R. D. Burris and Socony Mobil Oil Company, which would determine how much 
money is to be refunded. 

In our judgment, in view of all the circumstances of this case, the grant of 
Northern’s motions herein to be discharged from its refund obligations is reason- 
able, proper, and in the public interest. The terms of the certain settlements 
are favorable to Northern and its utility customers and the amounts involved 
are relatively small. There is substantial unanimity in favor of the settlement 
by the parties affected thereby, including Northern’s utility customers. How- 
ever, Northern’s discharge from its refund obligations should not be effective 
until the certain settlements are concluded and the money distributed in accord- 
ance with our orders in the above dockets. 

Previously, Northern had filed several motions of a similar nature and in 
all instances such motions were granted by orders of this Commission. It now 
appears that in the future Northern may file similar motions based on offers 
of settlement by other suppliers of natural gas. We consider it appropriate 
that any further motions filed by Northern, to discharge it from its remaining 
obligations under the aforementioned orders, which are predicated on settlement 
offers substantially similar in all respects to those referred to in this and prior 
orders, shall hereafter, be acted upon by the Secretary of the Commission if 
the motion is unopposed within the time prescribed by the Commission’s Rules 
of Practice and Procedure (18 CFR 1.12 (c)) provided that any future dis- 
charge of Northern’s remaining refund obligations shall be effective only upon 
the distribution by Northern of the proper amount of refund in the proportions 
and to the parties as heretofore provided in the Commission orders in these 
dockets and satisfactory to the Commission. 


The Commission orders: 


(A) Northern is hereby discharged from its remaining obligations under the 
orders issued by the Commission on January 28, 1954, in Docket No. G—2217 
(13 FPC 773), and on July 26, 1956, and May 31, 1957, in Docket No. G—2505 
(16 FPC 803 and 17 FPC 770 respectively), as modified by order issued Decem- 
ber 28, 1960, insofar as those obligations are predicated on an adjustment in 
Northern’s gas purchase costs from Nathan Appleman, Janet Appleman, Raymond 
F. Dravis, Nalco Oil and Gas Company, Inc., Howard R. Young, Trustee (Nathan 
Appleman, et al.) ; The Trees Oil Company, Colorado Oil and Gas Company, 
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R. D. Burris and Socony Mobil Oil Company, and during the period January 1, 
1954, to August 27, 1957, such discharge to be effective upon the distribution 
by Northern of the proper amount of refund in the proportions and to the parties 
as heretofore provided in Commission orders in these dockets and satisfactory 
to the Commission. 

(B) Any further motions filed by Northern, to discharge it from its remaining 
obligations under the orders issued by the Commission on January 28, 1954, in 
Docket No. G—2217 (13 FPC 773), and on July 26, 1956, and May 31, 1957, in 
Docket No. G-2505 (16 FPC 803 and 17 FPC 770, respectively), as modified 
by order issued December 28, 1960, which are predicated on settlement offers 
substantially similar in all respects to those referred to in this and prior orders, 
shall hereafter, be acted upon by the Secretary of the Commission if the motion 
is unopposed within the time prescribed by the Commission’s Rules of Practice 
and Procedure (18 CFR 1.12 (c)) provided that any future discharge of North- 
ern’s remaining refund obligations shall be effective only upon the distribution 
by Northern of the proper amount of refund in the proportions and to the parties 
as heretofore provided in the Commission orders in these dockets and satisfac- 
tory to the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NO. G-19632 
ORDER DENYING APPLICATION FOR REHEARING 
(Issued June 27, 1961) 


On June 5, 1961, Fuels Research Council, Inc., National Coal Association, and 
United Mine Workers of America, herein referred to as the Coal Interests, filed 
application for rehearing, reconsideration and revocation of the Commission's 
order of May 4, 1961, modifying and adopting the presiding examiner’s initial 
decision in this proceeding. 

The arguments in the Coal Interests application for rehearing are essentially 
the same as those advanced in their brief and their exceptions to the examiner’s 
decision. We have heretofore rejected these arguments in denying their excep- 
tions to the examiner’s decision, and can find no justification, upon further 
consideration, for changing our order of May 4, 1961. The reasons supporting 
the certification of additional compressor facilities at Southern Natural Gas 
Company’s Wrens, Georgia, Compressor Station, are fully set forth in the 
examiner’s decision as adopted by our said order. 


The Commission finds: 


The assignments of error and grounds for rehearing set forth in the applica- 
tion for rehearing filed herein by the Coal Interests present no new facts or 
principles of law-which were not considered by the Commission when it issued 
its order of May 4, 1961, or which having now been considered warrant any 
change or modification of said order. 


The Commission orders: 
The Coal Interests’ application for rehearing of the Commission’s order issued 
May 4, 1961, in this proceeding, is hereby denied. 


693-—489—64 80 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


GEORGIA POWER COMPANY, PROJECT NO. 2177 
ORDER APPROVING REVISED EXHIBIT L DRAWINGS 
(Issued June 28, 1961) 


On October 11, 1960, Georgia Power Company, licensee for major Project No. 
2177, filed for Commission approval revised Exhibit L drawings for the Oliver 
development of the Middle Chattahoochee project to show project structures as 
constructed. 

According to the revised drawings, the project structures were constructed 
substantially as shown on the Exhibit L drawings previously approved by 
the Commission. 

The Office of the Chief of Engineers, Department of the Army, has stated 


that the project plans have been approved in accordance with Section 4(e) 
of the Federal Power Act. 


The Commission finds: 


The following described revised Exhibit L drawings conform to the Com- 
mission’s rules and regulations and should be approved as part of the license 
for the project, and superseded Exhibit L, Sheet 3 (FPC No. 2177-8) and 
Exhibit L, Sheet 4 (FPC No. 2177-9), now part of the license, should be elim- 
inated therefrom—all as hereinafter provided: 

Evhibit L, Sheet 3 (FPC No. 2177-22) entitled “Oliver Dam, General Plan, 
Elevation, & Typical Sections of Dam,” superseding Exhibit L, Sheet 3 (FPC 
No. 2177-8) ; and 

Exhibit L, Sheet 4 (FPC No. 2177-23) entitled “Oliver Dam Powerhouse, 
Plans & Transverse Sections,” superseding Exhibit L, Sheet 4 (FPC No. 2177-9). 


The Commission orders: 


The revised Exhibit L drawings described in the above findings as conform- 
ing to the Commission’s rules and regulations are approved as part of the 
license for Project No. 2177, and the Exhibit L drawings described in the same 
finding as being superseded are eliminated from the license for the project. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


GRAND RIVER DAM AUTHORITY, PROJECT NO. 1494 
ORDER FURTHER AMENDING LICENSE 
(Issued June 28, 1961) 


On May 8, 1961, Grand River Dam Authority, licensee for major Project No. 
1494, filed application for further amendment of its license for the project under 
Section 6 of the Federal Power Act to include therein a 161-KV Pensacola- 
Miami transmission line and substation and switching facilities at Miami 


Switching Station. The application was filed pursuant to the Commission’s 
request in letter dated March 10, 1960. 
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The licensee advises that the additional facilities are necessary and desirable 
in order for the licensee to meet its commitments for the sale of electric power 
and energy in the Miami area, since present facilities are overloaded and not 
capable of meeting the requirements. 

The licensee commenced construction of the new transmission line about 
October 1, 1960 and expects to complete the line about June 1, 1961. Con- 
struction of the Miami switching facilities was commenced in early December 
of 1960 and it is expected that the completion date will be about June 15, 1961. 


The Commission finds: 


(1) The license for Project No. 1494 further amended as hereinafter pro- 
vided is in the public interest. 

(2) The transmission line and substation and switching facilities at Miami 
Switching Station referred to in the opening paragraph of this order are parts 
of the project within the meaning of Section 3(11) of the Federal Power Act 
and should be included in the license for the project as hereinafter provided. 

(3) Exhibit J, Sheet 5 (FPC No. 1494-166), filed as part of the application 
and which supersedes Exhibit J, Sheet 4 (FPC No. 1494-144) now part of the 
license, and Exhibit M, filed as part of the application and which shows the 
general location of the new transmission line and describes the line and sub- 
station facilities, conform to the Commission’s rules and regulations and should 
be approved as part of the license, and superseded Exhibit J, Sheet 4 should be 
eliminated from the license—all as hereinafter provided. 

(4) The transmission line and facilities mentioned in finding (2) above do 
not occupy any known lands of the United States. 


The Commission orders: 


(A) The exhibits described in finding (3) above as conforming to the Com- 
mission’s rules and regulations are approved as part of the license for the 
project and the exhibit described in the same finding as being superseded is 
eliminated from the license for the project. 

(B) The license for Project No. 1494 issued to Grand River Dam Authority is 
further amended, effective as of October 1, 1960, to include therein as part of the 
project works the 161 KV Pensacola-Miami transmission line and substation and 
switching facilities at Miami Switching Station; said amendment being: 

PARAGRAPH I. Article 2 of the license as amended is further amended: by 
adding to subparagraph (a) thereof “Exhibit J, Sheet 5 (FPC No. 1494-166) 
Transmission Line System” in lieu of Exhibit J, Sheet 4 (FPC No. 1494-144) ; 
by inserting in subparagraph (b) thereof under “Line Number’ the designation 
*“305B” and by inserting under “Description” “161 KV Line from Pensacola Dam 
to Miami”; and by inserting in subparagraph (b) (vi) thereof under “Line 
Number” the designation “206 Revised” and by inserting under “Description” 
“Miami Switching Station.” 

PARAGRAPH II. The following new article is included in the license: 

Article 29. The Licensee, having commenced construction of the 161-KV 
Pensacola-Miami transmission line and certain substation and switching facili- 
ties, more fully described above, shall prosecute such construction to completion 
not later than December 31, 1961. 

(C) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
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Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this amendment of license. In acknowledgement of the acceptance 
of this amendment of license, it shall be signed for the Licensee and returned to 
the Commission within 60 days from the date of issuance of this order. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-—20570, G—20571, 
G-18756; MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NO. 
G-20572 


OPINION AND ORDER ADOPTING IN PART EXAMINER’S DECISION AND ISSUING AND 
DENYING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued June 28, 1961) * 
Syllabus 


1. Absent an emergency or unique situation, Commission has consistently held 
applicants for new gas service to a third-year supply showing. P. 1240. 

Lack of a third-year supply showing by distributors and Michigan-Wisconsin’s 
failure to make required showing of economic feasibility, prevents authori- 
zation of Baraboo lateral for new service. P. 1240. 

8. In view of Michigan Wisconsin’s insistence on rigid application of its 10-cent 
formula for short laterals, it must show acceptable formula for determin- 
ing feasibility of longer laterals; contrary holding would be unfair to 
existing and potential customers and open door to unlimited discrimina- 
tion. P. 1242. 

4. As stated in Michigan-Wisconsin, Opinion 336, proof of marketability should 
be established by something other than letters of intent and pre-emptive 
rights; but requisite marketability has been shown when customers desiring 
98 percent of gas proposed to be allocated present evidence to substantiate 
their need for the gas. P. 1244. 

. Northern granted permanent authorization covering its gas storage operations 
in St. Peter-Elgin Reservoir of Redfield, Iowa. P. 1246. 

6. Commission isswes certificates of public convenience and necessity to Northern 

under Section 7 of the Natural Gas Act. P.1246. 

7. Commission issues certificate of public convenience and necessity to Michi- 
gan Wisconsin under Section 7 of the Natural Gas Act, but denies authori- 
zation for Baraboo lateral requested in amended application. P. 1246. 


to 


ou 


Lawrence I. Shaw, Daniel O’Brien, F. Vinson Roach, Louise C. Powell, Charles 
A. Case, and Justin R. Wolf, for Northern Natural Gas Company. 

Fred H. McIntire, Charles V. Shannon, and Louis Flag, for Michigan Wisconsin 
Pipe Line Company. 

John F. Gaston, for Iowa Electric Light & Power Company. 

William E. Torkelson, for Wisconsin Public Service Commission. 

Colonel L. D. Densmore and Lloyd J. Marti, for Central Electric & Gas 
Company. 

P. L. Farnard, and George C. Mastor, for Minneapolis Gas Company. 

Mark W. Putney, for lowa Power & Light Company. 

J. F. Kinney, for Iowa Public Service Company. 

A. R. Renquist, for Northern States Power Company. 

Reuben Goldberg, for Michigan Gas & Electric Company. 


*Designated Commission Opinion No. 345; Initial decision appears on p. 1246. 
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Vernon A. Swanson, and Edwin F. Walmer, for Milwaukee Gas Light Company. 

Justin A. Stanley, and Robert Helman, for Northern Illinois Gas Company. 

Milton Cohen, and Robert S. Hunt, for Northwestern Public Service Company. 

Glen H. Bell, and Charles P. Seibold, for Wisconsin Fuel and Light Company 
and Wisconsin Southern Gas Company, Inc. 

Thomas F. Ryan, Jr., for Michigan Gas Utilities Company. 

Arthur R. Seder, Jr., and Fred H. McIntire, for Michigan Consolidated Gas 
Company. 

Clement F. Springer, and Robert W. Bergstrom, for Interstate Power Company. 

Albert J. Feigen, for City of Stanberry, Missouri, and American Gas Company. 

William L. Hassett, and Albert J. Feigen, for Wapello Light Company. 

Ned Willis, for North Central Public Service Company. 

John W. Scott, and Louis L. DaPra, for Minnesota Valley Natural Gas 
Company. 

John A. McGrath, Jerome J. McGrath, and Robert E. Lee Hall, for National 
Coal Association. 

John A. McGrath, Jerome J. McGrath, and Welly K. Hopkins, for United 
Mine Workers of America. 

John A. McGrath, Jerome J. McGrath, and Charles W. Stadell, for Mid West 
Coal Producers Institute, Inc. 

John A. McGrath, and Jerome J. McGrath, for Upper Lake Docks Coal Bureau, 
Inc. 

John A. McGrath, Jerome J. McGrath, and Hewitt Biaett, for Chesapeake & 
Ohio Railway Company. 

Raymond N. Shibley, and G. R. Redding, for Panhandle Eastern Pipe Line 
Company. 

Willard 8S. Stafford, for Madison Gas & Electric Company and Winnebago 
Natural Gas Corporation. 

Thomas C. Lynch, for Decorah Gas Company and United Petroleum Gas 
Company. 

Thomas C. Lynch, and Armin M. Johnson, for Consumers City Gas Corporation. 

R. J. Sutherland, for Wisconsin Power & Light Company. 

Seymour Tabin, for Wisconsin Pubiie Service Corporation. 

John F. Zimmerman, for Wisconsin Natural Gas Company and Wisconsin 
Michigan Power Company. 

Paul L. Adams, and Louis J. Caruso, for Michigan Public Service Commission. 

George C. Pardee, for Metropolitan Utilities District. 

Raymond A. Smith, for Council Bluffs Gas Company. 

Eugene O. Gehl, for Wisconsin Power & Light Company. 

Charles R. S. Anderson, for Iowa Southern Utilities Company. 

Richard C. Steffey, for Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


KUYKENDALL, Chairman: 

These consolidated proceedings concern three separate applications by Northern 
Natural Gas Company (Northern) and one by Michigan Wisconsin Pipe Line 
Company (Michigan Wisconsin) for certificates of public convenience and 
necessity pursuant to Section 7 of the Natural Gas Act. The three applications 
filed by Northern will result in increasing the capacity of its system by a total 
of 174,050 Mcf of natural gas per day. Docket Nos. G-18756 and G—20570 involve 
authority for construction and operation of certain pipeline, compressor and 
storage facilities to allow Northern to deliver 99,050 Mcf of additional gas per 
day to various existing customers and Docket No. G—20571 involves a request 
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for authority to construct and operate facilities to enable Northern to deliver 
75,000 Mcf per day to Michigan Wisconsin, a proposed new pipeline customer, 
at a point near Janesville, Wisconsin, on a firm basis. Michigan Wisconsin, 
in Docket No. G-—20572, seeks authority to construct and operate certain 
facilities to enable it to receive from Northern and deliver to its existing 
customers, the gas to be purchased from Northern. The applications, as 
amended, are described in detail in the presiding examiner’s decision. 

Hearings were held on the applications on various dates between July, 1960 
and October, 1960, and on March 29, 1961, the presiding examiner issued an 
initial decision granting the several applications as amended by the parties 
during the hearings. Exceptions to the examiner’s decision were filed by the 
Commission staff, Panhandle Eastern Pipe Line Company, Fuels Research 
Council, Inc., National Coal Association, United Mine Workers of America, 
Mid-West Coal Producers Institute, Inc., Upper Docks Coal Bureau, Inc., The 
Chesapeake and Ohio Railway Company and Michigan Gas and Electric 
Company. 

In order to clarify certain substantial issues raised by the exceptions, 
we ordered that oral argument be held, and on May 18, 1961, we heard oral 
argument by all parties desiring to participate. Based on the entire record 
including the examiner’s decision, parties’ briefs and exceptions, and the oral 
argument, we are of the opinion that the examiner’s findings with regard to 
Northern are wholly correct but that with regard to the new services proposed by 
Michigan Wisconsin an adequate showing was not made and it will therefore 
be necessary to modify the initial decision to provide authorization only for 
those facilities songht by Michigan Wisconsin which are not a part of the so- 
called Baraboo lateral. 

As set forth by the examiner, Northern fully proved the markets for the 
additional sales proposed in its three applications through testimony of all 
but the smaller customers. The facilities proposed in Docket No. G-18756 have 
already been paid for with cash on hand and permanent financing for the facili- 
ties in the other two applications will be accomplished through the issuance of 
$20,000,000 of debentures and $13,000,000 of preferred stock. 

Economic feasibility was properly demonstrated by Northern on an incremental 
basis. The excess revenues resulting from these proposed sales are based on 
Northern’s currently effective rates which are the subject of a rate proceeding 
in Docket No. G-19040. If the sales proposed herein should commence prior 
to a final determination in G—19040, the rates will be subject to the final determi- 
nation reached in that docket, as will all of Northern’s rates, and the issue raised 
by the coal interveners with regard to Northern’s proposed rates was properly 
left by the examiner for consideration in the G—19040 proceedings. 

The main issue which has been raised with regard to Northern’s applications 
concerns Northern’s ability to deliver gas supplies from the Hugoton Field, its 
reserve estimates being substantially unquestioned. In line with our earlier 
decision in Opinion No. 324, 22 FPC 164, Northern presented extensive evidence 
to show the deliverability rates attainable from this field and thereby eliminate, 
to some extent, the necessity for trying the issue of the adequacy of Northern’s 
ability to deliver gas supplies from the Hugoton Field in future certificate appli- 
cations. The examiner found that Northern had established at least a 12-year 
gas supply to support its proposals in its three applications. The examiner’s 
conclusion apparently is based on Northern’s use in 1972 in the Hugoton Field 
of 42 percent of the 72-hour potential to meet the maximum daily requirements 
of its existing and proposed customers. 

The exceptions of the coal interveners to the examiner’s findings are primarily 
based on the assertion that the testimony of Northern’s experts was so highly 
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technical as to be incomprehensible and should not, therefore, be given unquali- 
fied acceptance. Our staff discussed in its brief certain points about which 
Northern’s experts may have been incorrect and urged that either a lower flow 
potential be used to test Northern’s deliverability or that the final decision as 
to deliverability be deferred pending the outcome of the additional testing 
Northern intends to make. Our staff agrees that Northern has enough gas to 
warrant granting the certificates sought in these proceedings. 

We agree with the examiner’s findings that the evidence herein presented sup- 
ports Northern’s claim that its average Hugoton Field well is capable of pro- 
ducing natural gas at a rate equal to 42 percent of its open flow potential. 
We also agree with the examiner’s requirement that Northern make available 
to our staff information obtained from future tests. To insure that such testing 
will be carried out we shall require Northern to so do. Under these circum- 
stances, unless these future tests indicate to the contrary, it will be considered 
in future proceedings that the average Hugoton Field well of Northern is capable 
of producing natural gas at a rate equal to 42 percent of its open flow poten- 
tial. If the future tests indicate less than 42 percent Northern will then be 
required to make further showings to establish the proper rate. 

We agree with all of the examiner’s conclusions regarding Northern’s mar- 
kets, supplies, financing, economic feasibility, and the desirability and need for 
the proposed facilities. We will therefore adopt his decision with regard to 
Northern’s applications and order permanent certificates of public convenience 
and necessity issued for all of the facilities and services proposed by Northern. 

The original application of Michigan Wisconsin sought authority to construct 
and operate about 30 miles of 30-inch mainline loops and 3000 horsepower of 
additional compression at an estimated cost of $4,363,000. As amended during 
the hearing, Michigan Wisconsin’s application also seeks authority to construct 
and operate 10 miles of 12-inch branch line loop and 48.4-miles of 10-inch line, 
extending from a point near Madison, Wisconsin to Baraboo, Wisconsin, in 
order to provide service to one of its subsidiaries, Milwaukee Gas Light Com- 
pany, and to Wisconsin Power and Light Company to enable them to serve 24 
new communities, 2 military installations and a state prison in Central Wiscon- 
sin. When the $2,193,000 cost of these additional facilities is added to the 
original cost the new estimate of the entire cost of all Michigan Wisconsin’s 
proposed facilities for selling the 75,000 Mcf per day to be purchased from 
Northern is $6,556,000. About 98 percent of the additional gas to be purchased 
from Northern would be allocated to six of Michigan Wisconsin’s existing cus- 
tomers: Michigan Consolidated Gas Company, Michigan Gas Utilities Company, 
Wisconsin Natural Gas Company, Wsiconsin Public Service Corporation, Mil- 
waukee Gas and Wisconsin Power. The allocations were made in accordance 
with the pro rata allocation provided for in Section 8 of the General Terms 
and Conditions of Michigan Wisconsin’s Gas Tariff. The allocations were un- 
changed by the amendment of the application to add the above-described facili- 
ties for extending service to Baraboo. The examiner approved Michigan Wis- 
consin’s pro rata allocations except for making a small downward revision of 
the allocations for Michigan Consolidated, Milwaukee Gas and Wisconsin Natural 
to provide for giving Wisconsin Fuel and Light Company its pro rata share, 
even though, because of a miscalculation, Wisconsin Fuel had at first declined 
its allocation under the terms of the Tariff. 

The companies had received their allocations on the basis of estimated re- 
quirements for 1960-61, and because this case was not concluded before the 
1960-61 heating season, some parties have argued that the allocations should 
be made on the basis of estimated requirements for 1961-62 when the gas is 
likely to be available. The examiner correctly concluded that all parties should 
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be held to the same basis of estimates derived for 1960-61 and upheld the 
proposed allocations. He also found that all of those to receive additional 
gas had demonstrated an adequate market even without the proposed new serv- 
ices. We agree with these findings by the examiner as to allocation of the 
gas. We also agree that the original facilities proposed for transporting this 
gas were fully justified on the record and we will order a certificate to be issued 
covering the looping and compression facilities sought by Michigan Wisconsin 
in its application prior to amendment during the hearing. The coal interests and 
Panhandle took exception to this portion of Michigan Wisconsins’ proposal and, 
as we will discuss below, we find that their objections are without a substantial 
basis on the facts shown in this record. We will adopt, therefore, the exam- 
iner’s decision granting an allocation of gas to Wisconsin Fuel and otherwise 
approving the allocations as made under the Tariff provisions and we will also 
adopt his decision authorizing the facilities of Michigan Wisconsin as originally 
proposed. 

The lateral extension to Baraboo was the subject of considerable exceptions 
by our staff, Michigan Gas and Electric Company, Panhandle Eastern Pipe Line 
Company, and the Coal Interests. Our staff questions the adequacy of the gas 
supplies shown for the proposed new services as well as an alleged failure to 
demonstrate, on an incremental basis, the economic feasibility of the lateral. 
Michigan Gas and Electric argues that if the Baraboo lateral is found to be 
feasible as proposed in this proceeding we should use Michigan Wisconsin’s pres- 
entation in this proceeding as a basis for re-examining our determinations re- 
garding the extension proposed by Michigan Wisconsin for providing service to 
the Upper Peninsula of Michigan in Opinion No. 331 in Midwestern Gas Trans- 
mission Co., 22 FPC 775, affirmed as Michigan Gas and Electric Co. v. F.P.C., 
290 F. 2d 374 (CADC, 1961, certiorari denied 368 U.S. 897). Panhandle argues 
that we should not certificate new services for Michigan Wisconsin when we are 
currently holding hearings on the needs and supplies of the existing system 
generally in another proceeding (Docket Nos. G—2306, et al.). The coal inter- 
ests have generally taken the position that Michigan Wisconsin does not need 
any more gas for any of the proposed services and would be selling to customers 
who have a less critical fuel available to them if Michigan Wisconsin is allowed 
to expand as proposed. 

As our staff has shown, a careful analysis of the gas supplies relied upon 
by the examiner for the new services in Central Wisconsin does not support his 
findings of an adequate third-year supply for either Milwaukee Gas or Wiscon- 
sin Power. Turning first to Milwaukee Gas and accepting the examiner’s figure 
of 13,564 Mcf per day as the firm peak day requirements of Milwaukee Gas in 
the third year,’ 2,000 Mcf will undoubtedly be available through existing peak 
shaving facilities, leaving 11,564 Mcf to come from other sources. 

The examiner found that 7,500 Mcf of this 11,564 Mcf could be obtained by 
Milwaukee through taking 102 percent of its maximum daily quantity. The 
relevant overrun provisions of Michigan Wisconsin’s ACQ—1 Rate Schedule 
read as follows: 


7. ADJUSTMENTS 

7.1 For Impairment of Deliveries 

Because of the inability of Seller and Buyer to maintain precise control 
over the rates of flow and the volumes of natural gas delivered, deliveries 


1 Milwaukee’s market requirements and its feasibility study were based on both firm 
and interruptible service in the new area in the amount of 17,298 Mcf per day in the 
third year. 
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hereunder shall be subject to an allowable variation of 2% either above 
or below the Contract Demand. * * * 


7.2 For Unauthorized Daily Overrun Gas 


If Buyer takes a volume of gas hereunder on any day which is in excess of 
102% of the Contract Demand, all gas taken in excess of 102% of the 
Contract Demand shall be considered as unauthorized daily overrun gas 
and shall be subject to a penalty of $10.00 per Mef, in addition to the 
charges otherwise payable hereunder. 


7.3 For Unauthorized Annual Overrun Gas 


If during any Contract Year, Buyer takes a volume of gas hereunder which 
is in excess of 101% of the Annual Contract Quantity, all gas taken in ex- 
cess of 101% of the Annual Contract Quantity shall be subject to a penalty 


of $2.00 per Mcf in addition to the charges otherwise payable hereunder 
*s* * 


It can be seen immediately from these provisions that while Milwaukee Gas 
will not be charged overrun rates of $10.00 per Mcf for the 102 percent the 
examiner found they could take, the provisions are equally clear that Milwaukee 
Gas cannot complain if its gets only 98 percent of its maximum daily quantity. 
Since precise amounts within + percent of the maximum daily quantity cannot 
be guaranteed, it would be as reasonable to find that Milwaukee may be short 
7,500 Mcf for its existing customers on any given day; or to state it another 
way, Milwaukee Gas may find itself 15,000 Mcf short on any day for both its 
existing and proposed customers. Certainly it cannot rely on getting precisely 
102 percent of its maximum daily quantity every time it wants it. 

The final source of gas on which Milwaukee Gas relies, and on which the 
examiner relied to the extent of about 4,000 Mcf per day, is a volume of 11,818 
Mcf per day available on Milwaukee Gas’ system for its interruptible customers 
in the Milwaukee area. Milwaukee Gas argues that this gas can be made avail- 
able for firm customers in the new area as necessary by cutting back interrupti- 
ble services in Milwaukee. However, Milwaukee Gas also noted that its existing 
peak day estimates did not include all anticipated conversions to firm service 
during the 1960-61 season by presently interruptible customers nor did it in- 
clude certain customers needing about 11,000 Mcf of gas per day who will be 
connected to its present system during the 1960-61 season. A Milwaukee Gas 
witness also estimated that the firm requirements of the Milwaukee area on 
the existing system will increase by over 75,000 Mcf per day within the next 
two years. It was also testified that Milwaukee Gas’ newly “acquired” areas 
had requirements substantially in excess of the estimates of the previous dis- 
tributors and that Milwaukee Gas has been forced to operate under a restrictive 
policy for over eight years. With such evidence as this before us it is impossible 
to conclude that three years hence Milwaukee Gas will have any part of the 
11,818 Mcf of presently interruptible gas available for anyone other than firm 
customers on its existing system. Thus we cannot but conclude that aside from 
some peak shaving gas from existing facilities Milwaukee has not shown a 
dependable gas supply for the proposed new services. 

At this point we should also take note of the arguments which were made 
that a third-year supply really does not need to be shown, as a first-year supply 
will get service started and the ability of Michigan Wisconsin to increase its 
capacity yearly to meet its customers needs cannot be doubted, as past per- 
formances have indicated. Without commenting on or determining the in- 
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evitability of future events, we find no basis in our past decisions for a belief 
that a third year supply need not be shown for new services where the dis- 
tributors have obtained local certification on the basis of third-year sales to 
show economic feasibility. A careful study of our previous decisions clearly 
shows that our general rule has been that the feasibility of proposed new service 
should be tested against a third-year showing of markets and supplies. The ex- 
aminer was correct in stating that a third-year showing is not an “absolute 
‘prerequisite’ ’”’ to obtaining gas service, but in the absence of an emergency or 
otherwise unique situation, neither of which has been shown by any party in 
these proceedings, a third-year showing is that to which we have consistently 
held applicants for new gas service. 

This discussion of the third-year requirements as the basis for testing a pro- 
posed new service becomes especially important when we turn to the supply issue 
in connection with Wisconsin Power and Light, the other distributor to be 
served by the Baraboo lateral. The examiner did not specifically find that Wis- 
consin Power had a third-year gas supply. From the record it appears that 
Wisconsin Power never really claimed that it could show a third-year supply. 
It only refused to admit that it did not have that which it interpreted as 
being an adequate supply. At the oral argument Wisconsin Power argued that 
using its peak shaving gas, its allowable overrun and curtailing its interruptible 
customers would give it almost enough gas for its second year requirements, 
and that an overestimate as to firm customer attachments in 1960-61 actually 
indicated that it might have a third-year supply. Wisconsin Power’s supply 
showing is subject to the same infirmaties as that of Milwaukee Gas, even if 
we accept its assertion that it overestimated firm attachments during the year. 
Wisconsin Power should not, as it actually admitted during the hearing, rely 
upon purchasing 102 percent of its maximum daily quantity, nor is it reasonable 
to conclude that it will have sufficient interruptible gas available three years 
from now in view of the manner in which firm customers can, and probably will 
be, attached in its existing service area. 

Wisconsin Power also argued at length against the rigid application of a third- 
year supply requirement. It pointed out, as did Milwaukee Gas and Michigan 
Wisconsin, that there has been a great demand and exertion of pressure for 
gas service in the proposed areas. We agree that no one aspect of an application 
should completely control a determination of the requirements of the public 
convenience and necessity. However, as we will discuss below, there is another 
important aspect of the proposed lateral on which no adequate showing has 
been made. Absent special circumstances, and in keeping with the the adequate 
supply condition contained in the certificates issued by the Wisconsin Commis- 
sion, the lack of a third-year supply showing might require denial of the lateral 
by itself. Coupled with the failure of Michigan Wisconsin to make the required 
showing of economic feasibility there can be no choice but to deny authorization 
at this time for the proposed Baraboo lateral. 

The Baraboo lateral was not a part of Michigan Wisconsin’s original applica- 
tion and it was proposed after the hearing on the entire Northern and Michigan 
Wisconsin projects was well on the way to being concluded. The lateral was 
proposed as a result of negotiations between Michigan Wisconsin, Milwaukee 
Gas, and Wisconsin Power which took place while the hearings were in 
progress. Regardless of when the proposal was introduced, it should have been 
apparent to Michigan Wisconsin from its familiarity with our regulations that 
its own evidence to support the proposal should be clear and complete. 

However, on the necessary showing of economic feasibility Michigan Wisconsin 
chose to ignore Section 157.14(a) (16) of our Rules and Regulations wherein it 
is required that: 
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* * * if enlargement or extension of facilities is involved, the cost of 


service attributable solely to the proposed facilities shall be stated separately 
with supporting data. 


The only showing made by Michigan Wisconsin was a study reflecting that 
the Baraboo lateral would have a relatively small effect on the return of the 
entire Michigan Wisconsin system. This effect was made even smaller by the 
claim of Michigan Wisconsin that about half the cost of the Baraboo lateral 
would be covered by savings from its last expansion.? The examiner accepted 
this showing of systemwide effect as sufficient evidence of economic feasibility 
of the proposed lateral. 

Apparently the examiner believed that our staff’s only objection to this show- 
ing of feasibility lay in the fact that Michigan Wisconsin appeared to be taking 
a stand on this lateral inconsistent with that which it took a year before in the 
proceedings in Midwestern Gas Transmission Company, supra. While we agree 
with the examiner’s conclusion that a negative showing of inconsistency after 
a period of time is not necessarily a controlling measure of feasibility, we feel 
that it becomes very relevant where no affirmative showing has been properly 
made, and the affirmative showing required by the above quoted regulation was 
not made. 

Michigan Wisconsin’s witness on feasibility, in answer to a question asked on 
cross examination by counsel for the coal interests regarding the lateral stated, 
“T have made no incremental showing, no incremental study and no incremental 
revenue computation.” * 

No clearer evidence of a failure to comply with our regulation could be had. 
Failure to comply with our regulation does not, of course, necessarily mean 
that an otherwise sound and desirable service must be denied. It does mean, as 
staff argues, that some substitute means of testing the required feasibility 
showing must be sought, since the information generally needed and required 
is not available from the company’s exhibits. 

Staff therefore turned to the record and decision made most recently with 
respect to long-line lateral construction by Michigan Wisconsin. This was 
the lateral which Michigan Wisconsin constructed from a point near Waupaca, 
Wisconsin, to Menominee, Michigan, to provide service to the Upper Peninsula 
of Michigan. Michigan Wisconsin had insisted in that proceeding that con- 
struction of a lateral longer than the one it proposed would put an undue burden 
on its existing customers. We agreed with Michigan Wisconsin, Midwestern 
Gas Transmission Company, supra, and have been upheld in court. As staff 
demonstrated, the line which Michigan Wisconsin now says it can construct to 
Baraboo will be considerably more expensive per Mcf of gas proposed to be sold 
in this proceeding than the line Michigan Wisconsin has constructed to provide 
service to the Upper Peninsula. Since we held that a line more extensive than 
the one constructed to serve the Upper Peninsula would place an undue burden 
on Michigan Wisconsin’s existing customers, it is obvious that we need a sub- 
stantial showing in this proceeding to convince us that a line costing much more 
per unit of gas to be sold is feasible. 

Our study of the transcript indicates that our staff made the need for this type 
of evidence completely clear to Michigan Wisconsin’s witnesses and urged them 
to make a showing as to what policy Michigan Wisconsin was pursuing in 
deciding when it could and could not afford to construct laterals such as those 
to Baraboo and the Upper Peninsula. No evidence other than the systemwide 


2 We will not discuss herein the proper treatment to be accorded excess funds held by 
a company as a result of overestimating costs on an earlier project. 
® Transcript: page 4370. 
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showing was forthcoming, and this showing actually indicates, because of the 
reduced overall return, that despite the seemingly small cost of the Baraboo 
lateral it will have some adverse effect on existing customers.‘ 

If the small overall effect on the return of the entire system is to be the sole 
measure of a proposed project’s feasibility then any proposed service to smaller 
communities, at least standing alone, would always be judged as being economi- 
eally feasible. A small village beyond the range of the 10-cent formula, but 
close enough to the line to make the cost of a lateral to serve it have only an 
overall effect of a few hundredths of one percent on the return of a large system 
such as Michigan Wisconsin, could insist on service regardless of whether it had 
the sales to justify it on some other basis. To deny it on the basis of economic 
infeasibility would be unduly discriminatory using only the measure here utilized 
by Michigan Wisconsin and adopted by the examiner. 

In view of Michigan Wisconsin’s insistence on rigid application of its 10-cent 
formula for short laterals (see Midwestern, supra) we agree with staff and 
Michigan Gas that it must also show an acceptable formula for determining 
the feasibility of longer laterals. Any other holding would clearly be unfair 
to existing and potential customers of Michigan Wisconsin and would open the 
door to unlimited discrimination. The failure of Michigan Wisconsin to set 
forth clearly and to justify its policy with respect to longer laterals and the 
failure of the distributors to show an adequate supply will unfortunately 
prevent authorization of the new services sought herein. 

As may be inferred from the above discussion, it is with great reluctance that 
we are forced to conclude that an adequate showing has not been made that the 
public convenience and necessity requires the Baraboo lateral with the resulting 
new services. We are acutely aware that the proposed services are greatly 
desired by the potential customers. However, the very reason for regulation 
of public utilities lies in the fact that the need and desire of consumers for 
services may be so great that they will accept service at any price thereby 
opening the way to ill-advised projects to their later detriment. 

This is not to say that this project is actually ill-advised. It is only to say, 
as our staff has argued, that on the record before us we cannot make a firm 
finding with regard to either an adequate supply for the proposed new services 
or the economic feasibility of the lateral. In the absence of a record containing 
sufficient evidence to sustain these necessary findings we have no choice but to 
deny authorization for the proposed new services. Such denial is, of course, 
without prejudice to a renewal of this proposal, or introduction of some alter- 
native proposal for serving these communities, in a future proceeding. 

Our determination that the Baraboo lateral cannot be certificated and that 
Michigan Wisconsin must show proper justification for laterals not covered by 
its 10-cent formula has the effect of making it unnecessary to deal with some 
of the exceptions of Panhandle, Michigan Gas and Electric Company, and 
certain additional exceptions of our staff. The result is that which Panhandle 
sought, if not for all of the same reasons, and the position of Michigan Gas is 
essentially sustained with regard to its contention that Michigan Wisconsin 
should clarify its policy with regard to the feasibility of constructing long line 
laterals. Staff’s objection to the issuance of certificates to the distributors who 
did not seek them and who do business entirely in Wisconsin and already have 
certificates from the State Commission ceases to be an issue since there will be 
no lateral to carry the gas to the distributors’ proposed facilities. 

The major contention of the coal interests is that certification of the sale by 
Northern to Michigan Wisconsin will unduly increase the annual contract 


*Seven one-hundredths of one percent return on Michigan Wisconsin’s rate base is 
approximately $145,000. 
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quantities of gas which will become available to Michigan Wisconsin’s customers 
because of Michigan Wisconsin’s proposal herein to increase the availability of 
the maximum daily quantities from 185 days to 190 days. 

The coal interests and Panhandle prepared almost identical tabulations in their 
exceptions purporting to show that Michigan Wisconsin’s customers will have 
27,261,359 Mcf more gas on an annual basis than the total of the customers’ 
estimated annual requirements. In order to arrive at such a conclusion, it is 
first necessary to ignore a great deal of testimony in the record to the effect 
that the customers had not prepared their estimates with the knowledge that 
any overrun gas would be available. Since the claimed excess annual volume 
of over 27,000,000 Mcf is comprised of overrun gas totaling over 17,000,000 Mcf, 
which the customers did not consider in arriving at their estimated annual 
requirements, it can hardly be said that the gas to become available exceeds 
the customers’ annual requirements by more than 27,000,000 Mcf. 

Michigan Wisconsin’s market witness indicated that overrun gas was sched- 
uled for at least four purposes: (1) supplying 101 percent of the customers’ 
maximum daily quantities on an annual basis, (2) protecting Michigan Wis- 
consin’s storage field, (3) providing for so-called force majeure situations, and 
(4) offsetting the effect of Michigan Wisconsin’s suppliers’ possible inability to 
deliver 100 percent of the volume of gas which Michigan Wisconsin is entitled 
to take under its gas purchase contracts. Not until these eventualities have 
been provided for, is Michigan Wisconsin in a position to offer any portion of 
the 17,000,000 Mcf of so-called overrun gas to its customers. Under such cir- 
cumstances, it is improper for us to assume that this volume of 17,000,000 Mcf 
necessarily represents gas which will be available in excess of the annual 
requirements of Michigan Wisconsin’s customers. 

As we have heretofore noted, the record shows that Michigan Wisconsin’s 
customers have a need for the additional gas on a maximum daily basis. Even 
though additional gas will become available on an annual basis, it should be 
realized that Michigan Wisconsin’s customers will still be limited to annual gas 
supplies in terms of having their maximum daily quantities available for only 
190 days each year. This 190-day availability hinders a distributor’s efforts 
to find interruptible customers because industries capable of using large volumes 
of gas do not generally convert to the facilities required to use natural gas as 
an alternate fuel unless the amount of gas available justifies the required 
investment in such equipment. 

In fact, Milwaukee Gas’ witnesses testified in this proceeding that many of 
Milwaukee Gas’ interruptible customers would elect to pay a higher price for 
firm gas service in preference to being subjected to frequent interruptions in 
gas deliveries. It is just as hard for a distributor to obtain a customer in the 
first place who is willing to be subjected to frequent interruptions as it is for 
a distributor to retain such a customer on its system once the necessity arises 
to interrupt gas service at frequent intervals. 

Since Michigan Wisconsin’s customers have had little experience in operating 
under a two-part rate, it is premature to say at this time that large quantities 
of gas will be sold on a “dump” basis as claimed by the coal interests. The 
unit cost of gas to Michigan Wisconsin’s customers may increase because of the 
declining load factor which may- accompany attachment of additional resi- 
dential customers, but it does not follow that the additional gas which will 
become available to Michigan Wisconsin’s customers through an increase in 
the annual contract quantities will result in the making of “dump” sales be- 
cause the appearance of the requisite interruptible markets is not necessarily 
coincident with the occurrence of “valley” gas on the customers’ systems. 
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In addition to overlooking much of the evidence relating to annual sales, the 
coal interests’ exceptions wholly misstate the facts concerning availability of 
interruptible gas on a maximum daily basis by claiming that Milwaukee Gas will 
have available in the Milwaukee area 70,322 Mcf of interruptible gas, that 
Milwaukee Gas proposed to serve the interruptible loads in its proposed Bar- 
aboo-Sparta area on the maximum day and that Milwaukee Gas will obtain 
45,000 Mef of the 75,000 Mcf of gas which Michigan Wisconsin proposes to pur- 
chase from Northern. The record definitely shows, as heretofore indicated, 
that Milwaukee Gas claimed to have, at most, 11,818 Mcf of gas to serve inter- 
ruptible customers in the Milwaukee area, that Milwaukee Gas proposed to 
serve only 13,564 Mcf, or the firm requirements, of its proposed Baraboo-Sparta 
area’s total requirements amounting to 17,298 Mcf. Also, under the allocations 
of the additional gas, as heretofore approved, Milwaukee Gas’ incremental 
share of the 75,000 Mcf of gas to be purchased from Northern is 21,928 Mcf. 

Since the factual bases for the coal interests’ exceptions are generally incor- 
rect, the exceptions must be denied except insofar as our denial of the Baraboo 
lateral does, in effect, partially give the result which the coal interveners are 
seeking. 

Much of the foregoing discussion is applicable to the exceptions filed by Pan- 
handle. However, Panhandle also objects to Michigan Wisconsin’s having 
proposed to allocate the additional gas to be purchased from Northern to its 
existing customers in accordance with Section 8 of its Tariff. Panhandle con- 
tends that such an allocation is based “upon contracted supply rather than 
actual need” and therefore fails to evaluate the existing customers’ comparative 
needs for the gas. Panhandle also argues that the allocation approved by the 
examiner permits Michigan Wisconsin to ignore our statement in Opinion No. 
336, Michigan Wisconsin Pipe Line Co., 24 FPC 177, to the effect that Michigan 
Wisconsin “* * * cannot rely on letters of intent or the so-called pre-emptive 
rights of its tariff to establish marketabiiity.” 

Panhandle’s contentions as to allocation of the additional gas to existing cus- 
tomers appear to be erroneous in at least two respects. First, as hereinbefore 
noted, 98 percent of the gas to be acquired from Northern will be sold to six 
of Michigan Wisconsin’s existing customers. All six of these customers presented 
witnesses and exhibits to support the “marketability” of the gas which Michigan 
Wisconsin proposed to allocate to them. As we stated in Opinion No. 336, we 
think that proof of marketability should be established by something other than 
letters of intent and pre-emptive rights, but we believe that the requisite mar- 
ketability has been shown when the customers who desire 98 percent of the gas 
proposed to be allocated present evidence to substantiate their need for the gas. 

Another erroneous aspect of the above-mentioned exceptions is that Panhandle 
has failed to demonstrate any inequities which would result from Michigan Wis- 
consin’s proposed allocation as modified by the examiner and approved herein. 
The only evidence even tending to show that Michigan Wisconsin’s pro-rata 
allocation was unfair to any of its customers was contained in the presentation 
of Wisconsin Fuel, and even then the primary difficulty stemmed from a mis- 
calculation by Wisconsin Fuel which resulted in the latter’s having failed to 
request any additional gas in this proceeding prior to Michigan Wisconsin’s prep- 
aration of its proposed allocation. The examiner agreed that Wisconsin Fuel 
had shown a need for the volume of gas it requested and the examiner adopted 
a reallocation of the gas, as proposed by our staff, granting to Wisconsin Fuel 
the amount of gas it desired and reducing proportionally the volumes of gas 


which Michigan Wisconsin had originally intended to allocate to its three largest 
customers. 
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Thus, contrary to Panhandle’s contentions, the record shows that Michigan 
Wisconsin and its customers presented evidence showing marketability in com- 
pliance with our comments in Opinion No. 336, and that, where there was any 
reason to consider the special needs of any one customer which offered evidence, 
as in the case of Wisconsin Fuel, those particular needs were given consideration 
and evaluated. In light of these circumstances, we can find no validity to Pan- 
handle’s arguments in opposition to the allocation of additional gas to Michigan 
Wisconsin’s existing customers in this proceeding. 

Our staff has also noted in its exceptions a number of minor factual and typo- 
graphical errors in the examiner’s decision. Aware of the urgency of certificating 
these facilities so that they could be completed before the 1961-62 heating season, 
the examiner was apparently more interested in the substance of his decision 
than the perfection of the proofreading. Since staff has taken the trouble to 
note these necessary corrections and since we are in part adopting the examiner’s 
decision as our own, there appears to be no reason why we should deny staff’s 
exceptions and we will, therefore, allow these exceptions in the interest of 
facilitating the editing of the examiner’s decision. 

One final item which requires noting is the changes in Michigan Wisconsin’s 
Tariff which will result from increasing the annual contract quantity to 190 
days from the 185 days in its current Tariff and modifying the billing demand 
provision in the Fall, Spring and Summer months. Such changes will require 
an appropriate filing in accordance with Part 154 of the Commission Regula- 
tions under the Act. Prior to implementing its proposed Tariff changes Michigan 
Wisconsin should make the required filing for acceptance by the Commission. 


The Commission further finds: 


(1) Northern Natural and Michigan Wisconsin are natural gas companies 
within the meaning of the Natural Gas Act as heretofore found by the Commis- 
sion. 

(2) The sales of natural gas as proposed by Northern, as hereinbefore de- 
scribed and as more fully described in the examiner’s decision and in the appli- 
eations as amended, and the sales by Michigan Wisconsin, as hereinbefore 
described, and as more fully described in its original application, will be made 
in interstate commerce subject to the jurisdiction of the Commission and such 
sales together with the construction and operation of facilities necessary therefor 
are subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Public convenience and necessity requires the sales and construction and 
operation of the facilities as proposed by Northern and as more fully described 
in the examiner’s decision and in the applications as amended. 

(4) Public convenience and necessity requires the sales and construction and 
operation of facilities as proposed by Michigan Wisconsin in its original applica- 
tion as more fully set forth in that application, but the construction and opera- 
tion of the 10 miles of 12-inch loop and the 48.4 miles of 10-inch lateral as pro- 
posed by the Michigan Wisconsin in the amendment to its application during the 
hearing have not begn shown to be required by the public convenience and 
necessity and authorization for such facilities should be denied. 

(5) Northern and Michigan Wisconsin are able and willing properly to do 
the acts and perform the services proposed and to conform to the provisions 
of the Natural Gas Act and the Rules and Regulations of the Commission 
thereunder. 


The Commission orders: 


(A) Certificates of public convenience and necessity are hereby issued to 
Northern Natural Gas Company to construct and operate the facilities described 
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in the applications, as amended, in Docket Nos. G-18756, G-20570 and G—20571 
for the transportation and sale in interstate commerce of up to 174,050 Mcf 
of natural gas per day subject to the jurisdiction of the Commission and upon 
the terms and conditions of this order. Such certification includes permanent 
authority to increase the maximum inventory of natural gas in the St. Peter- 
Elgin Reservoir of its Redfield, Iowa, underground storage to 40 billion cubic 
feet and to supply up to 100,000 Mcf per day of contract demand from such 
storage. 

(B) A certificate of public convenience and necessity is hereby issued to 
Michigan Wisconsin to construct and operate the facilities described in its orig- 
inal application in Docket No. G—20572 for the transportation and sale in inter- 
state commerce of 75,000 Mcf of natural gas per day for delivery to its existing 
customers as set forth in the examiner’s decision pursuant to provisions of 
Michigan Wisconsin’s tariff and upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (a), (b), (c), 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificates granted in paragraphs 
(A) and (B) hereof and to the exercise of the rights granted thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided in paragraph (b) of Section 
157.20 of the Commission’s Regulations is hereby fixed at 6 months from the 
date on which this order issues. 

(EB) The certificate issued to Michigan Wisconsin in paragraph (B) hereof 
shall not be construed to authorize the construction or operation of the 10 miles 
of 12 inch loop near Madison, Wisconsin or the 48.4 miles of 10-inch lateral to 
Baraboo, Wisconsin, as sought by Michigan Wisconsin in its amended application. 

(F) Northern is directed to continue its production and build up tests in the 
Hugoton Field and to make the information from such continuing tests available 
to our staff. 

(G) Insofar as it is not inconsistent with our opinion as set forth above, 
the decision of the presiding examiner shall be adopted as the decision of the 
Commission. All exceptions to the decision of the presiding examiner issued 
March 29, 1961, herein not granted by this order are hereby denied. 


DECISION 
UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 29, 1961) 


Brynner, Presiding Examiner: These proceedings involve three applications 
filed by Northern Natural Gas Company (Northern) in Docket Nos. G—18756, 
G-20570, and G-—20571, and a fourth application filed by Michigan Wisconsin 
Pipe Line Company (Michigan Wisconsin) in Docket No. G—20572, seeking certifi- 
cates of public convenience and necessity pursuant to Section 7 of the Natural 
Gas Act, as amended. These matters were consolidated for hearing pursuant 
to a notice issued by the Secretary of the Commission on June 1, 1960. Hearings 
were held in these proceedings on various dates between July 6, 1960 and 
October 6, 1960. All parties were afforded an opportunity to be heard and 
briefs were filed by Northern Natural Gas Company, Michigan Wisconsin Pipe 
Line Company, Wisconsin Public Service Commission, Northwestern Public 
Service Company, Northern States Power Company (Minnesota), Milwaukee 
Gas Light Company, Madison Gas and Electric Company, Wisconsin Power and 
Light Company, Wisconsin Fuel and Light Company, Iowa Power and Light 
Company, Michigan Consolidated Gas Company, Wisconsin Public Service Cor- 
poration, Minnesota Valley Natural Gas Company, Fuels Research Council, Inc., 
National Coal Associates, United Mine Workers of America, Mid West Coal 
Producers Institute, Inc., Upper Lake Docks Coal Bureau, Inc., and The Chesa- 
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peake and Ohio Railway Company, American Gas Company, Michigan Gas 
Utilities Company, and the Staff. These briefs and all arguments have been fully 
considered, together with all the evidence in these proceedings. 

In Docket No. G-18756 Northern seeks a certificate of public convenience and 
necessity authorizing it to construct and operate pipeline and compressor facili- 
ties and further to develop certain underground storage facilities known as the 
Redfield storage facilities in order to sell and deliver to its existing customers 
in presently served communities additional contract demand volumes during the 
1959-1960 heating season amounting to 24,893 Mcf per day. Northern seeks 
in this docket authority to construct and operate 8.6 miles of 30-inch mainline 
loop north of its Ventura, Iowa compression station, 26.8 miles of 20-inch main- 
line extension from Ogden, Iowa, Redfield, lowa; a second branch line to 
Marshalltown, Iowa, consisting of 21.6 miles of 10-inch pipe; a second town 
border station for Marshalltown, Iowa; 2.5 miles of 3-inch loop on the branch 
line to Griswold, Iowa ; modification of three 1600 horsepower units at its Ogden, 
Iowa compression station and an additional 2,000 horsepower compression sta- 
tion at Redfield, Iowa.? The facilities proposed to be constructed in this appli- 
cation are estimated to cost $5,210,076,’ including interest and overhead. 

In Docket No. G—20570, as supplemented, Northern seeks authority to con- 
struct and operate additional pipeline, compressor, and storage facilities to en- 
able it to supply to existing customers for presently served communities during 
the 1960-1961 heating season additional contract demand volumes of 74,157 
Mcf per day‘ at an estimated cost of $8,927,400.° In this connection, Northern 
proposes to construct and operate six miles of 24-inch, 47.6 miles of 26-inch and 
24.8 miles of 30-inch mainline loop, 2.1 miles of 4-inch and 6.9 miles of 8-inch 
branch line loop and 11.8 miles of 8-inch tie over line, 2,660 horsepower of addi- 
tional mainline compressor facilities and one additional measuring station in 
Rochester, Minnesota, plus an additional 2,000 horsepower compressor unit at 
Redfield. 

Of the 99,050 Mcf per day increase involved in Dockets G—18756 and G— 
20570, Northern proposes in its applications, as amended, that 42,170 Mcf be 


1 Staff Counsel in his brief at page 3 in discussing Docket No. G—18756 noted that * * * 
despite the fact that the order accompanying [Commission] Opinion No. 316 denied 
Northern's application in Docket G—2460, there is in this proceeding considerable discus- 
sion of facilities temporarily authorized in Docket G—-2460. If a permanent certificate is 
issued in Docket G—18756, it should include authorization of all prior facilities temporarily 
authorized in, or by referral to Docket No. G—2460, and further reference thereafter to 
Docket No. G—2460 in connection with Redfield should be discontinued.” Counsel’s ob- 
servations are well taken and will be followed. 

2 Insofar as Docket G—18756 is concerned, Northern has installed all but the mainline 
loop facilities pursuant to temporary authority granted October 21, 1959. In addition, 
pursuant to temporary authority granted June 8, 1956 in Docket No. G—2460, Northern 
has modified three 1,600 horsepower units at Ogden, Iowa, compressor station and installed 
26.8 miles of 20-inch pipeline from Ogden Station to the Redfield, Iowa storage field pur- 
suant to temporary authority granted by the Commission on June 8, 1956. Moreover, an 
initial 2,000 horsepower compressor unit at Redfield storage field was installed pursuant 
to temporary authority granted by the Commission on July 10, 1958 in Docket No. 
G-13875. 

%BPxcluding the cost to date of about $12,833,244 for developing the Redfield Storage 
Field. The cost of facilities, not related to development of Redfield storage prior to the 
filing of Northern’s application here but for which authorization is sought in this pro- 
ceeding is estimated to be $4,693,400 excluding interest and overhead. 

+Northern Illinois Gas Company requires 40,000 Mcf per day and the remaining 34,157 
Mcf per day will be delivered to 12 other customers of Northern and 1300 Mef per day will 
be employed for drilling, pumping, and irrigation purposes. 

5 The estimated cost of $8,927,400 is exclusive of interest and overheads; the original 
estimated cost of the facilities requested in Docket No. G—20570 was $13,993,200, exclusive 
of interest and overheads, but a saving of $5,065,800 in cost of facilities will be obtained 
by utilizing Redfield to the extent of 100 MMef per day in lieu of 58.7 MMef per day as 
originally contemplated by Northern. 


693-489—64 81 
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supplied out of the pipeline capacity, and the remainder amounting to 56,880 
Mcf be supplied from the St. Peter-Elgin system of the Northern Redfield, Iowa 
underground storage field. The volumes to be supplied from storage consist of 
the total proposed increase of 24,893 Mcf for 1959-60 and 31,987 Mcf of the 
amounts proposed for 1960-61. 

In Docket No. G-—20571 Northern filed an application pursuant to Section 7 
of the Act seeking authorization to construct and operate additional facilities 
estimated to cost approximately $23,397,800, exclusive of interest and overheads, 
in order to sell and deliver an initial volume of 75,000 Mcf of gas per day to 
Michigan Wisconsin. In this connection Northern proposes to construct 76.0 
miles of 26-inch mainline loops; 74.2 miles of 30-inch mainline loops and 
14,000 horsepower of compressor facilities at existing stations, as well as 82.5 
miles of 20-inch pipeline extending from its existing facilities at East Dubuque, 
Illinois to a point of interconnection with the existing pipeline facilities of 
Michigan Wisconsin in the vicinity of Janesville, Wisconsin. At this point of 
interconnection Northern will also construct a measuring station. 

Michigan Wisconsin in Docket G-20572 seeks authority to construct and oper- 
ate 29.2 miles of 30-inch mainline loops between its Compressor Station No. 10 
and the William G. Woolfolk Station, and 3,000 horsepower of compression at 
a new Wisconsin D Station to be located near Janesville, Wisconsin, at a cost of 
approximately $4,363,000. 

During the hearing Michigan Wisconsin amended its application by seeking 
additional authority to construct and operate 10 miles of 12-inch loop of its 
Madison line and 48.4 miles of 10-inch extension of that line to Baraboo, Wis- 
consin. The purpose of this extension was to enable three of its distribution 
customers to render service to new communities in central Wisconsin. The cost 
of these additional facilities to Michigan Wisconsin is estimated at $2,193,000. 
Accordingly, the total cost of the facilities proposed in Docket G—20572, as 
amended, is estimated to be $6,556,000. 

The proposed extension to Baraboo is the subject of a letter agreement dated 
August 1, 1960, between Milwaukee Gas, Wisconsin Power and Michigan Wiscon- 
sin. Madison Gas and Electric Company (Madison Gas) also has an important 
economic interest in this proposal in that, if granted, it will enable it to render 
service north of Lake Mendota which Madison Gas could not otherwise render 
because it would be economically infeasible to do so. This combined project 
will provide natural gas service to 24 communities, two military establishments, 
and a state prison, as well as the additional service north of Lake Mendota. 
The consumers in the proposed new area do not now have natural gas service 
but are virtually surrounded by consumers who do have such service. 

No increase in the incremental allocations above those contemplated prior to 
the date of the August 1, 1960 agreement are being pressed for here by the dis- 
tributors and the three distributors involved propose to expend approximately 
$10,300,000 in the construction of transmission lines and distribution facilities to 
enable the service to be rendered where consumers do not enjoy such service 
although virtually surrounded by communities which do. 

The need for the 99,050 Mcf per day for Northern’s existing customers involved 
in Dockets G-18756 and G—20570 has not been disputed by any party to this 
proceeding. The need for the 75,000 Mcf per day proposed to be sold to Michigan 
Wisconsin in Docket G-—20571 is disputed by The Coal Interests.’ Minnesota 
Valley Natural Gas Company (Minnesota Valley), a customer of Northern, 
also opposes the grant of the certificate in Docket G—-20571 but not on the ground 


€United Mine Workers of America; Mid West Coal Products Institute; Upper Lake 
Docks Coal Bureau, Inc.; Chesapeake & Ohio Railway Company; Fuels Research Council, 
Ine.; and National Coal Association are referred to herein collectively as the Coal 
Interests. 
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that Michigan Wisconsin’s system does not have a market for the gas but 
principally because it believes that such sale would diminish the reserves avail- 
able to serve present customers on Northern’s system. No other parties oppose 
Northern’s application in Docket G—20571. 

Northern’s presently certificated system salable capacity including the facilities 
authorized by the Commission in Opinion No. 324 and accompanying Order 
issued July 31, 1959 as amended August 26, 1960, issued in Docket G—17485 et al. 
is 1,553,883 Mcf per day. Northern’s pipeline system with the facilities proposed 
here are designed to enable Northern to meet a peak day capacity of 1,727,933 
Mcf per day on the basis of utilizing its Redfield gas storage field to supply a 
maximum volume of 100,000 Mcf per day. No issue relating to the adequacy of 
design of facilities was raised by any party. 

The three applications filed by Northern will result in increasing its system 
salable capacity by a total of 174,050 Mef of natural gas per day. Northern 
estimated annual sales of 507,639,889 Mcf with a system salable capacity of 
1,727,933 Mcf per day. The annual sales include an estimate of 27,375,000 Mcf 
to be sold to Michigan Wisconsin and 480,264,889 Mcf to be sold to present 
customers for presently connected communities. Incremental annual sales at- 
tributable to the 174,050 Mcf of additional capacity were estimated to be 
44,882,000 Mcf. 

In Docket Nos. G—18756 and G—20570 Northern presented the testimony of 
a market witness showing the increase in contract demand for the 1959-60 heat- 
ing season, for the 1960-1961 heating season or both, needed by their utility 
customers in order to meet their maximum day firm requirements. In addition, 
nearly all of the customers receiving increased amounts in these dockets pre- 
sented evidence establishing the adequacy of the market. There were a few 
small customers who did not present testimony but the amounts involved for 
such customers were minimal. Each of the utility customers filed service agree- 
ments with Northern with the exception of Northern Illinois Gas Company 
(Northern Illinois) which executed a letter of intent. The increases in con- 
tracted demand volumes required by Northern’s customers in Docket No. 
G-18756 are as follows: 


Increase 
requested 

Customer (Mef) 

Austin, Minnesota, Board of Water, etc., Commissioners_.__.__......__ 100 
Coden Palin, Jownmi:: Re Cb snsca ics citentesiccd cies etetminnintaitnniticascicitntibcntiieitiillite 1,250 
Central Nateral Gas Coma ness ccicncs- ain amenmniéi ade 100 
anne AG! Derg ROI OE iscsi tsetse cactccenicntnccs teenies 25 
SEE Ts - ine CD ices tse capacitance 500 
ST iii iran isel tarts id cassie cae ea 250 
ee TE Ee Be Cacia lee pete tintin 3,000 
eT CI CN acai hi thi ace cccs cn ceescncnjiptieariarciiaisceninsintgienaiiaienin 2,000 
eC TERE Ge I aii aint tecsses cnitcicsitp nice tininsaitpsinsatiagityi 250 
Minnesota Valley Natural Gas Company___--.-----------------_-.-. 500 
Eee enesitais TCE: CHa CO i iis cisenernieste aeetnns nents 250 
New Ulm, Minnesota, Public Utilities Commission_.__.____-_--.__-___ 300 
Northern States Power Company of Minnesota____--__.-------___--- 6,400 
Northern States Power Company of Wisconsin____...------------_-. 300 
Northwestern Public Service Company-._............................ 1,290 
Say FO CTE Ge isaac een cecisieinas neni ttiatnnpieial 10,128 
Peoples Natural Gas Division, Argus System —--.-------.---------- ? (1,750) 
Ra SON GOI acciiectiscsicsinnccecineciciipcemnealaaaaiatads 24,893 


1 Parentheses denote a decrease in amount of gas needed for the 1959-60 heating season. 
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In connection with the increase of 10,128 Mcf requested by Peoples Natural 
Gas Division, it appears that St. Paul Ammonia Products Company (St. Paul 
Ammonia) requires an increase of 3,500 Mcf per day in its firm deliveries. 

The problem of firm deliveries of gas by Peoples to St. Paul Ammonia was 
considered in detail by a Commission examiner in Dockets Nos. G—14697 and 
G-14779, 21 FPC 538, 547 and 548, and his initial decision was affirmed by 
the Commission. In this proceeding an officer of St. Paul Ammonia explained 
that additional natural gas was required by the company to permit the plant 
to produce the 


* * * maximum annual output from the existing high capital cost facili- 
ties with the existing labor force. * * * due to the greater heat released 
and the higher temperatures in the partial oxidation generations when 
using LPG than when using natural gas, the safe plant output is reduced 
considerably. 


While Peoples entered into a contract with St. Paul Ammonia in October 1959 
providing for delivery of 3,500 Mcf per day of additional gas on a firm basis, 
Peoples may have to interrupt all or part of the 3,500 Mecf for up to 20 days each 
year. In the event of interruption, Peoples will pay St. Paul Ammonia the 
difference between the cost of St. Paul Ammonia’s production of gas through 
its own peak-shaving equipment and the price it would have to pay Peoples 
for natural gas had it been available. 

The contract appears to have advantages to both buyer and seller in that 
Peoples will be enabled to make an additional sale of firm gas to St. Paul Am- 
monia at a savings of $141,200 in demand charges to Peoples and it will enable 
St. Paul Ammonia on days when Peoples may interrupt to obtain an acceptable 
fuel at prices equivalent to that of natural gas. As the Staff points out in its 
brief, 


* * * The saving in demand charges will result from the reduced con- 
tracted-demand volume Peoples will have to purchase from Northern to 
supply additional firm gas to St. Paul Ammonia by using the contractual 
peak-shaving arrangement as compared to Peoples’ supplying the additional 
firm gas solely from increasing its contracted-demand purchases from North- 
ern (Tr. 1202). 

The granting of authority for the proposed transaction with St. Paul Am- 

monia would serve public convenience and necessity and should be authorized. 


The increase in contracted demand volumes required by Northern’s customers 
in Docket No. G—20570 are as follows: 


Increase 

requested 

Customer (Mecf) 

SURI IIIS a a csr cass eseseabtcp nherea i sagen enlace 545 
ne Uy, Cg MOR Oc otc ce iene wena sain neal 500 
ramen De GG i i ees * (720) 
IEE SMU PUNE, SNR 5 ig sh St tine adieu 500 
IS “II I is ck cs iis ss carts Macrae erties acciciemeteanatan going 350 
Rare, eV II es i eee 8, 000 
eee I, DIE CN sn si ik te dick cent eee * (85) 
erent "NUR TIN ono nn ik sete eende 9, 000 
Berean: PU RUID RS IN nai i eine ode 250 
Pa TT CI aa sith siete 250 


1 Parentheses denote a decrease in amount of gas needed for the 1960-61 heating season. 
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Customer 


Northern Illinois Gas Company 

Northern States Power Company of Minn 

Peoples Natural Gas Division 

Peoples Natural Gas Division, Argus System 

Sanborn, Iowa, Town of 

Watertown, South Dakota, Municipal Utilities Department 


Drilling, pumping and irrigation 





Pokey RCO CG isis ecstatic ence 74, 157 
The largest increase sought in these dockets is 40,000 Mcf per day by Northern 
Illinois Gas Company. The Staff pointed out in its brief that: 
* * * Even if Northern Illinois acquires the entire additional gas supply 
of 140,530 Mcf which it is seeking from all its suppliers, it will still not 
be satisfying the market for gas which exists in its present service area 
(Tr. 1435-36). Northern Illinois is still operating under Illinois Com- 
merce Commission orders which restrict the amount of gas that can be 
offered or sold to spaceheating, commercial and industrial customers (Tr. 
734-40). Northern Illinois makes no attempt to estimate its requirements 
under the assumption of having unlimited gas supplies, but if it had pre- 
pared its estimates under such an assumption, its requirements would be 
considerably larger than those shown in this proceeding. 


There can be no question that Northern and its customers have shown ade- 
quate market for the gas proposed to be sold in Dockets G—18756 and G—20570. 

The funds required to pay for the facilities in Docket G-18756 have already 
been expended and were obtained from cash on hand. The remainder of the 
total cost of the three Northern projects involved here is approximately 
$33,000,000. 

Permanent financing will be arranged by issuing $20,000,000 of sinking fund 
debentures and $13,000,000 of preferred stock. Upon completion of the perma- 
nent financing, the ratio of funded debt to total capitalization would be ap- 
proximately 54 percent. The balance of the capitalization would consist of 31 
percent of common equity and 15 percent of preferred stock. 

Northern documented the economic feasibility of its projects proposed here by 
showing that by considering the projects on an incremental basis the revenues 
exceeded costs of $1,865,518. Of this total excess of revenues, $429,528 is 
attributable to the increment of capacity for present customers in Docket 
G-18756 and G—20570 and $1,435,990 is attributable to the increment of capacity 
for Michigan Wisconsin in Docket G—20571. 

Northern used an illustrative rate of return of 6.75 percent, and revenues 
were calculated in Docket Nos. G—-18756 and G—20570 on the basis of the level 
of rates proposed by Northern in the rate proceedings pending at Docket No. 
G-19040. Revenues for the sale to Michigan Wisconsin were calculated at 
Northern’s currently effective PL-3 and PO-3 rate schedules. The rate sched- 
ules and the service agreement covering Northern’s sale to Michigan Wisconsin 
are the same in substance as Northern’s currently effective PL-3 and PO-3 
rate schedules and service agreement. The initial rate for the proposed sale 
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to Michigan Wisconsin is a demand charge of $4.48 per month and a commodity 
charge of 23.4 cents for all gas to be delivered. The agreement between 
Northern and Michigan Wisconsin provides for the sale of 75,000 Mcf per day. 
Under the agreement and understanding of the parties, Michigan Wisconsin will 
purchase from Northern at a 100 percent load factor or 27,375,000 Mcf annually. 
The agreement further provides that Michigan Wisconsin agrees to take or pay 
for 75 percent of the contract demand on a monthly basis. 

Exhibit 16 in which the agreement is contained provides in pertinent parc 
that, 

Northern proposes, subject to the provisions of Section 4 of the Service 
Agreement attached hereto as Exhibit “C’ to render the service contem- 
plated herein at the level of rates in effect from time to time as set forth 
in Northern’s PL-B Rate Schedule as finally determined by the Federal 
Power Commission. It is agreed that the initial rate for the service con- 
templated hereunder shall be either (1) that level of rate as finally deter- 
mined for comparable pipeline service in Northern’s Rate Zone B or (2) 
that level of rates which will maintain a differential of 2¢ per Mcf at a 70% 
Load Factor over and above the then effective rate for Contract Demand 
service in Northern’s Zone 3, whichever shall be the fact on date of first 
deliveries hereunder. Such differential of 2¢ per Mcf at 70% Load Factor 
shall be as historically computed by Northern, namely 144¢ on the Demand 
Charge and 14¢ on the Commodity Charge. 


The testimony reflects the fact that there is pending before this Commission 
a Section 4(e) proceeding initiated by Northern in Docket G—19040 seeking in- 
creases in its rates. 

It will be observed that the paragraph of the agreement quoted above con- 
tains alternative conditions bearing upon the initial rate to be charged for the 
service. The testimony indicates that the second alternative is the one which 
will be pertinent here on the date of first deliveries. Accordingly, the agreement, 
insofar as this proceeding is concerned, indicates that the initial rate for the 
service will be “that level of rates which will maintain a differential of 2¢ per 
Mcf at a 70% Load Factor over and above the then effective rate for Contract 
Demand service in Northern’s Zone 3, * * *.” 

The commodity charge under Northern’s proposal to Michigan Wisconsin is 
lower than the currently effective commodity charge for Northern’s Rate Zone B, 
but the demand charge is higher. Northern’s witness pointed out that the level 
of the commodity charge in Zone B is an issue pending in Docket G-19040. As 
counsel for Northern stated during the hearing, “Undoubtedly whatever city 
rate that is charged ultimately to Michigan Wisconsin under the PL Schedules 
will reflect and have to reflect the action taken by the Commission with regard 
to the Zone B rates in G—19040”". Counsel agreed that this would be a matter 
which would be the subject of Commission consideration in Docket G—19040. 
As the Staff has correctly pointed out in its brief, “* * * Northern will sell gas 
to Mich Wis at whatever city-gate rate is eventually determined by the Com- 
mission in Zone B for Northern’s rate case in Docket No. G—19040”.” 

Accordingly, propriety of the level of rates proposed here is in substance tied 
to the determination as to the level of rates which the Commission will find 
just and reasonable in Docket No. G-—19040. In these circumstances Michigan 
Wisconsin and its consumers will obtain protection as to the level of rates to 


7See Staff brief, page 7. 
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be charged them as a result of the proceedings in Docket No. G-19040 which has 
already been decided in part. No decision has been reached as to the exact 
level of rates which are just and reasonable in Docket No. G-19040, and accord- 
ingly the examiner makes no finding whether the apportionment of the 2-cent 
differential proposed to be made by Northern between demand and commodity 
is appropriate. The level of rates on an overall basis is a matter which would 
presumably be considered by the Commission, including the level of the demand 
and commodity components when it decides the issues in G—19040.* 

In these circumstances, while the examiner does not determine in this pro- 
ceeding rates at which Northern proposes to sell its gas to Michigan Wisconsin 
are just and reasonable, it is pointed out that there is no evidence in this record 
that the rates are excessive or that consumers will not receive adequate pro- 
tection. In fact, the evidence is to the effect that consumers will be adequately 
protected as to rate level as a result of the Commission’s determinations in 
Docket No. G—19040 and with regard to which the Commission on March 7, 1961 
issued an opinion and order determining rate of return and deferring other 
phases of the matter. The 2¢ differential to be charged here, presumably, is 
derived from Commission Opinion No. 281, where the Commission found that 
at 70 percent load factor Northern was entitled to charge this 2¢ differential 
between zones.* It will also be observed that the rate proposed here to Michigan 
Wisconsin is the same on an Mcef cost basis as the effective rate in Zone at 70 
percent load factor in that while the demand and the commodity charges are 
different the level will be 44.73 cents per Mcf at 70 percent load factor even with 
different demand and commodity levels. Since the load factor here will be at 
least at 75 percent, this will decrease the cost per Mcf to Michigan Wisconsin 
somewhat below 44.73 cents per Mef. 





8In this connection, it is noted that the Commission when it issued Opinion No. 324 
and an accompanying order in Docket No. G—17485 et al. relating to Northern employed 
the following language: 

“In general a heavily tilted rate is undesirable, because it tends, if carried over to the 
retail level, to place an unduly high proportion of the costs on the low-load factor domestic 
and commercial consumers, rather than on the interruptible industrial consumers who 
don’t pay a demand charge. It may be, however, that in the case of certain market 
patterns, particular'y where the company depends upon the interruptible industrial load, 
as here, to make its project economically feasible, some tilt may be necessary. In this 
ease we think that the burden should be placed on Northern to prove the justness and 
reasonableness of its proposed rates, with respect to “tilt’’ and otherwise. On the other 
hand this is not a rate proceeding requiring us to determine just and reasonable rates, 
and to turn it into a rate proceeding would inordinately delay the construction of North- 
ern’s project. Therefore we shall prescribe initial rates for the project with the under- 
standing that Northern may file rate changes, as it is entitled to do under Section 4 of 
the Natural Gas Act. 

‘12 Atlantic Refining Co. v. P.S.C., 360 U.S. 378, Nos. 518 and 536, October Term 1958, 
June 22, 1959. 

“The Examiner is not suggesting here that there is any improper tilt In the rates to be 
charged Michigan Wisconsin for there is no such evidence in this record, but is pointing 
out that if the rates in Northern’s zone to which the pipeline rate is related should be 
fixed at different levels in Docket G—-19040 than Northern believes to be justified, the 
benefits, if any such change is made, will accrue to Michigan Wisconsin, its customer 
companies and their consumers.” 

®See Northern Natural Gas Company, 14 FPC 11, 33, where the Commission said: 

“* * * Accordingly, at this time we will permit Northern, if it chooses so to do, to 
maintain in the rate schedules filed pursuant to the order in this instant matter a unl- 
form commodity charge throughout its system, and to adjust the demand component of 
the rates to provide a differential between zones of approximately 2.00 cents per Mcf at 
a 70 per cent load factor as indicated in the tabulation last above.” 
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Michigan Wisconsin initially proposed that the following allocation for the 
gas to be received from Northern be made: 

















Incremental | Proposed new 
Customer increase |MDQ includ- 
(Mcf) ing increase 
(Mef) 
my | 
Michiaen Consclidated Ges OemQaGny .......<ccccncnccwccceseccccecoccnccnsses 31, 891 532, 173 
Michigan Gas Utilities Company .c..-.-- 202222222 - ncn cccncccceccceeecoce= 2,311 45, 025 
or or nn. ...., cseretunsecamunedachunsonwesiusnokmsted 22, 369 373, 282 
Wee DORSET (ERE CTIIOIG «occ cn cc csnccwccecccccescosccccccccssences 7,179 119, 805 
Wisconsin Power and Light Oompany. ..........-.............---2-.2200--- 3,217 | 55, 935 
Wisconsin Public Service Corporation..............-.-...---.---------.----- 5, 190 90, 253 
I BI Oe EE INS oi citiicnicdccccdencsectneddbcanecossésance 81 1, 400 
EEE NO © NID. cn nctusegcucsmeescccensersenussessonecscessoneses 7 1,148 
rr Re Ce ORI occ cece cn cdctencnctncnccacdeccsentenescs 1, 555 27,048 
thn cnn cn apie bent nuiedanieddenacnnmheheulbmewe 115 1, 989 
CRE Oe Ce ncrssinctcstnidiedicnensdsinccddinnendaccanncsbingsencnundiennt 85 1, 468 
Total incremental salable gas to be received from Northern---.-.-..---- ee 











The Staff recommended that the following allocation be substituted for the 
allocation of gas proposed to be made here by Michigan Wisconsin : 














| 
| Proposed 
Incremental | new MDQ 
Customer increase including 
(Mef) increase 
(Mef) 
Michigan Consolidated Gas Company 31, 262 531, 544 
Michigan Gas Utilities Company-.........-- 2,311 | 45, 925 
Milwaukee Gas Light Company. --.-_---...--.---- 21,928 372, 941 
Wisconsin Natural Gas Company-.-..-....-....-.--.- 7, 038 119, .64 
Wisconsin Power and Light Company 3, 217 55, 935 
Wisconsin Public Service Corporation................--. 5, 190 90, 993 
Stoughton Light & Fuel Company-.----.-......------.-- 81 400 
Nn ccincnuttigdendtvunheccbeeten 7 i 148 
Iowa Southern Utilities Company............-.-..--.--...-- 1, 555 27, 48 
I a asec racers 115 1, 989 
Ree oe a fora ed eee oecatentaierankaanaamonanan 85 1,9468 
PEER, DIGG EAE COON aiken dk i wn cc cdtcneccncteiccdisnentaccce 1,211 24, 093 
Total incremental salable gas to be received from Northern_...-.....-- 74, 000 eet 








The Staff pointed out in its brief that if the allocation proposed by it were 
compared with that proposed by Michigan Wisconsin, it would be found that 
629 Mcf, 441 Mcf, and 141 Mcf have been taken from Michigan Consolidated, 
Milwaukee Gas and Wisconsin Natural, respectively, in order to grant Wisconsin 
Fuel and Light Company (Wisconsin Fuel) an incremental amount of 1,211 
Mcf. The Staff, it should be noted, found that there was adequate market 
shown for all the gas proposed to be taken here by Michigan Wisconsin. 

It will be observed that despite the large number of pages in the transcript 
of the hearing relating to Michigan Wisconsin’s allocation, the changes recom- 
mended by the Staff were materially insignificant for companies as large as 
Michigan Consolidated, Milwaukee Gas, and Wisconsin Natural, and result in 
a Staff recommendation that Michigan Wisconsin has shown a market need 
for and should be authorized to buy and distribute the 75,000 Mcf per day 
from Northern. A reduction of 629 Mcf for Michigan Consolidated, 441 Mcf for 
Milwaukee Gas, and 141 Mcf for Wisconsin Natural not only would have no 
material effect on the operations of these companies but the proposed changes 
in the allocation would have no material effect on the operations of Michigan 
Wisconsin. 

In these circumstances, Michigan Wisconsin in its reply brief stated that 
it would not oppose the changes in allocation recommended by the Staff. 
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Accordingly, insofar as the allocation on the Michigan Wisconsin system is 
concerned no further dispute now appears to exist between the Staff and 
Michigan Wisconsin. 

The 75,000 Mcf of gas to be purchased from Northern will enable Michigan 
Wisconsin to increase its maximum daily capacity by 74,000 Mecf. 1,000 Mcf 
is to be used as compressor fuel and will not be available for sale to Michigan 
Wisconsin’s customers. 

Michigan Wisconsin’s tariff provides, in part, for the sale of gas to distrib- 
utors on the basis of maximum daily quantities (MDQ) of gas. At the present 
time, distributor customers of Michigan Wisconsin are limited in the amount 
of gas which they may purchase from the pipeline to 185 times the maximum 
daily quantity which a customer agrees to purchase from the pipeline. In 
addition, the Michigan Wisconsin tariff affords the distributors the right to 
purchase up to 102 percent of the customers’ daily contract demand, without 
penalty. 

The reason that Michigan Wisconsin limits the number of days on which a 
customer may take its entire maximum daily quantity is that the system at this 
time does not have a large enough supply of gas to enable customers to buy 
maximum daily quantities in excess of 185 days per year. The gas proposed 
to be obtained here will not only enable each company obtaining an incremental 
amount to increase its MDQ but will also increase the number of days it can 
obtain such increased MDQ from 185 to 190 days per year. 

The dispute in these proceedings relates solely to the applications filed in 
Docket Nos. G—20571 and G—20572. Specifically, these disputed issues involved 
(1) the sale by Northern of 75,000 Mcf per day to Michigan Wisconsin which 
is opposed only by the Coal Interests and by Minnesota Valley, a customer dis- 
tributor of Northern, and (2) authorization for the construction of additional 
facilities by Michigan Wisconsin, Milwaukee Gas, Wisconsin Power, and Mad- 
ison Gas, and the employment of part of the gas allocated to these companies 
to render service to additional communities in central Wisconsin. In addition 
the Staff while agreeing that Northern has made a showing in this proceeding 
entitling it to the grant of a certificate of public convenience and necessity in 
Docket G—20571 has raised important issues regarding the rate of deliverability 
attainable from Northern’s Reserves in the Hugoton Field. This problem is 
important not only in this case but could have an important impact in any 
future Northern certificate application. If Staff’s views were accepted here, 
they could lay the foundation for future hearings on an issue which the Com- 
mission directed be determined in this proceeding and not in a future one. This 
proceeding was not set down by the Commission for a determination which 
would constitute no more than a verbal barbiturate putting the matter of 
Hugoton’s deliverability rate to sleep until Northern’s next certificate hearing. 
Northern made a full-scale showing regarding the deliverability rate which 
was properly attributable to its wells in the Hugoton Field and is entitled to 
a determination here on the merits of its showing. Accordingly, the rate of 
deliverability of Northern’s wells in Hugoton will be determined in this deci- 
sion on the basis ef the full-scale showing which was made in the hope that 
determination will be of assistance to the consuming public, the Commission, 
and the investing public. 

It is true that in any future certificate proceeding Northern will have to 
establish adequacy of gas supply just as any other applicant, but it does not 
follow from this fact that Northern should be required to prove repeatedly the 
claims it has advanced concerning the deliverability rate which can be attained 
in Hugoton. The costs in certificate proceeding after certificate proceeding in 
presenting evidence regarding the deliverability attainable from the wells in 
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the Hugoton Field is a substantial expense, adding to the cost of operation of 
this pipeline and results in increasing the level of rates to its consumers. In ad- 
dition, it is a substantial expense to the Government in that it takes up large 
amounts of time of its geologists and engineers in the study and preparation 
of Northern’s certificate cases, takes up a substantial part of the time of its 
legal staff, its examiners and of the Commission itself in repeated considerations 
of essentially the same problem. This controversy is of long-standing and, 
since Northern is entitled to a determination of this issue on the merits of its 
showing here, such determination will now be made. 

The adequacy of Northern’s gas supply was last considered by the Commission 
in its Opinion No. 324 issued July 31, 1959, in which the Commission said, among 
other things, that 


* * * we agree with the staff that in any future certificate application by 
Northern seeking to increase its system sales capacity, Northern should be 
required to make a showing that the average well in the Hugoton Field can 
sustain the rates of production used in its deliverability studies.” 


In compliance with this directive Northern made a showing that the average 
well in the Hugoton Field could sustain the rates of production used in its 
deliverability studies employed in these proceedings. 

Northern’s studies presented here covered its total system gas supply, includ- 
ing the gas supply available to Northern from its subsidiary, Permian Basin 
Pipeline Company (Permian). These studies were made by company geologists 
and petroleum engineers and, in addition, Northern presented a highly analytical 
study of 49 wells in the Hugoton Field made by an eminently qualified inde 
pendent reservoir engineer which amply supported its position in these pro- 
ceedings in regard to the deliverability rate which could reasonably be attained 
in the company’s wells in such field.” 

The rate of production relied upon by Northern to establish deliverability 
attainable from the wells in the Hugoton Field in the later years shown in this 
study was 42 percent of open flow potential. 

For the purposes of this case “open flow potential” may be defined as the 
maximum volume rate at which it is calculated a well will produce natural gas. 

The record shows without contradiction that as of December 31, 1959, total 
proven reserves dedicated to Northern and Permian exceeded 12.8 trillion cubic 
feet of gas. The record further shows without contradiction that Northern 
has a reserve life index of 22.8 years. 

A review of the evidence shows that systemwide Northern has reserves which 
are sufficient to enable it to meet the peak day, average day, and annual require- 
ments of its expanded system as reflected in its applications, as amended, in 
Dockets G-—18756, G—20570 and G—20571, including withdrawals from its Red- 
field underground storage field at a maximum rate of 100,000 Mcf per day. ‘These 
reserves provide Northern with a physical deliverability life sufficient to enable 
the company on a conservative basis to meet the peak-day requirements of its 
expanded system as proposed in Northern’s applications in this proceeding for 
at least 12 years. 

The deliverability as outlined by the company for Northern’s system is set 
forth in its “Revised Availability Study” * and begins with January 1960 as the 


1 Op. No. 324. \(22 FPC 164 at 169.) 

Jt also appeared that Northern furnished the Staff with data on &84 additional wells 
in Hugoton and no claim was made by the Staff that the evidence furnished them by the 
company regarding such additional wells reflected any conclusion inconsistent with that 


expressed in the testimony of the independent expert on the basis of the 49 wells empleyed 
in the study. 


32 Bxhibit 6. 
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starting point to determine the number of years of availability for the system 
as a whole. The “Revised Availability Study”, however, in a separate con- 
sideration of deliverability confined to the Hugoton Field (which is the area 
in which all of the dispute concerning deliverability centers) includes the sec- 
ond half of the year 1959 as the starting point. Insofar as the Hugoton Field 
itself is concerned, the company in this part of its study does not propose to 
take above 30 percent of open flow potential on a maximum day until after the 
passage of 1114 years and it is subsequent to this period that Northern proposes 
to take for the next full year no more than 35.2 percent of open flow potential 
on a maximum day from Hugoton. This part of Northern's “Revised Avail- 
ability Study” also shows that on an average day the takes from Hugoton are 
not scheduled to reach above 30 percent of open flow potential until more than 
13 years have passed. The evidence also shows that Northern can meet the 
corresponding average day and annual net requirements of its expanded system 
for 13 years without any deficiency. 

It should also be noted that Northern’s “Revised Availability Study” shows, 
among other things, that Northern is not proposing to take as high as 42 percent 
of open flow potential in Hugoton on an average day until 1974, or more than 
14 years from the starting point of its schedules of takes on an overall! basis. 
In fact, for the field as a whole the percentage of open flow potential in Hugoton 
projected by Northern for an average day goes from 10.1 percent in 1960 grad- 
ually upwards to 30.6 percent through 1971 and is 36.3 percent in 1972, 41.8 
percent in 1973 and is then projected at the 42 percent of open flow potential 
thereafter. 

On a maximum day Northern has projected less than 80 percent of open flow 
potential from Hugoton through 1970. Thereafter, the deliverability rate pro- 
posed by Northern in the Hugoton Field for a maximum day is at the rate of 
35.2 percent for 1971 and at the rate of 42 percent thereafter through 1976 in 
Oklahoma and through 1979 in the Kansas portion of the field.” 

The Staff, apparently, assumed for the purposes of determining full deliver- 
ability life as far as the Hugoton Field was concerned that Northern could pro- 
duce at a rate not in excess of 30 percent of open flow potential. 

It should be observed that there is no evidence in this record as to the reasons 
underlying the Stuff’s selection of a maximum figure of 30 percent. The Staff 
offered no evidence to establish that a maximum rate of 30 percent was a justi- 
fiable figure and no witnesses on direct examination or on cross-examination ever 
agreed directly or indirectly or by reasonable inference or implication that 
such a figure was justified. In fact all the evidence produced in this record is 
to the effect that this figure would be unjustifiably low. 

If the Staff had a reason for employing 30 percent as a maximum figure of 
open flow potential, it was not articulated in its brief and, more importantly, 
it was not reflected by any evidence contained in this record. In fact in its 
brief the Staff did not refer to any evidence upon which its maximum figure of 
30 percent of open flow potential was based, presumably for the very good reason 
that there is no such evidence. So far as this record is concerned, it is a figure 
pulled out of the air, having no basis in the evidence whatever. 

In this connection it may be noted that the proration orders of the state 
authorities in Kansas and Oklahoma have some impact here and are binding 
upon producers in the Hugoton Field. Under the proration orders the state sets 
limits as to the volumes of gas which may be taken from the Hugoton Field 


1%3The Hugoton Field of Oklahoma is projected by Northern as being depleted at the end 
of 1977 and the Kansas portion of the field is projected through 1979 at 42 percent of 
open flow potential. 
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and these are known as “allowables.” When a producer takes less than his 
“allowables” the volume represented by the amount which has not been taken 
are referred to in this proceeding as “underages”’. 

Northern is not even taking the amount of its allowables in Hugoton and, as 
its Vice President testified, its problem in Hugoton at this time is not at all 
one of ability to obtain additional delivery of gas from Hugoton on a physical 
basis. In fact, the company has a problem of alleviating under-production in the 
field because it has not been taking its allowables. The company’s takes from 
Hugoton are well below the volumes which may be taken from the field on a 
proration basis, as determined by the states in which the Hugoton Field is 
located. There is evidence in this record indicating that the underages are in 
the order of 75 billion cubic feet. 

In this connection it may be observed that the sale proposed to Michigan 
Wisconsin will enable Northern to take additional gas out of the Hugoton Field 
and therefore would tend to lower the unit cost of the gas to the Northern 
system as a whole. Northern historically has had an extensive summer valley. 
The proposed sale to Michigan Wisconsin, together with its plan of further 
utilizing Redfield storage, would tend to reduce Northern’s unit cost of gas. 

It would appear that the Staff’s concern as to the maximum delivery rates 
reasonably attainable in Hugoton pertains to the period subsequent to 1974, 
insofar as deliverability for an average day may be involved (i.e., a period 
substantially in excess of the current 12-year standard) and pertains to the 
period subsequent to 1970 insofar as deliverability in Hugoton for a maximum 
day is involved. Thus, the area of the Staff’s concern does not appear to involve 
any doubt based on deliverability attainable for an average day in Hugoton at 
all, but its area of concern regarding Hugoton is pointed only towards the pos- 
sibility of attainment of maximum day deliverability after a lapse of 11% 
years from the starting point of Northern’s accounting for gas deliverability 
from the wells in the Hugoton Field. In other words, the difference between 
the Staff and Northern as to the rate of deliverability attainable in the Hugoton 
Field centers upon Northern’s ability to sustain adequate deliverability for a 
maximum day, in accordance with its projections following a period of 11% 
years from the starting point of the company’s calculations relating to the 
Hugoton Field. In this connection the company proposes in the twelfth year to 
obtain delivery at a rate of 35.2 percent of open flow in Hugoton, and the Staff 
thinks it cannot obtain more than a rate of 30 percent of open flow. 

Despite the narrow difference between the Staff and Northern on the basis 
of applying a 12-year standard, hundreds of pages of this transcript are taken 
up in large part by cross-examination of Northern’s witnesses and, in addition, 
a large number of exhibits were devoted to this problem. The reason for this 
lengthy and protracted inquiry into deliverability in Hugoton may possibly be 
found in the direction contained in Commission Opinion No. 324 which has been 
quoted above, rather than upon any really important difference between the 
Staff and Northern relating to gas supply. The Commission’s order appears to 
require a move from the fog of indecision regarding gas supply in Hugoton to- 
wards the light of a determinative conclusion regarding this matter. This 
problem of deliverability attainable in Hugoton has arisen several times and 
each time has been a subject which has taken up a substantial part of the 
time of the litigants, the Staff, and the Commission. It appears that it would 
be in the public interest to come to more definite conclusions about this matter 
so as to conserve the time and money of the Government, consumers and the 
various litigants in the future. 
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Assuming the propriety of a 12-year standard }* the size of the problem, as it 
has developed here, is not large on a quantitative basis. 

As we have noted, the character of such dispute as to deliverability as exists 
in this proceeding is focused on the development of a maximum percentage 
figure of open flow potential which could be employed reasonably in Hugoton 
Field. 

Since Hugoton is a field of comparatively low permeability, gas flow is inhibited 
to a degree, and this inhibition causes a transient or unsteady flow condition. 
The unsteady flow condition causes the rate of production from a gas well to 
decrease with time until the well becomes stabilized. Well stabilization may be 
characterized as the point in time when a well’s rate of production is constant. 
After the well has stabilized the decreasing production rate will be affected 
only by depletion of gas from the reservoir. 

One of the problems in Hugoton, as well as in any other low permeability 
reservoir, is to ascertain at what time and at what production rate the wells 
will stabilize. As we have noted, the open flow potential test is the calculated 
maximum rate in Mcfs over a period of time at which the wells will produce. 
The open flow potential test in Hugoton is a 72-hour test. This time is less 
than the time it takes for a well to become “stabilized” in Hugoton. 

In future years a somewhat greater percentage of the wells’ open flow potential 
will be needed to meet the market requirements than is required in the earlier 
years. It is necessary therefore to modify the maximum rate obtained from the 
72-hour potential test to a rate which would correctly represent the stabilized 
rate of production in Hugoton in order to ascertain the maximum capable pro- 
duction rate for the wells in future years, i.e., at a time when their capabilities 
will be needed to fulfill Northern’s requirements in the later years of production. 
Accordingly it was necessary to come to a reasonable conclusion as to maximum 
percentage of open flow potential attributable to wells in this field. 

The determination of a reasonable percentage figure of open flow potential to 
employ is the center about which disagreement revolved between Staff and 
Northern in this case. 

It was to the solution of this problem that a large volume of testimony, as 
well as a number of exhibits prepared by William Hurst, an independent expert, 
and officials of Northern was dedicated. 

Hurst is an internationally known reservoir engineer and an acknowledged 
expert in regard to problems involving deliverability. The principal official of 
the company who testified in support of the rate of deliverability scheduled in 
the Hugoton Field was R. D. Grimm, manager of gas supply for Northern and 
Permian, who has had over 20 years experience in the Hugoton Field, and whose 
qualifications as an expert are not questioned by any party to this proceeding. 

Hurst presented testimony and data based in major part on the laws of physics 
and mathematics reflecting his concept as to how the maximum percentage of 
open flow potential, or maximum rate of deliverable gas in the Hugoton Field 
could be determined. In presenting his concepts the witness developed a number 
of equations in which were included certain assumptions made by the witness 
relating to porosity, compressibility, formation thickness, and permeability in 
the Hugoton reservoir. These assumptions formed an integral part of certain 
mathematical equations developed by the witness in reaching his conclusions as 


%4The Commission has not uniformly applied a full 12-year deliverability standard. 
For example, in Zl Paso Natural Gas Company, Docket G—11797, 19 FPC 393; Teras East- 
ern Transmission Corporation, Docket G—1012, 10 FPC 35; Tevras Illinois Natural Gas 
Pipeline Company, Docket G—1914, 12 FPC 45; and Midwestern Gas Transmission Com- 
pany, Docket G—16841 et al., 21 FPC 653, the applicants showed less than 12 years full 
deliverability, and the Commission authorized the issuance of certificates pursuant to 
Section 7 of the Act. 
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to the maximum rate of open flow potential which could be attained in the 
Hugoton Field. It is these parameters 15 towards which the Staff has assumed a 
posture of doubt although its stance in this case was not so unbalanced as to 
impel it in the end to oppose the granting of any of the certificates sought here 
by Northern. 

The Staff's doubts were expressed from the safe haven of a lawyer’s brief 
rather than from the witness stand where any expression of doubt by a witness 
regarding the rate of open flow potential testified to by Northern’s experts could 
be subjected to cross-examination and scrutiny during the course of the hearing. 

The starting point of Hurst’s presentation was that when a well is produced 
the formation pressure is lowered and recedes from the well bore with increasing 
time of production. This is reflected by Darcey’s law which is to the effect that 
the velocity of gas in the formation is directly proportional to the pressure 
gradient existing in the formation. The lowered pressure gradient at the well 
causes a decreased rate of production with increased time. This principle is 
uniformly accepted as scientifically correct. Thereafter Hurst developed a 
mathematical expression of the diffusivity equation. The diffusivity equation 
sets forth in terms of a mathematical measuring rod what the transient or 
unsteady state of fluid flow conditions are in a reservoir of low permeability such 
as Hugoton. Exhibit 4, pages 2, 3, and 5 sets forth graphically what may 
reasonably be expected in reservoirs of low permeability. The graph on 
page 3, Exhibit 4 establishes the fact that the decline in well productivity is 
essentially the same in both a production case and a pressure case, “that is the 
production and well bore pressure decrease with time as a well is produced.” 
Further that because of this concomitant decline of rate and pressure it would 
be possible using a 72-hour interval of time (the 72-hour potential test) to 
predict what a well’s productivity would be at any subsequent time. 

Once Hurst established the correlation of the 72-hour potential test with 
declining production rate and pressure he then concluded that “pressure buildup” 
reflects the same conditions as are found in the interpretation of the declining 
production rate and pressure with time which he calls the constant rate and 
constant well pressure. 

The diffusivity equation as we have noted, is a statement of an unsteady state 
of flow, and it is employed to lead into the determination of the constant weil 
pressure and the constant rate determination which may be expected in a 
reservoir such as Hugoton. In this connection, it should be observed that the 
graphs employed by Hurst relating to rate and pressure and the concomitant 
productivity follow substantially the same pattern shown on the graph at page 3 
of Exhibit 4. This graph shows that the pressure and the rate of production 
decline in substantially the same order of magnitude. 

As his next point, Hurst established the conditions which exist during an 
assumed constant production rate case. Hurst stated, among other things, that 

* * * pressure build up reflects the same conditions as are found in the 
interpretation of the constant production rate case for the purpose of com- 
paring the productivity of a well as determined by a 72-hour potential test 
with its productivity at any subsequent time. 

This observation is of significant importance because of its specific application 
here. 

The information with regard to pressure buildup was dependent upon actual 
tests taken of 49 wells in the Hugoton Field. There was no claim by the Staff 
that these 49 wells were artfully or otherwise specially designated to be tested 


143 Webster’s New International Dictionary defines the mathematical concept of a pa- 
rameter as being an arbitrary constant characterizing by each of its particular values 
some member of a system of expressions, curves, surfaces, functions, et cetera. 
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for the purpose of this proceeding in order to obtain a higher percentage figure 
of open flow potential than that believed by the Staff to be attainable. Ap- 
parently, the Staff believes that it would be better to have a larger number of 
wells tested because a larger number of wells would be more representative of the 
1400 wells in the Hugoton Field than the 49 selected. In this connection, it may 
be observed that Northern cooperated with the Staff by providing additional 
information with regard to 84 more wells. In addition, Northern has agreed to 
furnish the Staff with data on additional wells. The Staff has not indicated in 
any way that the data furnished by Northern on the additional 84 wells tested 
would impair the conclusions reached by Northern’s witnesses on the basis of the 
geological evidence which was presented in these proceedings. It is reasonable 
to infer that if such additional data tended to denigrate Hurst’s conclusions, 
that this would have been brought out during the hearing. 

Hurst started his buildup tests by noting the beginning pressure in each one of 
the wells employed,” including the 72-hour buildup test. The results of these 
tests were reflected on a separate graph for each well. Each such graph was 
labeled as a “Pressure Build Up Test”.” 

For the purposes of this discussion the case of Northern’s Mueller No. 1 well 
will be taken as an example. The other wells were treated by the witness in 
substantially the same manner as Mueller No. 1. Certain facts regarding 
Mueller No. 1 are reflected on page 6 of Exhibit 4. The graph on page 6 of 
Exhibit 4 shows that the mathematical value given by Hurst to the difference 
between the final flowing pressure and the 72-hour pressure buildup for Mueller 
No. 1 was 18. The figure of “18” may be found by examining the pressure axis 
of the graph on page 6 of Exhibit 4 from which the figure was derived. Hurst’s 
hext step was to calculate the time in days which theoretically it would take for 
Mueller No. 1 to achieve a half-mile radius of drainage. To reach this deter- 
mination the witness employed an equation labeled in his testimony as Equation 
No. 19. 

Equation No. 19 is a mathematical determination in which the witness in- 
cluded the values for the various reservoir parameters. Based upon all the 
parameter values which were integrated into his equation, Hurst determined the 
theoretical time which it would take Mueller No. 1 to attain a one-half mile 
drainage radius. By the use of this equation the witness determined that it 
would take 9114 days to reach a one-half mile drainage radius for this well. 

The extrapolation of the pressure buildup curve for Mueller No. 1 on page 6 
of Exhibit 4 which was based on the relationship of the axis of pressure buildup 
to the axis of time for Mueller No. 1, resulted in a value figure of 34.4 on the 
pressure axis. The value figure of 34.4 represents the difference between the 
final flowing pressure and the pressure at 91144 days. The value figure of 18 on 
the pressure axis was then divided by the value figure of 34.4 also appearing on 
the pressure axis, to arrive at a correction factor amounting to .52326 for 
Mueller No. 1, i.e., 52.326 percent. 

The same process was employed by the witness for each of the wells in 
Hugoton represented in his study. The average of these correction percentage 
factors for all the wells tested resulted in an average stabilized delivery rate of 
59.4 percent of the Open flow potential for the wells in Hugoton. This was the 
percentage which Hurst determined was the maximum percentage of open flow 
potential reasonably attributable to the wells in the Hugoton Field. 

As has been noted heretofore, the use of a 72-hour open flow potential test 
would have been an inadequate period of time within which to determine open 


76The beginning pressure prior to the buildup is referred to by geologists as the final 
flowing pressure. 


17 Of. page 6 of Exhibit 4 covering Northern’s well called Mueller No. 1. 
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flow potential for the wells in Hugoton on a stabilized basis since these wells 
do not stabilize normally within such a period of time. For example, as we 
have noted, Mueller No. 1 did not cease building up within 72 hours but con- 
tinued to build up a considerable time thereafter. Mueller No. 1 is typical of 
the wells in Hugoton. It was necessary therefore to develop an equation to 
reflect the effect of the longer period of buildup in Hugoton, which under Hurst’s 
theory is representative of what may be expected from a well which is producing 
after a period of 72 hours. Such an equation was developed and was employed 
as the “correction factor”. 

Hurst’s theory is that “in pressure buildup we are observing the inverse of 
the constant production rate case.” The buildup curve in Hurst’s exhibit is 
used, for example, to determine the pressure buildup during a 72-hour period, 
and equation 19 in Hurst’s exhibit is used to determine the time it will take for 
wells to reach 14-mile radius of drainage. When this time interval was deter- 
mined, Hurst used the pressure buildup test graph to determine the value for 
pressure when the 14-mile radius of drainage was reached. When the 14-mile 
radius of drainage was reached then pressure within the formation would stop 
receding from the well bore. 

The ratio of the pressure build-up after 72 hours to the extrapolated pressure 
value when the %4-mile radius of drainage would be reached was used as the 
stabilization correction factor. This correction factor represents the difference 
in mathematical value of the buildup pressure attained after 72 hours of buildup 
and the mathematical value attained after the 14-mile radius of drainage was 
reached. Of course, the value in the latter case was higher than that after 72 
hours of buildup. Since this higher value represented the well’s pressure as it 
would be stabilized rather than as it was after the 72-hour production period, 
it was necessary in order to obtain a meaningful percentage factor representing 
the stabilized deliverability rate in Hugoton to modify the results of the 72-hour 
buildup test by applying the correction factor described in order to reflect more 
accurately the stabilized maximum delivery rate to be credited to the wells in 
Hugoton. 

As we have noted in Mueller No. 1, this correction factor represented the 
relationship between 18 and 34.4 on the pressure axis or 52.326 percent. For 
the field as a whole based on the average of the 49 wells employed, the correction 
factor evolved into an attainable maximum of open flow potential amounting to 
59.4 percent. 

One of the Staff’s principal objections to the correction as made by Hurst was 
that it believed that 49 wells did not present an adequate quantum of proof to 
establish the validity of Hurst’s conclusions on an empirical basis. The other 
principal objection was to the values accorded the parameters in Hurst’s 
equations. 

Northern furnished the Staff with data on 84 additional wells tested but 
there was no reference to this fact in the Staff’s discussion relating to the 


quantum of proof offered here, or in relation to the parameters employed in 
Hurst’s equations.” 


%It is quite true that the burden of proof rests on Northern, not on the Staff. How- 
ever, once Northern established a prima facie case regarding the rate of deliverability 
attainable in Hugoton the Staff could have gone forward if it wished to rebut Northern’s 
showing. This it had the option to do by using the data relative to the 84 additional 
wells tested or on the basis of any other facts which were material or on the basis of pre- 
senting contra expert opinion. However, if the Staff had any contra evidence it never 
brought it out during the hearings in this case. Once a prima facie case has been estab- 
lished, it is wholly inappropriate to wait until the case has been concluded and then 
rely on privately held mental reservations and views and not express them until the 
brief is filed. This kind of procedure is entirely inconsistent with the whole principle of 


an open hearing with evidence exposed to public view so that it can be subjected to cross- 
examination by an affected party. 
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The Staff referred to Hurst’s stabilization correction factor at page 2 of the 
appendix to its brief as follows: 

The stabilization correction factor expresses, in percent, the predicted 
change in productive capability against a fixed line pressure from that 
existing on the 3rd day sustained flow to that existing when the well is 
stabilized. 

His predicted stabilization correction factors (Col. 13, Tables I and II, 
Exh. 4) are based, among other things, upon an equation (Equation 19, 
p. 22, Exh. 3) which Mr. Hurst uses to define, in terms of the assumed 
reservoir and fluid parameters, the theoretical time at which well inter- 
ference will occur and the wells will stabilize. 

The staff believes that Mr. Hurst’s approach is, in general, good, and that 
the proper utilization of build-up tests offers considerable promise in regard 
to the ultimate resolution of this problem. 

The difficulty with the Staff’s position is that in accordance with the Com- 
mission’s directive in Opinion No. 324 the problem under consideration should 
be resolved here rather than at some indeterminate time in the future. Northern 
should not be required to prove the rate of deliverability attainable in Hugoton 
ad infinitum. There is enough evidence in this case to come to a reasonable 
judgment and the proliferation of evidence on this matter in certificate pro- 
ceeding after certificate proceeding only adds to the expenses of conducting 
these hearings and these expenses are passed on to the consumers. This not 
only increases the level of rates but causes unreasonable delays in the disposi- 
tion of these cases. Moreover, Staff’s continuing insistence upon additional 
hearings on this particular issue tends to spur this applicant to compete on an 
urgent basis with other pipelines to get additional gas supplies elsewhere and 
this tends unnecessarily to increase the over-all price of gas. 

There was no dispute as to the correctness of Hurst’s mathematics in this 
proceeding. However, in order to develop the value factors used in his equa- 
tions, it was necessary for Hurst to employ elements of judgment relating to the 
values attributable to the parameters to which we have referred hereinabove. 
The Staff, while expressing doubt as to whether the witness properly employed 
these value factors in his equations (particularly Equations 17 and 19), offered 
no testimony articulating either the precise nature of, or the specific area of its 
doubts as to any one of the parameters which were integral parts of the 
equations used by the witness. 

It may be pointed out that Grimm was asked a few questions about a well 
employed in Hurst’s exhibit which did not reach a %4-mile drainage radius at 
the time indicated in Hurst’s exhibit. Grimm explained that the probable 
reason for its failure to reach the 14-mile drainage area lay in the effect of 
production in surrounding wells and that this would not necessarily affect the 
validity of Hurst’s concepts. Grimm’s explanation was not contradicted. 

The Staff’s attack on Equation 19 was completely generalized without any 
real specification of detail. 

It is not reasonably possible to conclude that the rate of open flow potential 
should be reduced to 30 percent as suggested by the Staff in its brief because 
there is no evidence in this record which justifies the use of such percentage. 
The Staff’s objections to the use of the 42-percent figure are entirely amorphous 
in character and without merit. 

Where expert evidence based on factors lucidly explained is presented, a basis 
for formulating a reasoned conclusion has been established. 

It cannot reasonably be said that Northern’s evidence regarding maximum 
rate of deliverability in Hugoton did not constitute a prima facie showing sup- 
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porting its conclusions that on an over-all basis, including Hugoton, Northern 
has at least a 12-year maximum day deliverability life. 

The Staff presented no evidence in contradiction of Northern’s prima facie 
case and in its brief simply expresses its “feeling” of doubt.” 

In order to destroy, vitiate or weaken the conclusions towards which 
Northern’s evidence inescapably pointed it would have been necessary either 
through cross-examination to expose any flaws in such evidence or to show 
affirmatively by direct evidence that Northern’s presentation was false, inaccu- 
rate or inadequate. If Northern’s evidence was inadequate or otherwise log- 
ically unacceptable, crogss-examination could have exposed such inadequacy. 
However, cross-examination disclosed no material flaws in Northern’s evidence, 
and no evidence was presented in opposition to that received from Northern. 

It may also be pointed out that to meet the full 12-year deliverability require- 
ment which, with a substantial number of exceptions, appears to be the current 
Commission standard,” it is not necessary to have a deliverability as high as 
59.4 percent of open flow potential in Hugoton. It was clear from the uncon- 
tradicted evidence that 42 percent of open flow potential was a conservative 
figure to employ, and it was also clear that such figure would easily satisfy 
current Commission standards with regard to reserves and deliverability life. 
Accordingly, Northern in order to meet Staff’s objections or doubts decided not 
to employ the full 59 percent of open flow potential arrived at by Hurst in this 
proceeding but instead chose to rely on a figure of 42 percent here since such 
figure would be adequate to establish the full twelve-year deliverability life 
which the Staff believes should be shown. 

In the circumstances of this case, it would appear that even if the values at- 
tributed to the parameters employed in Hurst’s equations were too favorable 
to Northern (a claim which was not established), the results obtained by Hurst 
were modified by Northern’s mangement for the purposes of this proceeding 
downward to 35.6 percent of open flow potential beginning in the 12th year on 
a maximum day basis and thereafter to 42 percent. Thus, on the basis of an 
over-all showing of full 12 years’ deliverability, the difference between Northern 
and the Staff appears to be de minimis. 

It should not be overlooked that there is uncontradicted testimony in this 
record relating to the parameters integrated in Hurst’s equations. In this con- 
nection, Northern’s manager of gas supply pointed out that porosity in the Hugo- 
ton Field ranges from 10 to 13 percent and that Northern for the purposes of this 
proceeding employed the lower percentage. Moreover, the reservoir pressure in 
Hugoton does not vary more than 40 pounds throughout the field and, as was 
pointed out, this variation would not have a significant effect upon compres- 
sibility. Further, the formation thickness of 100 feet was confirmed by electric 
logs of wells drilled in close proximity to the wells embraced in Hurst’s study. 
None of these facts was contradicted by the Staff. In addition, permeability 
was calculated directly from the slope of the pressure buildup curve and in- 
volved no assumptions at all. 

While the 42 percent of open flow potential if employed for the purposes of 
this case, would give Northern a deliverability life of at least 12 years, it was 
pointed out by Grimm that 50 percent of open flow potential would have been 
a better and more accurate figure to employ in forecasting the company’s future 


2° See p. 37, Staff Brief, last line. 

» F.g., El Paso Natural Gas Company, Docket No. G—-11797 et al., 19 FPC 393; and 
Texas Eastern Transmission Corp., Docket No. G—-1012, 10 FPC 35, wherein the overall 
gas supply was less than 12 years but nevertheless the Commission authorized the issu- 
ance of a certificate. The circumstances under which authorization was granted was less 
favorable in these cases than the circumstances involved in these proceedings. 
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estimates. If the open flow potential in Hugoton is in excess of 42 percent, the 
company has an overall capacity to deliver at this time substantially in excess 
of 12 years. In any event, the 12-year standard has quite obviously been met 
in this case. Furthermore, it appears that in addition to the data on the 49 
wells employed in the exhibit, Northern supplied the Staff with additional in- 
formation regarding 84 more wells in Hugoton, and the Staff has not indicated 
that the additional wells about which information was supplied them would 
tend to lower the percentage value estimate advanced by Hurst. 

It may be noted that the Staff has the following observations to make regarding 
its conclusions and concerning the narrow range of difference between it and 
Northern relating to the reasonableness of the usage of 42 percent limitation of 
open flow in the Hugoton Field. 

Thus the difference in the deliverability lives in Northern’s present study 
due to the usage of a 42-percent, rather than a 30 percent, limitation on 
the open flow amounts to approximately one year. 

By reason of (1) the relatively small magnitude of the difference involved 
in the deliverability lives on the 30 percent versus the 42 percent basis, (2) 
Northern’s uncontested over-all reserve and deliverability picture exclusive 
of Hugoton, (3) Northern’s indicated continuation of its Hugoton testing 
program in an effort to improve upon and further firm-up its present show- 
ing, and (4) the present showing, which although inconclusive and not 
adequate as to proof, does indicate to the staff that Northern’s usage of the 
42 percent limitation may not be unreasonable, the staff belives that North- 
ern’s gas supply for the Docket Nos. G—20570 and G—20571 applications can 
be found to be reasonably adequate. 

The technical Staff of the Commission, apparently, is of the opinion that 
Northern should prepare a detailed field compression study, in order to ascertain 
the amount and cost of any field booster installation, field line changes, or other 
additional compression in order to obtain one additional year of deliverability 
life for Northern beyond 1971 or 1972. 

The reason for this suggestion appears to be that the Staff has not accepted 
as fully proven the fact that Northern has a 12-year deliverability life although 
it has already conceded that it “may” have 12-years’ deliverability life. Since 
the Staff has failed to explain the source or the reasoning upon which it based 
its 30 percent rate of open flow figure on which it chose to estimate Northern's 
deliverability life, its use of this figure rather than the higher figure employed by 
Northern cannot be accepted. The Staff’s recommendation relating to a field 
compression study is hinged to its 30 percent figure and the latter figure is totally 
unexplained. It is quite true that differing judgments may exist as to the rate 
of deliverability which may be attained in Hugoton but where the trier of this 
issue is faced, as he is here, with a judgment which is thoroughly explained and 
one which is not explained at all there can be no question as to which one should 
be accepted. 

The type of field compression study suggested by the technical staff would 
take several months to complete, and would require a large number of calcu- 
lations in order to distribute the total annual volumes among each of the 1400 
wells connected to Northern’s pipeline in the Hugoton Field. In addition, it 
would be necessary to make a calculation of the annual decline in wellhead 
pressure for each well. As Northern has pointed out, such a study would be 
wholly theoretical and to have any validity it would require the Commission 
to assume that Northern’s gas reserves would be frozen at the present level for 
the next eleven years. It would also have to be assumed that Northern’s 
deliveries would be exactly the same as they are today. Neither assumption 
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would be realistic or could be based upon the history of Northern or any other 
major pipeline. The only effect of requiring Northern to make these studies 
would be to add considerable expense in the operation of Northern’s system, 
which without doubt would be passed on to its distributor and other customers 
and thereafter to the ultimate consumers. 

The undersigned is unwilling to recommend or issue any order which has no 
reasonable or realistic basis and which would only cause unnecessary increased 
expenditures in the operation of this pipeline to the detriment of the consumers 
and accordingly, the Staff’s recommendation along these lines will be rejected. 

Th Staff has made a suggestion that Northern conduct additional production 
tests in the Hugoton Field, and supply it with the results of such tests. This 
does not seem to be an unreasonable suggestion. 

Northern, in an effort to assure the Staff that its doubts as to the applicant’s 
claims as to deliverability are not well founded has not only supplied the Staff 
with additional information regarding 84 more wells in the Hugoton Field but 
has expressed willingness to conduct additional production tests and to partici- 
pate in further conferences with members of the technical staff in order to 
explore the possibilities of further demonstrating that its claims as to deliver- 
ability are well founded. 

In these circumstances, Northern will be directed to make available to the Staff 
all future production tests and buildup tests pertinent to the problem of deter- 
mining gas well stabilization conducted by it in the Hugoton Field. 

The only other party who has opposed the granting of Northern’s applications 
in this proceeding which has based its opposition, in part, upon the technical 
“deliverability” considerations presented here was the Coal Interests. The Coal 
Interests’ discussion of this concededly complex matter is confined to approx- 
imately 2% pages of their brief. 

The Coal Interests claimed that “no weight whatever ought be given to the 
complicated and theoretical mathematical formulae devised by the witness to 
substantiate the point he was attempting to make, viz., 42 percent of the potential 
was not too great.” ™ 

Apparently, the principal reason for coming to this conclusion, at least as 
stated by the Coal Interests in their brief was that, “Mr. Hurst while purporting 
to have reduced his approach to the problem to an exact formula finally admitted 
that judgment factors would play a part.” 

This contention forms no basis whatever for rejecting Hurst’s testimony. 

In the first place, Hurst never claimed that he was not employing elements 
of judgment in arriving at his conclusion. Insofar as the exercise of judgment 
was concerned, it may be said that this witness indicated that on an overall basis 
his mathematical equations provided a clearer and more objective method by 
which a reasonable conclusion could be arrived at as to deliverability in the 
Hugoton Field than any conclusion which could be reached without the use of his 
mathematical formulae. 

The Coal Interests, as well as the Staff, complain in their briefs that Hurst 
used complicated formulae. It is true that his formulae were complicated, 
but the problem of determining deliverability in Hugoton was complex and, 
for this reason, it appeared necessary to employ the means used by the witness 
to solve the problem. 

In a sense, it is rather odd that the Staff should criticize Northern’s witnesses 
because their testimony or their exhibits were complicated while at the same 
time offering no explanation at all for their own position that the maximum 
rate in Hugoton should be held to 30 percent. 


21The witness referred to by the Coal Interests was William Hurst, a witness for 
Northern. 
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The complaint of the Coal Interests to the effect that an expert witness 
used judgment does not appear to have any validity at all. Practically every 
expert, including Hurst, uses judgment in arriving at a conclusion with regard 
to the deliverability which may be attainable from a given gas reservoir. Indeed, 
it would be anomalous if any expert in the field of geology could determine 
down to an Mcf what the exact deliverability would be in any field, even one 
having less complicated characteristics than the one under consideration. 

Another matter to which some reference may be made in the brief of the 
Coal Interests was the use of a theory called the Pseudo T theory. This Pseudo 
T Theory was included within the confines of Exhibit 4. Hurst explained that 
the Pseudo T theory was one which had been accepted in some circles in the 
industry but that he disagreed with it, and accordingly did not use it for che 
purposes of coming to the conclusions at which he arrived. Apparently, some 
persons in the management of Northern believed that the Pseudo T factor had 
some applicability to the problem and included it within the covers of Exhibit 4. 
Hurst disagreed. While Hurst gave no weight to the Pseudo T theory in coming 
to his conclusion, he testified that this theory even if applied would not have 
changed the conclusion reached here. Accordingly, reference to the Pseudo T 
theory in the brief of the Coal Interests was impertinent to the issue under 
consideration. 

Minnesota Valley objected to the granting of Northern’s application in Docket 
G-20571 without direct reference to the validity of the presentation made by 
Hurst and by officials of the company concerning the deliverability which could 
be attained in the Hugoton Field. It rests its objections to the granting of a 
certificate in Docket G—20571 on the basis that as a customer it had a kind of 
mortgage on Northern’s gas supply and that a sale by Northern to a pipeline 
rather than to a distributor would impair its rights as a kind of mortgagee 
of the gas supply in Hugoton. 

The Commission has held that no customer of an integrated pipeline is 
entitled to claim for itself rights to any specific source of gas held by the pipe- 
line or to claim rights in any specific system facilities.” 

There are a number of large pipelines in this country which do not limit 
their sales to distributing utilities and to direct industrial customers but sell 
to other pipelines. Outstanding examples of such companies would include the 
United Gas Pipe Line Company, and the Tennessee Gas Transmission Com- 
pany. The latter was recently authorized to sell large quantities of gas to other 
pipelines. Such sales have been held to serve public convenience and necessity 
and in fact have enabled large numbers of consumers to obtain natural gas 
service which they could not otherwise obtain. There is nothing new or novel 
as to this part of Northern’s proposal and Minnesota Valley’s objections on this 
score are completely without merit. 

It is concluded Northern has established at least a full 12-year gas supply 
which would cover its proposed increase for present customers embodied in 
Dockets Nos. G—17485 and G—17486 and would cover the sale of 75,000 Mcf per 
day to Michigan Wisconsin on the basis of a withdrawal from Redfield storage at 
the rate of 100,000 Mcf per day. 

Turning now to the disputed problems arising from the proposed acquisition 
of 75,000 Mcf per day by Michigan Wisconsin from Northern, it will be noted 
that the narrow dispute as between Michigan Wisconsin and the Staff regarding 


2 2.g., Commission order issued November 8, 1955, in United Gas Pipe Line Company, 
Docket No. G—1142 et al., 14 FPC 353, 406, which was affirmed by the Court of Appeals 
insofar as it held that customers of an integrated pipeline are not entitled to have allo- 
eated for rate purposes specific facilities or sources of gas supply. Mississippi River Fuel 
Corp. v. F.P.C., 252 F. 2d 619, cert. den., 355 U.S. 904. 
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the amounts of gas to be allocated to customers has been resolved through Mich- 
igan Wisconsin’s statement in its reply brief that it would no longer oppose the 
allocation recommended by the Staff. However, there remains as a disputed 
issue the problem whether authorization should be granted for new service to 
additional communities in central Wisconsin. The material facts relating to 
this controversy may be stated as follows: 

While the hearings in these proceedings were in progress, nonmely on August 1, 
1960, Michigan Wisconsin together with Wisconsin Power and Milwaukee Gas 
entered into an agreement covering a new joint project for the purpose of 
enabling the sale and delivery of natural gas by the latter two distribution 
companies in certain additional communities in Wisconsin. These areas have 
not been served heretofore with natural gas but the communities of Sparta and 
Tomah have enjoyed manufactured gas service. The proposed service is to be 
made in an enclave of Wisconsin where natural gas service is available to com- 
munities both to the north and south of the areas proposed to be served here 
but is not available in the particular communities which these distributors pro- 
pose to serve. In addition to the service proposed to be made by Wisconsin 
Power and Milwaukee Gas another distributor, Madison Gas, also strongly 
supports the proposed project because if authorized it will enable the latter to 
make additional cost of $1,569,430 extending in an easterly direction, in order 
to serve Baraboo, Portage, Wyocena, Pardeeville, Cambria, Randolph, Fox Lake, 
and a new state prison. All of these are located in Wisconsin. Wisconsin Power 
also proposes to build the distribution systems required in each of these com- 
munities, the cost of which at the end of the third year is estimated to be 
$1,555,922. The total new investment on the part of Wisconsin Power will be 
$3,125,352. 

The parties to the August 1, 1960 agreement further propose that at the end 
of the proposed extension of the Madison line, Michigan Wisconsin’s facilities 
would interconnect at Baraboo with a 76 mile pipeline which Milwaukee Gas 
proposes to build in a northerly direction to serve Sparta, Tomah, Camp Doug- 
las, Oakdale, New Lisbon, Mauston, Lyndon Station, Wisconsin Dells, Lake 
Delton, Reedsburg, Rock Springs, North Freedom, and two military estab- 
lishments, viz., Camp McCoy and Camp Williams at a cost of $2,296,000 through 
the third year. Milwaukee Gas also proposes to serve Prairie du Sac, Sauk 
City, Lodi and Dane which are located between Madison and Baraboo, along 
the route of the proposed extension of Michigan Wisconsin’s Madison Line. 
Milwaukee Gas proposes to expend $4,060,060 for distribution facilities in the 
communities it proposed to serve. 

The extension of Michigan Wisconsin’s proposed Madison line will enable 
the establishment of a new delivery point for Madison Gas which proposes to 
construct a line south from such new delivery point to provide service on the 
north side of Lake Mendota which is in the service area of Madison Gas. In 
this connection, Madison proposes to expend $750,000 for the construction of 
such line. There does not seem to be any claim advanced by Staff or any 
other party that the service proposed by Madison Gas in this area would be 
economically infeasible. It is clear, on the other hand, that it would be 
economically infeasible for Madison Gas to render service in its proposed new 
area unless Michigan Wisconsin’s application to extend its Madison line were 
granted. 

Both Madison Gas and Milwaukee Gas are seeking a distribution franchise 
in Waunakee, Wisconsin. Michigan Wisconsin proposes to serve whichever 
company obtains the franchise. 

The Staff in its brief has contended that “Except For Its Request to Serve 
the Proposed New Areas Michigan Wisconsin’s Application Should Be Granted.” 
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It appears clear that the Staff has conceded that it would serve public con- 
venience and necessity for Michigan Wisconsin to purchase the additional 75,- 
000 Mcf per day from Northern since Michigan Wisconsin has met all the cri- 
teria, including a need for such additional gas on its natural gas service avail- 
able within its service area which it could not otherwise feasibly make. In 
this connection Madison Gas proposes to build an additional line which would 
be connected with the pipeline facility proposed te be built by Michigan Wis- 
consin which will enable it to make the additional service which it seeks to 
perform north of Lake Mendota. 

Specifically, the project in dispute would make natural gas service available 
in 24 communities, 2 military establishments, and a state prison all situated in 
central Wisconsin. In addition, the project will make service available north 
of Lake Mendota. Michigan Wisconsin amended its application during its 
hearings to cover the proposed new joint project. 

The new project would not cause any change in the allocations proposed to 
be made here, the distributors involved taking the position that they could 
render the service proposed on the basis of the allocations being made to them 
in this proceeding. 

The Staff has expressed concern that the evidence relating to gas supply 
showed that the amounts available including the increments here would be in- 
adequate to assure service in the third year of operation. 

The Coal Interests have taken a directly contrary position and have opposed 
not only the proposed new project but the applications in Docket G—20571 and 
G-—20572 in their entirety not because gas supply would be inadequate but be- 
cause it was their opinion that it was unnecessary for Michigan Wisconsin to 
obtain and allocate any additional gas supply at all since in their opinion the 
Michigan Wisconsin system had an over-supply of natural gas. 

The three utility distributors directly interested in this proposed project 
presented evidence to the effect that they could serve the new areas without 
any increase over the maximum daily quantity which Michigan Wisconsin pro- 
posed to allocate to them. As to these particular distributors, the only differ- 
ence between the amount proposed to be allocated to any of them by Michigan 
Wisconsin and the amount recommended by the Staff was a reduction in the 
incremental increase to Milwaukee Gas from 22,369 to 21,928 Mcf which for 
a company as large as Milwaukee Gas was on an overall basis a relatively in- 
significant change. 

In connection with this project to make natural gas available in additional 
communities in Wisconsin which do not now have natural gas service although 
virtually surrounded by communities which do, Michigan Wisconsin proposes to 
expend $2,193,000 to construct and operate 10 miles of 12-inch loop of its Madi- 
son line and a 48.8 mile 10-inch extension of that line to Baraboo, Wisconsin. 
This line would interconnect at the latter point with a 50-mile line which 
Wisconsin Power proposes to build at a system within the meaning of Section 
7 of the Act, and because the availability of such gas supply from Northern 
has been sufficiently established by the evidence adduced in this proceeding. 

It is true that Milfvaukee Gas has not consented to the small decrease in the 
amount Michigan Wisconsin proposes to allocate to it. However, the decrease 
in the proposed allocation to Milwaukee Gas recommended by the Staff here, 
when viewed in the perspective of the total gas supply available to such com- 
pany, is so minor as to be negligible. In actuality the small change in the 
allocation to Milwaukee Gas recommended by Staff appears to have been urged 
not because of any lack of market by Milwaukee Gas but in order to arrive at an 
additional amount which the Staff believed to be equitable on the basis of the 
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total gas supply available on the Michigan Wisconsin system to allocate to 
Wisconsin Fuel and Light Company. 

None of the customers on the Michigan Wisconsin system opposed the granting 
of a certificate to cover service for the new areas. The opposition of Minnesota 
Valley, a customer of Northern, is confined to the sale of the 75,000 Mcf to 
Michigan Wisconsin and is unrelated to Michigan Wisconsin’s proposed alloca- 
tion of such gas and is unrelated to the service proposed in the new areas, these 
being matters of no concern to Minnesota Valley. The position of Minnesota 
Valley as to the sale of the 75,000 Mcf to Michigan Wisconsin is opposed by the 
Staff and is not supported by any party other than the Coal Interests. 

The opposition of the Coal Interests is laid on directly opposite grounds to 
those advanced by the Staff, since the Coal Interests claim that Michigan 
Wisconsin has not shown any need for the 75,000 Mcf to be acquired from 
Northern while the Staff concedes that such need has been amply established 
by the evidence. In fact, the Staff has taken the position that the volumes of 
gas available to the Michigan Wisconsin system and, particularly to Milwaukee 
Gas and Wisconsin Power are so inadequate after receiving the new gas, that 
these companies should not be authorized to render service in the new com- 
munities in central Wisconsin although the Staff does not dispute the need for 
the service which has been demonstrated in the new areas. 

Basically, the Staff’s opposition relating to authorization of service to the 
new areas is laid upon two grounds, namely: (1) the total supply available to 
Milwaukee Gas and Wisconsin Power even with the increments to be allocated 
here would be inadequate to assure a third-year gas supply, i.e., these com- 
panies while getting an equitable and justified allocation of the total gas supply 
on the system in these proceedings would still have an inadequate total gas 
supply to warrant the Commission in authorizing service for the new areas; and 
(2) the project is economically infeasible principally because the proposed 
project would constitute an undue burden on Michigan Wisconsin’s other 
customers. 

Accordingly, the dispute between the Staff and Michigan Wisconsin, as it 
finally evolved, was not whether an adequate market for the gas proposed to be 
served in the new areas had been established by the evidence, for the Staff 
concedes that has been shown, but whether the Michigan Wisconsin system after 
a searching review of the fairness of the allocation to all its customer companies 
has a sufficient total supply of gas to serve these new areas and whether it 
would be economically feasible to serve such areas. 

Based upon the number of pages devoted to the problem of economic in- 
feasibility in its brief, it would appear that the Staff considers this to be the 
most important obstacle to the granting of the certificate to cover the proposed 
new service in central Wisconsin. 

The Staff’s claim of economic infeasibility for the additional service proposed 
in central Wisconsin is inextricably intertwined to a comparison of the ceiling 
unit cost per Mcf of output of the Upper Peninsula project” with the ceiling 
unit cost per Mef of output of the project under consideration here.* Using the 
ceiling cost per Mcf of output of the Upper Peninsula project as the measuring 
rod of economic feasibility the Staff concluded that the proposed central Wis- 
consin project was economically infeasible. 

The Staff disregards entirely the relationship between the amount of the in- 
vestment in the instant project and the amount of the potential revenues. In 


23 See Commission Opinion No. 331 and accompanying order issued October 31, 1959 in 
Midwestern Gas Transmission Company et al., Docket No. G—-18313 et al. 


™*% The applicants here also dispute the factual correctness of the figures employed by 
the Staff in comparison of the two projects. 
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fact, the Staff’s discussion of the problem is barren of any consideration of this 
relationship. 

It should be elementary that determination of economic feasibility is neces- 
sarily dependent on the relationship between investment and potential revenues 
and that a comparison of the ceiling unit cost per Mcf of output of one project 
with the ceiling unit cost per Mcf of output of another project, absent any con- 
sideration of the particular potential revenues in specific relation to each of the 
investments is not only meaningless but obfuscatory. 

Instead of employing the commonly accepted standards for evaluating eco- 
nomic feasibility which have been developed over the years, the Staff in this 
case substituted as its standard of economic feasibility the ceiling unit cost per 
Mef of output in the Upper Peninsula project without reference to the relation- 
ship of investment to revenue potentials in this particular project. The appli- 
cation of the standard invoked here by the Staff would in effect deny the 
economic feasibility of an investment even though the revenue potentials are 
substantial and would yield a return which no one could reasonably deny was 
adequate to attract capital. To ignore the bearing of the relationship of invest- 
ment to potential revenue in evaluating economic feasibility would constitute an 
extremely grave error of judgment. 

In this particular case, the Staff has attempted by analogy to apply the unit 
costs per Mcf of output of the Upper Peninsula project as the ceiling or stand- 
ard for the making of an investment here to serve central Wisconsin. It should 
be emphasized that it would be a serious mistake to conclude that the ceiling 
unit cost per Mcf of output reached in a project in one area was the sole stand- 
ard by which all other proposed projects were to be evaluated for purposes of 
determining economic feasibility because to take this position would not only 
violate the principles of logic but would also constitute a rejection of standards 
uniformly employed in the past by every Commission in this country including 
the Federal Power Commission. The standard of economic feasibility sought to 
be applied here was not applied in the Upper Peninsula project. In the latter 
case no attempt was made to compare ceiling unit cost per Mcf of output in some 
other project as a standard with such cost in the Upper Peninsula. The Com- 
mission in deciding the problem of economic feasibility in the Upper Peninsula 
case appears to have employed the usual criteria. This Commission has never 
employed such a limited standard as is invoked here by the Staff, and it may 
be noted that the Staff cites no Federal Power Commission case as a precedent 
or any case in any jurisdiction as a precedent for the employment of the 
standard sought to be applied here. 

All customers of Michigan Wisconsin, who have expressed themselves in 
this proceeding in regard to the proposed new service, either support the new 
project or have expressed no objection. No intervenor has filed any brief in 
opposition to the new project except the Coal Interests. 

Minnesota Valley, which filed a brief in opposition to the application in 
G-20571, based its opposition upon grounds having no relationship to the new 
project. 

The Wisconsin Public Service Commission which is fully familiar with the 
needs of the area, with Michigan Wisconsin’s supply situation, and with the 
distribution problems of Wisconsin Power and Milwaukee Gas on the basis of 
the gas supply available to each of these companies has vigorously supported 
the grant of authority to serve the new communities in central Wisconsin in 
both its initial and reply briefs because in the opinion of the Wisconsin Public 
Service Commission, this gas service is demanded and needed in these communi- 
ties, because the project is economically feasible, and because the gas available 
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to the distributor companies on the basis of their overall supply and the manage- 
ment capability in the handling of such supply will assure adequate service to 
these communities. In short, the Public Service Commission contends in its 
briefs filed here a certificate of public convenience and necessity covering the 
new areas should issue because all the standards inherent in Section 7 of the 
Act have been amply met by the applicants. 

It is, of course, correct to point out that the problems to be considered here 
must be evaluated independently by the Presiding Examiner and the Commis- 
sion. However, this is not to say that the views of a highly responsible State 
Commission are to be lightly brushed aside, or are not to be carefully considered. 
The views of the Public Service Commission of Wisconsin are succinctly, care- 
fully, and clearly set forth in its initial and reply briefs and their views are 
fully consistent with the evidence submitted in support of the project by the 
applicants. 

As has been noted, most of the Staff’s discussion of economic feasibility is 
tied to considerations bearing upon the economic feasibility of another project, 
namely the Upper Peninsula project, a matter which is not before the examiner 
for determination, has been decided by the Commission, and is now pending 
on appeal to the Court of Appeals for the District of Columbia. The economic 
feasibility of the Upper Peninsula project is wholly irrelevant to the issue of 
economic feasibility of the central Wisconsin project and comparisons of the 
character presented by the Staff are not helpful to a determination of the eco- 
nomic feasibility of the project proposed here. Moreover, and contrary to the 
opinion of the Staff, the problem before the examiner is not the making of a 
determination whether a litigant has taken a position in a prior case incon- 
sistent with the position it is now taking in a current proceeding, but whether 
the specific project under consideration in these proceedings is economically 
feasible or not.” 

If the Staff is attempting to cite the Upper Peninsula case as binding prece- 
dent requiring denial of Michigan Wisconsin’s proposal in this proceeding a 
reasonable method to do so would be to cite the language of the Commission 
or its holding in Docket G—18313 et al., Midwestern Gas Transmission Company, 
Opinion No. 331, and accompanying order. Apparently, since there was no 
language in the Commission’s order, or holding in Docket No. G-18313 et al. which 
could be cited to support its contention that Michigan Wisconsin’s position 
here was inconsistent with that taken in the Midwestern case, the Staff at- 
tempted to establish its contention through cross-examination of Michigan Wis- 
consin witnesses but without incorporating in this record any part of the trans- 
cript in Docket No. G—18313 et al. or any of the exhibits in that proceeding. 
The testimony of Michigan Wisconsin’s witnesses on cross-examination, how- 
ever, did not support the Staff’s contention and in fact the testimony given by 
such witnesses tends to rebut this claim. In this connection, the Staff referred 
in its brief to various matters in connection with the hearing in Docket No. 
G-18313 et al. but it would obviously not be proper to consider testimony in 
another proceeding not incorporated in this record as a basis for determining 
the issues in this case, and this would be so not only from the standpoint of the 
rights of the applicants here but also because there may be parties in this pro- 
ceeding who were not parties to the earlier proceeding. This case must be 
decided upon the basis of the record made here and not upon the basis of a 


%It should be noted that Michigan Wisconsin and its project associates deny any in- 
consistency of position and the evidence in this record is not sufficient to come to any 
conclusion that, in fact, an inconsistent position was actually taken. However. as pointed 
out, this is irrelevant to the determination of the issues and the examiner makes no find- 
ings or conclusions on this aspect of the matter. 
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record made in any other proceeding. The decision’ in the Upper Peninsula 
case would not constitute any precedent for denying Michigan Wisconsin's appli- 
cation here. 

The Staff appears to reason that since in their view the granting of the author- 
ization here would be economically disadvantageous to Michigan Wisconsin, it 
would follow as a corollary that it would be disadvantageous to Michigan Wis- 
consin distributors because they might have to pay higher rates in the future, 
The major premise of the Staff's attempted syllogism is incorrect as will be 
pointed out hereinafter and therefore the conclusion sought to be made by the 
Staff does not follow. 

The pertinent facts as to the economic feasibility of the central Wisconsin 
project were presented principally by Michigan Wisconsin’s Assistant Comp- 
troller. His evidence is undisputed, unchallenged as to its correctness by any 
contra-testimony or in the briefs filed here including Staff's brief and his testi- 
mony may be sunmarized as follows: In July 1960 this witness sponsored Exhibit 
45. Exhibit 45 shows, among other things, what Michigan Wisconsin’s system 
revenues, expenses, and the income would be for the years 1961, 1962, and 1963, 
without the investment in facilities for the central Wisconsin project by Michi- 
gan Wisconsin. At the time that Exhibit 45 was received in evidence the agree- 
ment covering the central Wisconsin project had not yet been executed by Mich- 
igan Wisconsin and the other parties thereto, and, consequently, the economic 
feasibility of that project upon Michigan Wisconsin’s financial operations was 
not shown in Exhibit 45. : 

Exhibit 45 shows that without the proposed central Wisconsin project the rate 
of return for the pipeline for the years 1961, 1962, and 1963 would be 6.4 percent, 
6.7 percent, and 6.9 percent, respectively. 

On August 1, 1960, Michigan Wisconsin, Milwaukee Gas, and Wisconsin Power 
executed the agreement relating to the central Wisconsin project to serve the 
new communities. On October 5, 1960 the same witness returned to sponsor 
another exhibit, viz., Exhibit 103, which showed system revenues, expenses, 
and income for Michigan Wisconsin with the central Wisconsin project reflected 
therein. In addition, the exhibit, as was appropriate, reflected known changes 
in cost of facilities required to be constructed in accordance with the Commis- 
sion’s order issued in Docket G—20569 on August 6, 1960. Exhibit 103 covers the 
same period as Exhibit 45, namely the years 1961, 1962, and 1963. As we have 
noted, Exhibit 103 was received in evidence after Michigan Wisconsin had 
obtained later financial information than was available when Exhibit 45 was 
received. The principal reason for the introduction of Exhibit 103 in evidence 
was to furnish the Commission with the latest economic information available 
to the company and to show the economic impact of the proposed new project 
in central Wisconsin on Michigan Wisconsin’s operations so that the economic 
feasibility considerations could be evaluated on an overall basis.” 

It developed, among other things, that as a consequence of the Commission's 
order in Docket No. G-20569 Michigan Wisconsin was required to make an 
additional investment of approximately $1,250,000 in laterals to new communities 
above that which the management had contemplated when it filed its application 
here in Docket No. G-20572. Secondly, it appeared that some time after Exhibit 
45 had been received in evidence the pipeline had been able to make savings 
of approximately $2,300,000 in the reduction of construction costs of the project 





® Cf. Minneapolis Gas Co. et al. v. Federal Power Commission et al., 278 F. 2d 870, 
cert. den., 364 U.S. 891, in which the D.C. Cireuit cited Puget Sound Traction Light € 
Power Co. v. Reynolds, 244 U.S. 574, 581, to the effect that “The various parts of a public 
utility’s system need not and cannot be equally profitable’. 
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authorized in Docket No. G—20569. Thirdly, it appeared that Exhibit 103 
included the additional investment of Michigan Wisconsin of $2,193,000 relating 
to the service proposed here so that new communities and customers could be 
served by Wisconsin Power, Milwaukee Gas and Madison Gas. Accordingly, 
there appears in this record a clear showing of the economic feasibility of the 
application in Docket No. G—20572 insofar as the central Wisconsin project might 
affect Michigan Wisconsin. Exhibit 45 shows the financial position of Michigan 
Wisconsin without authorization of the central Wisconsin project, and Exhibit 
103 shows the financial position of Michigan Wisconsin on the basis of authori- 
zation of this project. In this connection, it should be kept in mind that the 
amount of gas being allocated on this system would be the same with or without 
the central Wisconsin project, since the allocation to the distributors will not 
be changed by this project so long as the presently proposed allocations stand. 

An examination of Exhibits 45 and 103 shows beyond question that authori- 
zation for the proposed new project would not in any sense whatever impose 
any financial burden on Michigan Wisconsin or any of its customers. 

The cost of Michigan Wisconsin’s extended facilities in central Wisconsin 
shows that if the latter were authorized the overall return to Michigan Wis- 
consin for the years 1961, 1962, and 1963 would be 6.47 percent, 6.69 percent and 
6.88 percent, respectively, whereas the return without the central Wisconsin 
project would on the basis of Exhibit 45 be 6.4 percent, 6.7 percent, and 6.9 
percent for the years 1961, 1962, and 1963, respectively. Moreover, according to 
the Staff’s brief (p. 77), the third year rate of return for Wisconsin Power and 
Light would be 6.8 percent and the return for Milwaukee Gas would be 6.82 
percent. It would be very difficult, indeed, to feel seriously concerned that the 
rate of return to either Michigan Wisconsin or the distributors who desire to 
render the service here would be inadequate to attract capital or would cause 
present investors any financial pain.” In fact, it is a source of some surprise 
that the Staff inconsistently with their past position and past Commission 
precedent would be willing to take a position that a return of in excess of 614 
percent for Michigan Wisconsin or its distributors would be inadequate to attract 
capital or would render a proposed project economically infeasible. 

The Staff, having no case to make on economic feasibility on the specific 
facts of this proceeding, veered towards a fruitless discussion involving a com- 
parison of some of the facts in the Upper Peninsula case with some of the facts 
presented here. The specific facts presented here are, of course, extremely 
important and it is odd, indeed, that the Staff’s brief contains no discussion of 
the relationship between investment and revenues of the instant project as it 
affected Michigan Wisconsin and which would be of major importance in eval- 
uating economic feasibility. Moreover, the Staff refers to the rates of return 
to the distributors by reflecting them as part of a table purporting to be a 
comparison of the Upper Peninsula project and the one under consideration 
here and makes no statements about these rates of return as indicators of 
economic feasibility. 


It is a principle of utility economics that where a duty to serve exists, a utility is not 
exempt from the full performance of that duty merely because its earnings from that 
service are inadequate, or even because its overall return is insufficient. See “The Eco- 
nomics of Public Utility Regulation” by Irston R. Barnes; see also Hocking Valley R. Co. 
v. Comm., 92 Ohio St. 9, 110 N.B. 521 (1915) ; State v. Great Northern R. Co., 130 Minn 
57, 153 N.W. 247 (1915); Rowland vy. Saline River R. Co., 119 Ark. 239, 177 S.W. 896 
(1915) ; Puget Sound Traction Light ¢ P. Co. vy. Comm., 100 Wash. 329, 170 Pac. 1014 
(1918) ; Commercial Club v. Chicago, M ¢€ St. P. RR. Co., 41 S.D. 314, 170 N.W. 149 
(1918) ; Boettcher v. Comm., 73 Col. 46, 213 Pac. 114 (1923) ; Colorado v. U.S., 271 U.S. 
153 (1926); Leader Develop Co. v. Washington Water Co. (1958) 27 FUR 3rd 392; Re 
Public Service Electric € Gas Co. (1959) 28 PUR 3rd 155. 

















FEDERAL POWER COMMISSION 1275 


The really material facts are, as Michigan Wisconsin’s financial witness 
pointed out, that there are relatively few material changes in the prospective 
return from its investments based upon BHxhibits 45 and 103 and that the 
figures indicate clearly and without contradiction that Michigan Wisconsin 
will be able to achieve adequate return if it is authorized to construct and 
operate the facilities proposed. 

It may also be observed that in 1961 there would be a slight increase in the 
rate of return because the full effect of 1960 construction savings are reflected, 
while the additional facilities proposed in these proceedings would be in service 
for only a part of a year. During the subsequent two years, the projected rates 
of return for Michigan Wisconsin on an overall basis would be slightly less than 
originally estimated (Exh. 45) by reason of the increased depreciation, ad 
valorem taxes, and rate base associated with the original net investment. 
Moreover, Michigan Wisconsin does not contemplate any change in its financing 
as a result of the changes in the cost of facilities involved herein. As Michi- 
gan Wisconsin’s financial witness pointed out, without contradiction, the 
changes in investment as reflected in Exhibits 45 and 103 involve only three 
factors: (1) the writeup to Baraboo;™ (2) the savings in Docket No. G—20569; 
and (3) the construction costs to serve the Section 7(a) applications in Docket 
G-20569 which had not originally been contemplated by Michigan Wisconsin. 

In response to questions put the financial witness on cross-examination, he 
testified that if the savings which had occurred in Docket No. G—20569 had 
not occurred, then Michigan Wisconsin’s rate of return in the last two years 
shown would have been pulled down by approximately 5/100ths of 1 percent. 
This change, of course, is hardly material in the light of the return which 
has been projected. It should also be observed that the system revenue in Ex- 
hibit 103 is the same as that shown in Exhibit 45. 

If the return to Michigan Wisconsin without authorization of the Baraboo 
project reflects an operation which is economically feasible and if the return 
is substantially the same if the Baraboo Project were authorized, it could 
hardly be said on any reasonable basis that the Staff’s position that without 
the Baraboo project the certificate in Docket G—20572 should be authorized but 
that with the Baraboo project a certificate should be denied. On the contrary, 
in view of the fact that additional service will be extended to 24 communities, 
2 military establishments, and a state prison, and the area north of Lake 
Mendota which are in need of natural gas, the conclusion would appear to be 
clear that insofar as economic feasibility considerations are involved public 
convenience and necessity would be well served by the grant of a certificate in 
these proceedings which would include the Baraboo project. 

The additional matters which need to be considered involve the justification 
for the allocation of the gas proposed to be made here by Michigan Wisconsin 
which is objected to principally by the Coal Interests and the problem of the 
alleged inadequacy of the supply available to Milwaukee Gas and Wisconsin 
Power to serve the present and the proposed new consumers. 

Michigan Wisconsin presented evidence on the basis of which it contended 
that its customers had peak requirements for the 1960-61 contract which would 
be substantially in excess of its salable capacity of 1,470,000 Mcf per day and 
that its annual requirements for the contract year would be 296,500,000. In 
this connection the Staff devoted a substantial number of pages of its brief 
to a discussion reflecting its view that Michigan Wisconsin had not established 
by adequate proof a statement contained in the latter’s brief to the effect that 


% The central Wisconsin project has been frequently referred to by the parties as the 
Baraboo project. 
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“* * * its customers have requirements which are 143,466 Mcf in excess of 
Mich Wis’ proposed maximum salable capacity of 1,470,000 Mcf.” ® 

The Staff while disagreeing with Michigan Wisconsin as to the extent of the 
deficiency in gas supply on the Michigan Wisconsin system after receiving 75,000 
Mef per day from Northern took the position that the Michigan Wisconsin sys- 
tem even with the gas to be obtained from Northern would not have gas supply 
available in sufficiently adequate quantities to enable it to render natural gas 
service in a number of additional but comparatively small communities in cen- 
tral Wisconsin wherein two of its distributor customers desired to render 
admittedly needed service. 

According to the Staff the Michigan Wisconsin system after making alloca- 
tions of its total gas supply on what it considers to be a just and reasonable 
basis would not have sufficient supply remaining to warrant the Commission in 
authorizing the additional service sought to be made. In central Wisconsin 
the Staff has conceded, however, that Michigan Wisconsin and its customers 
have established adequate market for part of the additional 75,000 Mcf to be 
received from Northern. Accordingly, the problem presented here by the Staff, 
insofar as gas supply on the Michigan Wisconsin system is concerned, is not 
whether Michigan Wisconsin and its customers have established an adequate 
market for the gas supply available to it upon receiving the 75,000 Mcf per 
day from Northern. The issue as it has evolved here insofar as the Staff is 
concerned is whether Milwaukee Gas and Wisconsin Power even after receiving 
their fair share of the incremental gas would still suffer from such a serious 
shortage of total gas supply that they should not be authorized to serve 24 new 
communities, 2 military establishments, and a state prison, all located in central 
Wisconsin. 

Michigan Wisconsin, Milwaukee Gas and Wisconsin Power, while conceding 
that their gas supply in relation to their requirements could be better than it is 
and should be improved, contend that by cutbacks of interruptible customers on 
the coldest days and by the employment of other management measures, they can 
render the service proposed in the new areas with the supply which will be avail- 
able to them. In this connection the Staff did not claim that the applicants 
involved did not demonstrate adequate market in the new areas. Its opposition 
was based solely on two grounds: (1) the alleged inadequacy of gas supply on 
Michigan Wisconsin’s system to service the new areas; and (2) the alleged eco- 
nomic infeasibility of the project. The problem of economic feasibility has been 
fully discussed hereinabove. In view, however, of the opposition of the Coal 
Interests to the making of any allocation whatever of the 75,000 Mcf proposed to 
be received from Northern and the directly opposing claims of the Staff that 
there is such a shortage of gas on the Michigan Wisconsin system that the 
proposed new communities could not be served with the gas available to the 
pipeline, it becomes necessary to discuss these issues as well as the claims of the 
applicants that with the increased allocations proposed to be made here the total 
gas supply available to them will be sufficient to enable the service to be made. 

Michigan Consolidated Gas Company (Michigan Consolidated), an affiliated 
company of Michigan Wisconsin is the largest distributor on the system. 
Michigan Wisconsin proposed to allocate an incremental amount of 31,262 Mcf 
to Michigan Consolidated and if this allocation is put into effect Michigan 
Consolidated will have a total maximum daily quantity available to it amounting 
to 531,544 Mef. 

In the course of this hearing Michigan Consolidated undertook to demonstrate 
the extent of its need for the gas proposed to be allocated to it. In the brief 


® See Staff Brief, p. 47 ; underscoring supplied by Staff. 
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filed by its affiliate Michigan Wisconsin, however, counsel for the latter com- 
pany undertook to justify the allocations proposed by the pipeline not only on the 
basis of established need for the specific quantities proposed to be allocated to 
each distributor but also by argument reflecting his view that the Michigan 
Wisconsin system could justifiably employ much larger quantities of gas than 
that available for allocation in this proceeding. 

Michigan Consolidated’s testimony and exhibits while not presented for the 
purpose of obtaining a larger allocation than that proposed for it by its afliliate, 
Michigan Wisconsin, reflected the distributor's position that the needs of its 
market area would remain unsatisfied to a very substantial extent even if the 
allocation proposed here were to be made to it. 

The essential problem to be determined insofar as Michigan Consolidated 
is concerned in this proceeding however, is not whether larger quantities of gas 
than that equitably allocated to it could be employed to satisfy its needs but 
whether the evidence presented supported the allocation which it seeks to obtain 
here, i.e., whether an additional allocation of 31,262 Mcf would be just and 
reasonable to all the other companies on the system and to the consuming public 
on the basis of the volumes actually available to the Michigan Wisconsin system 
at this time. 

It would be fruitless in this proceeding to discuss how much more gas should 
or could be allocated to Michigan Consolidated, or to any other customer on the 
system on the basis of additional amounts of gas which are not even available at 
this time. A discussion about how much additional gas Michigan Consolidated 
or some other customer of Michigan Wisconsin could use if it were only available 
is irrelevant to the problem of the allocation of the additional gas to be obtained 
here. Insofar as this phase of the matter is concerned the problems to be 
resolved are whether 75,000 Mcf should be sold to Michigan Wisconsin and if the 
answer is in the affirmative what is a just and reasonable allocation of such gas 
on the system. 

As we have noted, the only party other than the Staff which filed a brief 
opposing the allocation proposed to be made on the Michigan Wisconsin system 
was the Coal Interests. The Coal Interests, directly contrary to the Staff, take 
the position that all the distributors on the Michigan Wisconsin system have an 
oversupply of gas but nevertheless ali these distributors want to pay more money 
for more gas for which they have no really legitimate market, and this is 
particularly true of Milwaukee Gas, Wisconsin Power and Michigan Gas 
Utilities.” 


In this connection, the Coal Interests contended at page 12 of their brief that, 

There can be no question, therefore, but that under the present supply 

situation of Mich. Wisc. all of its customers, with the possible exception of 
Mich Con are adequately provided for.® 


5Mich Wise’s storage facilities and requirements have not been discussed herein 
since the Northern supply is considered pipeline flow gas (Tr. 871, 3937). 


Thus it appears that the emphasis of the Coal Interests’ objections is laid some- 
what less on Michigan Consolidated’s proposed allocation than it is on the 
allocations proposed for the other distributors of Michigan Wisconsin. 

In striking contrast, the Staff contends that Milwaukee Gas and Wisconsin 
Power are so short of gas that they cannot serve the proposed new communities 
even after receiving their equitable share of the incremental gas to be purchased 
from Northern. 


80 See particularly pp. 13 and 14 of the brief of the Coal Interests. 
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According to the testimony presented on behalf of Michigan Consolidated its 
peak requirements for the 1960-61 contract year would be 1,400,013 Mcf and its 
annual requirements for the contract year would be 244,681,300 Mcf. 

Michigan Consolidated presented the testimony of Hugh C. Daly, its execu- 
tive vice president, Karl E. Schmidt, a vice president and chief engineer, and 
Andrew V. Van Hoef, an industrial engineer in support of its claims to an 
incremental allocation of 31,262 Mcf. The only part of their testimony which 
is challenged by the Staff relates to claims advanced by counsel regarding 
requirements for gas in excess of those proposed to be allocated to Michigan 
Consolidated. As has been pointed out, there is no issue in this case about 
allocating amounts of gas in excess of the 75,000 Mcf to be sold by Northern 
or amounts in excess of 31,262 Mcf to Michigan Consolidated. The problem is 
whether justification has been shown for the allocations proposed here not 
justification for some other allocations which are not even sought. 

The Coal Interests’ principal contention against the allocation of the 75,000 
Mcf proposed to be made here is that the “* * * industrial area of the market 
is adequately supplied with other fuel (principally coal) at economic prices 
* * *” without the incremental gas.™ 

The Coal Interest’s position vis a vis Michigan Consolidated is that “* * * 
Should it ever find itself in a position of having drawn heavily upon its storage 
to meet colder than anticipated winter months, Mich. Con. always has the ability 
(and contract right) to interrupt its Rate Schedule 7 customers as it has done 
in the past and may well do in the future * * *.”* 

A large percentage of Michigan Consolidated’s Schedule 7 customers employ 
the gas for processing, and excessive interruptions of these customers would 
militate against the economic growth of these industries and of the area gen- 
erally. Certainly Rate Schedule 7 customers should be curtailed if requisite in 
order to serve space heaters on the coldest days but this does not mean that it 
would be wise to impose unnecessary or excessive curtailments for this would 
not be in the best interests of the consuming public for without these sales to 
industries the revenues would be reduced and rates to space heaters would 
have to be raised. 

The estimates presented here relating to need are presented on the basis of 
normal automobile manufacture. The undersigned believes that it is appro- 
priate to assume normal manufacturing needs rather than to employ a reces- 
sion basis for determining need for additional allocation. 

While the position of the Coal Interests is entitled to and has received 
serious consideration there is no substantial evidence in this record to indicate 
that any undue proportion of the additional gas to be allocated here to Michigan 
Consolidated, or any other distributor, is to be put into an inferior use or that 
the market will not take the gas at the rate levels at which the distributors 
propose to sell it,“ or that public convenience and necessity will not be served 


* Brief of the Coal Interests, p. 17. 

= Brief of the Coal Interests, p. 16. 

% Of. Federal Power Commission v. Transcontinental Gas Pipe Line Corp. et al., 365 
U.S. 1, 81 S. Ct. 435 (Jan. 1961), where the Supreme Court held that the Commission 
had properly considered end use, price, and preemption of pipeline facilities in denying 
a certificate of public convenience and necessity for a direct sale of Texas natural gas to 
a New York user. 

It may also be observed that in this proceeding the Coal Interests offered no evidence 
and their opposition must be evaluated on the basis of the substantial and uncontradicted 
evidence in this record showing the existence of a market for all the gas proposed to be 
allocated to each distributor at rate levels which are tied insofar as the future is con- 
cerned to a determination of rate level which is now the subject of Commission consid- 
eration. Further, there is no evidence in this proceeding to indicate any material injury 
to consumers insofar as rate level is concerned. In fact, it is reasonably clear that con- 
sumers will be adequately protected. 
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by authorizing the proposed allocation. In this connection the language of the 

Court of Appeals in National Coal Association v. F.P.C., 191 F. 2d 462 appears 

pertinent to any consideration of the Coal Interests’ position. Specifically, the 

following language at page 467 of the Court’s opinion appears to be relevant: 
Coming now to the merits, petitioners say that before the Commission can 
grant a certificate of necessity, it must consider as separate and inde- 
pendent elements (1) the effect of issuance of the certificate upon com- 
peting fuels and transportation and related labor interests, and (2) the 
relation of the project to conservation of natural gas. Although con- 
siderations such as those suggested by petitioners mav well be part of the 
complex out of which the Commission’s judgment as to “public convenience 
and necessity” arises, they are nowhere made standards governing the 
issuance or denial of certificates. Even if the Act be construed to confer a 
right upon competing fuels and transportation to participate in Commission 
proceedings and to vindicate the public interest on review, it does not 
follow that the interests of such groups in retention of markets may bar 
issuance of a certificate found to satisfy the explicit criteria furnished by 
§ 7(e) of the Act. * * * Thatsection provides that: ‘* * * a certificate shall 
be issued * * * if it is found that the applicant is able and willing properly 
to do the acts and to perform the service proposed and to conform to the 
provisions of this chapter and the requirements, rules, and regulations of 
the Commission thereunder, and that the proposed service * * * is or will 
be required by the present or future public convenience and necessity * * *.” 
* * * The Commission found that the certificate applicant “is able and 
willing properly to do the acts and to perform the service proposed” and 
further, that the proposed construction and operation “are required by 
public convenience and necessity.” These findings satisfy the statutory 
requirements and “if supported by substantial evidence, shall be conclu- 
sive.” (Footnotes in the Court’s opinion have not been included in this 
quotation. ) 

There is a considerable amount of testimony in this record regarding an in- 
dustrial sale by Michigan Consolidated to Great Lakes Steel Corporation (Great 
Lakes). This gas is to be used for industrial processing. The Staff in dis- 
cussing this matter and in commenting on Michigan Consolidated’s general pre- 
sentation in this case had the following comments to make beginning at page 
53 of its brief filed herein. 

It appears that Mich Con’s testimony and exhibits could have been con- 
siderably simplified but Mich Con should be commended for its thorough 
explanation, through its executive vice president, of its contract with 
Great Lakes. A thorough study of the contract together with the direct 
testimony and cross-examination relating thereto indicates that few, if 
any, adverse facts were developed regarding the sale to Great Lakes. 

Mich Con will only have to purchase 38,000 Mcf of firm gas to fulfill the 
contract and even that supply won’t be required until the contract year be- 
ginning September 1, 1961 (Tr. 3257-58). Apparently the remaining vol- 
umes to be sold to Great Lakes will come from Mich Con’s general gas sup- 
plies (Tr. 1313). If the Great Lakes sale had not been negotiated, it seems 
that a larger volume of gas than now anticipated would have been sold 
under Rate Schedule No. 7 at a rate of 41.8 cents per Mcf (Tr. 2935). The 
largest firm volume of 15,000,000 Mcf which can be sold under the Great 
Lakes contract will result in an average price of 47.33 * cents per Mcf which 


%2The lower the volumes of firm gas sold, the higher the average price becomes 
until the 50-cent rate for the take-or-pay-for minimum volume of firm gas in the 
amount of 7,000,000 Mef is reached (Exh. 55, pp. 5 and 8). 


693-—489—64 83 
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is 5.53 cents per Mcf more than the lowest rate in Mich Con’s Rate Schedule 
No. 7 (Tr. 3220). It is true that Mich Con will sell about 5,000,000 to 
8,000,000 Mcf of gas to Great Lakes for a price no greater than 38 cents 
per Mcf but this price, which is 3.8 cents less than the lowest Rate-Sched- 
ule-7 price of 41.8 cents, must be offset against the large volumes of gas 
to be sold at a price which averages, as stated above, 5.53 cents more than 
the lowest Rate-Schedule-7 price. 

In conclusion, there is no doubt but that Mich Con has shown in this 
proceeding that it needs its pro rata allocation of the volume of gas Mich 
Wis proposes to purchase from Northern. If Mich Wis had not raised 
the issue of its customers’ “excess” requirements, this discussion concern- 
ing Mich Con could have been reduced to about one page. 

The undersigned agrees with the Staff’s comments and conclusions quoted 
above. 

The undersigned also agrees with the Staff that the allocation proposed to 
be made here to Michigan Consolidated has been amply justified on the basis of 
the evidence presented. 

Michigan Gas Utilities Company (Michigan Gas) nominated a maximum 
daily quantity of 40,202 Mcf for the contract year, commencing September 1, 
1960, for its existing markets. This nomination was made on March 11, 1960, 
and included 34,807 Mcf which it estimated it needed for its 1960-61 peakday 
requirements and a balance of 5,395 Mcf which the company wished to buy 
because it “* * * desired some extra gas available in order to follow an 
orderly program of attaching space heating customers” and because it needed 
to obtain some interruptible gas. In September 1960, Michigan Gas introduced 
an exhibit containing revised estimates through June 30, 1960, and two months 
of estimated sales. In its revised estimates Michigan Gas indicated that it 
would have firm requirements of 38,682 Mcf or including 5,505 Mecf of inter- 
ruptible requirements, 44,187 Mcf. In this connection, Michigan Gas Utilities 
contended that since Northern’s incremental gas would not be available until 
1961-1962, its requirements should be considered on the 1961-61 contract-year 
basis. Obviously its estimated requirements would be higher on the latter basis 
than they would be were they estimated on a 1960-1961 basis. Of course, the 
same Observation could be made with regard to practically every customer on 
the system, namely if they were to put in requirements based on 1961-61 needs 
they would be higher than they would be for 1960-1961 needs. 

It would be manifestly unfair in making an allocation of a specific amount of 
gas which has become available to evaluate the requirements of one customer 
on the basis of a 1961-62 contract-year and evaluate the requirements of the 
other customers on the basis of a 1960-61 contract year. In order to afford 
equitable treatment to all customers on the system, it is therefore necessary to 
evaluate the needs of the customers on the basis of employing the same time 
period to test requirements. In its brief Michigan Gas notes that: 

Michigan Wisconsin proposes to allocate to Michigan Gas Utilities a 
volume of 45,025 Mcf under the “pre-emptive rights” provisions of its tariff. 
This volume is composed of 40,202 Mcf for the existing markets shown in 
Exhibit 69 and the 4,823 Mcf allocated by the Commission for new com- 
munities in Opinion No. 336. The record in this proceeding fully supports 
the proposed allocation of 45,025 Mcf to Michigan Gas Utilities. 

Apparently all parties except the Coal Interests agree that Michigan Gas 
Utilities is entitled to an incremental increase of 2,311 Mcf of gas which would 
make its proposed new maximum daily quantity 45,025 Mcf. 

The examiner agrees that the latter MDQ figure has been established as the 
appropriate amount to which Michigan Gas Utilities is entitled. 
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According to the presentation made here by Michigan Wisconsin and its 
affiliate Milwaukee Gas it is claimed that the latter should obtain an incremental 
increase of 22,369 Mcf which would give Milwaukee Gas a proposed new MDQ, 
including the increase of 373,282 Mcf. 

The Staff recommended that the proposed new increase to Milwaukee Gas 
Light be 21,928 Mcf per day and that the proposed new MDQ including the 
increase be 372,841 Mcf. This would reduce the MDQ for Milwaukee Gas from 
373,282 to 372,841, i.e., by 441 Mcf. This reduction proposed by Staff in the 
total MDQ to be made available to Milwaukee Gas is obviously small when viewed 
in the perspective of the whole allocation to be made to Milwaukee Gas. The 
purpose of making this reduction, together with two other small reductions 
affecting other distributors is to enable an incremental allocation of 1211 Mcf 
to be made to Wisconsin Fuel and Light Company. 

The purpose for which Milwaukee Gas will employ the incremental MDQ 
as well as the annual quantities of gas which it will receive is to serve the 
presently existing customers in Milwaukee and its environs as well as normal 
growth loads in the area, plus additional consumers proposed to be served in 
central Wisconsin. The volume of 372,841 proposed as the new MDQ for Mil- 
waukee Gas includes 30,691 Mecf allocated to certain distributors whose prop- 
erties were acquired by Milwaukee Gas, pursuant to approval of the Public 
Service Commission of Wisconsin.* The balance of the proposed MDQ of ap- 
proximately 342,000 Mcf would be available for the balance of the system. The 
Staff, as we have noted, recommended an incremental increase to Milwaukee 
Gas of 21,928 Mcf. The Staff agreed that Milwaukee Gas has a market for this 
gas. Its disagreement with Milwaukee Gas relates to the capability of the 
Milwaukee Gas distribution system with the total gas supply available to it to 
serve additional communities and 2 military installations. Milwaukee Gas pro- 
poses to build a pipeline approximately 76 miles long from the point of inter- 
connection with a proposed pipeline to be built by Michigan Wisconsin to 
Baraboo, Wisconsin. The Milwaukee line will extend from the point of inter- 
connection at Baraboo northwest to Sparta. Milwaukee Gas proposes to serve 
the following communities and camps: Camp Douglas, Camp McCoy, Camp 
Williams, Lake Delton, Lyndon Station, Mauston, New Lisbon, North Freedom, 
Oakdale, Reedsburg, Rock Springs, Sparta, Tomah and Wisconsin Dells. In 
addition, Milwaukee Gas proposes to serve the following 5 communities off the 
proposed Michigan Wisconsin extension between Madison and Baraboo: Dane, 
Lodi, Prairie du Sac, Sauk City, and Waunakee. 

The total estimated firm requirements to serve the new markets on a maxi- 
mum day and on an annual basis are estimated as follows: 


First year | Second year| Third year 
Me Me | 
Aiialitciisinisicdbinditiitstinalaiaissapliiigtetiatadend tea 3, 564 


562 859 
paqoapnanitghénctonmcinascnadipnenddeitsdimammasagetpelented 417, 639 1,014, 030 1, 629, 515 


Camp McCoy and Camp Williams are military installations and the loads on 
these two installations are largely summer loads. 


* The figure of 30,691 Mcf is made up as follows: 


Mef 
Wisconsin Rapids Gas and Electric Company____-_----------------.---. 8, 804 
People’s Gas Company and Central Wisconsin Gas Company__.....------- 3, 373 
Watial Gas. Dinetete, BR ksi dec cetditinintcdcasqiameiedontnane 13, 714 
Winnshege Matasrel Gas CorpetetitRin nc. cccccnccecensendaséceneeonqanes 9, 800 





Total WBS Bie “SSG Gi oe ccwecetetincnintinadans 30, 691 
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The annual revenue in the third year for the new areas was determined by 
applying illustrative firm and interruptible rate schedules to the third year esti- 
mated gas consumption. In determining net operating income of $400,147 in the 
third year estimated gas purchased costs were based on an assumed cost of gas 
of 42.58 cents per Mcf. This was based on conjunctive billing over Milwaukee 
Gas’ entire system and is an average cost for the entire system computed on 
Michigan Wisconsin’s rate of 3.50 per Mcf demand charge and 26 cents per 
Mef commodity charge and ACQ of 190 times the MDQ. 

The estimated gross utility plant in the third year is $6,371,722 composed of 
the transmission line at an investment of $2,296,000 and various distribution 
systems at an investment of $4,075,722. After deducting the accumulated reserve 
for depreciation at the end of the third year, and adding a provision for working 
capital, the estimated total rate base will be $5,871,544. Thus the third year 
estimated het operating income of $400,147 will show a rate of return of 6.82 
percent at the end of the third year of natural gas. 

It will be observed that the maximum day third-year requirement for the 
new areas would be 13,564 Mecf, and the problem which has been posed by the 
Staff is whether Milwaukee Gas on the basis of the total amount available to 
it can meet these third-year requirements. 

The evidence shows that the estimated peak-day requirements of the Mil- 
waukee area consists of 284,677 Mcf for general service and space heating. In 
addition, Milwaukee Gas has an interruptible contract involving 7,500 Mcf for 
the Sewerage Commission which the distributor proposes to maintain as if it 
were firm service. In addition, Milwaukee Gas has 11,190 Mcf of interruptible 
gas which the company considers is devoted to a high priority service, and it 
has over 12,000 Mcf of other interruptible gas. 

Milwaukee Gas, as the Staff has noted, sells gas for industrial purposes under 
four different rate schedules known as: 1g—1, Sg-1, Sg-2, and Sg-3. Milwaukee 
Gas has indicated in its testimony that certain Sg-3 customers might wish to 
convert to firm service to the extent of 20,000 Mcf on a peak-day and that 
certain customers will be attached during the 1960-61 contract year which were 
not included in the peak-day estimates to the extent of 11,000 Mcf. 

The Staff in referring to the Milwaukee area itself commented that, 

Since Milwaukee Gas considers 330,332 Mcf of the 342,591 Mcf which Mich 
Wis proposes to allocate to it in this proceeding to be required for firm 
service, Milwaukee Gas will be purchasing 12,259 Mcef, or the difference 
between its alleged firm requirements and Mich Wis’ proposed allocation, for 
interruptible industrial purposes, if a certificate is issued to Mich Wis in 
Docket No. G-20572. 

Furthermore, the Staff in its brief at page 66 noted that “* * * Milwaukee 
Gas believes it is desirable to purchase firm gas to meet at least 29,668 Mef of its 
70,322 Mcf of admittedly interruptible industrial requirements which it would 
expect to sell under its Sg-3 rate schedule.” 

Milwaukee Gas’ purpose in purchasing 29,668 Mcf of interruptible require- 
ments on a firm basis is to enable interruptible customers to convert to some 
kind of firm service in the future. 

These figures indicate that Milwaukee Gas has the capacity of supplying the 
new areas with their third-year peak-day requirements, as well as the capacity 
to meet its obligations in its other areas. 

It is true that Milwaukee Gas may not be able to convert as many of its 
interruptible customers to firm customers as it believes is desirable in its eco- 
nomic interests but a substantial part of the service in the new area proposed 
to be served is for space heating. 
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Milwaukee Gas serves a large number of highly diversified industries, including 
heavy machinery, malt, beer, motor vehicle bodies, pipe fabrication, tubes and 
batteries, and other types of manufacture. It has an enormous market which 
easily could use all the gas proposed to be allocated to it here. However, there 
is no reason why Milwaukee Gas should not be permitted to sell its gas in the 
new areas, as well as in its present areas, particularly where such service will 
not deprive any customers of gas and would at most require the company to cut 
back its interruptible load on the coldest days. 

In connection with its ability to service the new area, Milwaukee Gas has 
pointed out in its reply that Sparta and Tomah have peak shaving facilities 
which are now being used to supply manufactured gas. 

The maximum day third-year requirements for the new communities have been 
estimated at 13,564 Mcf. Peak-day shaving equipment available in the new area 
ean produce 2,000 Mcf. Under Michigan Wisconsin's tariff Milwaukee has a 
right to buy an additional 7,500 Mcf on any day without penalty under Section 7 
of the pipeline tariff. This amounts to 9,500 Mcf which can be obtained on the 
peak day for the new areas. 4,000 Mcf can be found by cutbacks of interruptible 
customers in Milwaukee and elsewhere on the Milwaukee Gas distribution system. 

The entire third-year peak day load requirements could be supplied by cur- 
tailment of interruptible customers in the Company's Milwaukee service area on 
the coldest days. 

As to the annual quantities available, the following facts may be observed. 
The annual contract quantity is in the order of somewhat over 70,000 MMcf. 
Almost 72 million Mcf is needed to meet the estimated annual sales for the com- 
pany in 1960 and 1961. The difference of somewhat over one million Mef can be 
obtained by the use of overrun gas which is estimated to amount to some 44% 
million Mecf. Accordingly, the company can meet its annual contract quantities 
for both the present and new areas. 

The examiner concludes that based on the evidence here, it has been established 
that Milwaukee Gas can meet the estimated third-year requirements for service 
in the proposed new communities in central Wisconsin and can meet its presently 
existing service requirements, and that all criteria which must be established 
to obtain a certificate of public convenience and necessity have been met and 
that such certificate should be issued to cover the proposed new service. 

Wisconsin Natural Gas Company (Wisconsin Natural) informed Michigan 
Wisconsin in a letter of intent dated March 9, 1960 that it would require a 
maximum daily quantity of 123,258 Mcf. The allocation proposed to be made 
here for Wisconsin Natural by Michigan Wisconsin amounted to an incremental 
increase of 7,179 Mcf to make a proposed new MDQ of 119,805 Mcf with such 
increase. 

The Staff in its brief recommended that the incremental increase to Wisconsin 
Natural be limited to 7,088 Mcf and that the new MDQ for this company be 
119,664 Mcf, or a decrease in the requested quantities of 141 Mcf. 

Wisconsin Natural has a waiting list of applicants for space heating in excess 
of 48,000. As the Staff pointed out “* * * If Wisconsin Natural were to attach 
all the customers desiring space heating without acquiring the gas proposed to 
be allocated to it in this proceeding, it might well be faced with having to curtail 
firm industrial customers, but before doing so, it would curtail company-use gas 
in the amount of 1,500 Mcf and would use its peak shaving facilities to produce 
up to 6,000 Mcf per day (Tr. 1838-1839)”. The Staff added that, “There is little 
doubt about Wis Natural’s need for the full MDQ of 123,258 Mcf which it is 
seeking in this proceeding.” 
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Having said this much about the matter, the Staff recommended a reduction in 
the MDQ for Wisconsin Natural of 141 Mcf so that additional gas could be 
found to meet the service needs of Wisconsin Fuel and Light Company. 

G. H. Head, chief engineer for Wisconsin Natural, testified that the company 
had recently filed an interruptible rate with the Public Service Commission of 
Wisconsin under which the lowest step would be 4 cents per therm and that 
Wisconsin Natural had a potential interruptible market for double the volume of 
gas it expects to have available for sale on an interruptible basis. The Staff, 
on the other hand, points to the fact that in the past Wisconsin Natural has 
released substantial quantities of gas under Section 7.4 of Michigan Wisconsin’s 
Rate Schedule ACQ-1. The Staff’s reference to the amounts of gas released by 
Wisconsin Natural is a correct observation. However, these volumes of gas were 
released prior to the filing of Wisconsin Natural’s interruptible rate with the 
Public Service Commission. The views of Wisconsin Natural’s engineer were 
to the effect that with the new interruptible rate schedule the company would 
be able to dispose of the annual volumes which it would receive from the com- 
pany. As the Staff pointed out, the evidence presented by Wisconsin Natural 
“* * * left no doubt as to its need for gas on a maximum daily basis * * *”, 
and under Michigan Wisconsin’s form of tariff the annual contract quantity is 
obtained by multiplying the maximum daily quantity by a specific number of 
days. Here 190 days is proposed. Wisconsin Natural has established beyond 
question that it should have an incremental increase of at least 7,038 Mcf, 
and it is so found and concluded. 

Wisconsin Power and Light Company (Wisconsin Power) originally sought a 
much higher MDQ than it could possibly receive in these proceedings based on 
an incremental allocation of 75,000 Mcf to the Michigan Wisconsin system. 
When during the proceedings this fact became clear, Wisconsin Power revised 
its estimates as to the share of the gas it would seek to obtain in these 
proceedings. 

The incremental increase subsequently sought was 3,217 Mcf which if author- 
ized would make its total proposed MDQ 55,935 Mcf. 

The amount needed to serve new communities in central Wisconsin in accord- 
ance with the proposed project with Michigan Wisconsin and Milwaukee Power 
has been summarized in Wisconsin Power’s initial brief filed herein as follows: 


eak day Annual 
ek. 52, Sch. 5, | (Ex. 52, Sch. 5, 
pp. 12-20) pp. 1-11) 


Mef 
First year R3! 348, 859 


1 ¢ 1, 020, 731 
Third year 1, 480, 980 


The Chief Gas and Water Engineer for Wisconsin Power, who represented 
his company as a witness in this proceeding, was interrogated with regard to 
his estimates and as to the ability of his company to serve both the new and 
the old areas on the basis of the total amount of gas which would become avail- 
able to the company if it received the incremental increase sought here. In this 
connection, it was pointed out to the witness that among other things almost 
6,000 Mcf was proposed to be served in the new area during the second year of 
operation, and the witness was asked whether the present system could be 
operated with 50,000 Mcf with 6,000 Mcf going through to the new areas. The 
witness then pointed out that he had testified earlier in the day that peak day 
would approximate 50,000 Mecf, of which 4,800 was interruptible. In explain- 
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ing how the Wisconsin Power system could be operated as a whole with the new 
areas with the volumes of gas which will become available to it in this pro- 
ceeding if its request for an incremental authorization of 3,217 Mcf were 
granted, the witness pointed out that if 4,800 Mcf were subtracted from 50,000 
Mcf which was needed to operate on the system’s peak-day in January 1961 
this would leave approximately 45,000 Mcf for the presently existing system 
with curtailment of interruptibles. The witness then went on to point out that 
“by comparing 56 to 45” that there would be enough gas available so that the 
company could serve both the new and the old areas. 

Counsel for the company called attention to the fact that the company also 
had the ability to manufacture peak gas on a cold day of approximately 800 
Mcf and that under Michigan Wisconsin’s tariff as a customer would be per- 
mitted a 2 percent overrun and this would add an additional amount of about 
1,100 Mcf per day, and the latter would augment the gas available on a peak 
day. 

The Staff estimated that firm requirements on this system would amount 
to 51,682 Mcf leaving interruptible gas amounting to 4,253 Mcf. These two 
totalled 55,935 Mcf which the Staff recommended as the MDQ for Wisconsin 
Power. In addition, the Staff recognized that peak shaving facilities in Bara- 
boo and Portage can supply approximately 800 Mcf on a peak day. Further, 
it is correct that under Michigan Wisconsin’s tariff the customers including 
Wisconsin Power have an operating tolerance of 2 percent on a peak-day which 
in the case of Wisconsin Power amounts to approximately 1,100 Mcf of addi- 
tional gas. 

The Staff in making its estimates of the volumes of gas available to Wis- 
consin Power appears to have overlooked the provision of the supplier’s tariff 
relating to the right of a customer to take 102 percent without penalty and, 
accordingly, the Staff did not include the additional 1,100 Mcf of gas which 
would become available to Wisconsin Power. 

The Staff has taken the position that there is a rigid Commission require- 
ment that full third-year gas supply for new areas be proved before a certificate 
could issue and that the applicant here had failed to establish that it had a 
full third-year gas supply for the new area and therefore the certificate appli- 
eation must be denied. The Staff does not dispute the need for gas in the 
new communities proposed to be served by Michigan Wisconsin. 

These communities are entitled to as much consideration as are the con- 
sumers in the areas now being served by the company. There could be little 
question that from the standpoint of economic feasibility any reduction in 
revenue which might occur on this system because of curtailments on cold days 
would not be sufficiently large to affect seriously the economic feasibility of 
Wisconsin Power's operation as a whole since the rate of return of this com- 
pany is estimated to be almost 7 percent and a reduction of a minor amount 
in that rate in order to effect greater service could not be said to render this 
project infeasible. In this connection it should not escape notice that last year 
the manufactured gas operation at Baraboo and Portage lost $4,000. 

The problem of ovérall economie feasibility has been treated hereinabove. 
However, it would appear pertinent to call attention at this point to a decision 
of the Court of Appeals for the District of Columbia in Minneapolis Gas Com- 
pany et al. v. F.P.C. et al., 278 F. 2d 870, cert. den. 364 U.S. 891 (May, 1960), 
where the following language would appear pertinent: 

Petitioners are local gas distributors that buy from Northern. They 
object to the Commission’s orders because, on the basis of the rates now 
charged Northern’s customers, the new service will not yield to Northern 
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in the first three years as high a percentage of profit as the present service, 
and may therefore tend to keep up the rates which petitioners pay to 
Northern. 

The various parts of a public utility’s system need not and cannot be 
equally profitable. Puget Sound Traction, Light & Power Co. v. Reynolds, 
244 U.S. 574, 581. * * * 

The following facts were developed here and are entitled to consideration : 

As of May 31, 1960, Wisconsin Power served 201,000 electric customers, 37,917 
gas customers, and 13,547 water customers, as a combination electric and gas 
company, this applicant has the ability to exercise a substantial degree of con- 
trol oxer its loads and the nature of sales it makes. It also has a considerable 
degree of flexibility with respect to moving gas into its areas of operation. 

In referring to this phase of Wisconsin Power’s operations, the Staff in its 
brief (p. 84) stated that “* * * while it may be that Wisconsin Power can do 
all these things * * *” the certificate authority requested by the company should 
nevertheless be denied because of economic feasibility considerations and the pos- 
sibility of restrictions on part of its load buildup in the third year, including 
the possibility of cutbacks of industrials on the coldest days in the older part 
of its system, as well as the proposed new part. 

The Staff’s negative conclusion appears to stem in major part from its idea that 
“An Assured Third Year Gas Supply is a prerequisite to Initiating Natural Gas 
Service”’.* In support of this contention the Staff relied upon certain language 
from Commission Opinion No. 331, 22 FPC 775 at page 789 in the Midwestern 
ease. In this case the Commission had the following comments to make, among 
others, in regard to markets and allocation on the Michigan Wisconsin system : 

The evidence shows that the markets proposed to be served by Michigan 
Wisconsin can utilize all the gas the company proposes to sell herein at 
the prices proposed. Although the authorizations we grant differ in some 
respects from those Michigan Wisconsin requested, as set forth below, there 
is no question but that the sales authorized herein afford a market adequate 
to support the company’s project. It reasonably appears that the increased 
rates, discussed hereinafter, which Michigan Wisconsin proposes to put into 
effect with the initial deliveries of Canadian gas would not prevent any of 
its new or existing customers from selling the volumes to be made available 
to them * * *. Also, assuming that the controverted service to the Upper 
Peninsula of Michigan, discussed hereinafter, were not to materialize, there 
is sufficient demand for gas on Michigan Wisconsin’s system to absorb those 
volumes without difficulty. 

For the reasons stated in a later section of this opinion, we have decided 
to authorize the sale of the the 37,200 Mcf for new service to the Upper 
Peninsula of Michigan to Michigan Gas and Electric Company, rather than 
to Michigan Consolidated Gas Company as initially proposed by Michigan 
Wisconsin. 

Also, we shall authorize the service to the Central Wisconsin area as 
requested, with total sales to eight distributing companies enumerated below 
in the amount of 42,900 Mcf of gas. The need for natural gas by these 
companies and the feasibility of service to the communities they would 
serve is amply supported by the evidence adduced by the distributing 
companies. We agree with staff that in order to assure the adequate 
development of the local markets to be served by these companies the full 
third-year volumes requested should be approved. (Footnote omitted.) 

The Staff in its brief filed herein quoted only the last sentence of this pas- 
sage to support its contention that full third-year gas supply must be shown to 


% The quoted saagwage constitutes the heading to Staff’s discussion of service for the 
new areas in centra 


Wisconsin. 
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be available to a distributor before a certificate may issue. The clear indication 
from the language quoted by the Staff from Opinion No. 331 is that the avail- 
ability of full third-year volumes had been established in the Midwestern UCase. 
The Midwestern case did not involve an issue as to whether in the absence of a 
showing of a full third-year supply the Commission would refuse to issue a 
certificate under Section 7. Therefore the case does not stand for the proposi- 
tion for which it was cited by the Staff, not having dealt with a situation which 
the Staff claims exists here namely, that full third-year gas supply for the 
distribution was not proved to be available.” The action of the Commission in 
the Midwestern case was to authorize delivery of full third-year volumes where 
such volumes had been shown to exist to assure adequate development of the 
markets and did not involve the contention sought to be made here. 

The Staff cites no other case to support its major assumption that the Com- 
mission has adopted a policy or a rule that it would never issue a certificate 
authorizing the initiation of gas service, particularly by a well-seasoned utility 
such as Milwaukee Gas or Wisconsin Power unless the availability of a full 
third-year supply had been established. Moreover, the fact is that the Com- 
mission has never established such a rigid and unvarying rule as to establish 
utilities seeking to extend service to new communities. Furthermore, the term 
adequacy does not import the satisfaction of the full needs of everyone in an 
area either old or new who desires gas. 

This kind of problem was considered at length in Manufacturers Light € 
Heat Co., et al. v. F.P.C. by the Third Circuit,-206 F. 2d 404. In this case a 
number of utilities filed applications under Section 7(a) of the Act, in order 
to require the pipeline to establish physical connection with and sell and deliver 
to such companies natural gas in order to give gas service to communities 
not theretofore served. The pipeline opposed granting of these applications upon 
the ground that the Commission had no authority to compel it to sell natural 
gas when to do so would impair its ability to render adequate service to its 
eustomers. The following language in the court’s opinion in the Manufacturers 
case is pertinent to the kind of problem with which we are dealing at this point. 

* * * The petitioners’ attack is centered upon the Commission’s determina- 
tion that the sale of 1,719 Mcf per day of natural gas to the applicants will 
not result in the impairment of petitioners’ ability to render adequate 
service to their customers. The petitioners contend that the sale by them 
of some part, however small, of their supply of gas to new communities will, 
under existing conditions, impair to the extent of such sale their ability to 
serve their customers, since Columbia’s gas supply, which is already inade- 
quate, would thereby be further reduced. In support of this proposition 
they assert that Columbia’s gas supply is deficient to meet the full require- 
ments of its customers. 

What constitutes impairment of a natural-gas company’s ability to render 
adequate service to its customers is not defined in the Act. Congress, 
therefore, committed to the Commission the determination, by application 
of its informed judgment upon the pertinent facts and circumstances pre- 
sented by each case, whether such an impairment would result. Here the 
Commission has found that no such impairment will result from its order. 
We think that this finding has ample support in the record. The deficiencies 
which Columbia asserts result almost wholly from the fact that it does not 
have a sufficient supply of natural gas to fill all the demands of prospective 
consumers in the thickly populated and highly industrialized area which it 
serves. This is an existing condition which is not the result of the order 





3% None of the applicants agree that it does not have full third-year gas supply available 
for the new communities proposed to be served. 
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here under attack and which will not be appreciably aggravated by it. For 
the petitioners do not dispute the Commission’s finding that the volume of 
gas here involved is so small, when compared to Columbia’s or even the 
petitioners’ requirements, as to be negligible and without ascertainable 
effect on their ability to render service to their customers and that the 
delivery of this volume of gas would not cause any measurable or cogniza- 
ble impairment thereof. (Manufacturers Light & Heat Co., 206 F. 2d 404, 
p. 407.) 

There have been a substantial number of situations where the Commission 
has not required an existing utility applicant seeking authorization for new 
service to establish the existence of full third-year gas supply as a sine qua non 
to the issuance of a Section 7 certificate and some of these cases will be 
referred to hereinafter. 

The Staff’s major premise in this proceeding that a showing of the full third- 
year’s gas supply is an absolute “prerequisite” to the grant of a certificate for 
an existing utility appears to be no more than a generalized inaccuracy. The 
Staff’s rigid position if accepted as a standard from which there could be no 
deviation could be utilized unnecessarily to delimit the exercise of informed 
judgment addressed to widely varying situations with which the Commission 
will be faced in the future, just as it has in the past. These comments are not 
meant to indicate that in the absence of adequate gas supply a certificate should 
be issued, for as a matter of principle in the absence of adequate gas supply 
authority should not be granted. The point that is being made is that what con- 
stitutes adequate gas supply may vary depending upon the exercise of sound 
common sense applied to the facts of specific situations and no inflexibly dog- 
matie rule should be made applicable without regard to the material facts 
bearing upon the specific matter. 

The determination as to the capacity for adequate performance by a utility 
must be based on every relevant fact, including the controls which reasonably 
can be applied in relation to demand, and it is also appropriate to consider the 
flexibility which can be employed in the operation of a combination gas and 
electric utility so that the greatest efficiency can be achieved in the service to 
be rendered to the consuming public. In this connection, for example, the 
Commission in its opinion in the matter of Panhandle Eastern Pipe Line Com- 
pany, Docket No. G-1705 et al. issued May 18, 1956, 15 FPC 1421 had the follow- 
ing comments to make at pages 1426 and 1427: 

* * * Panhandle has entered into a contract with Missouri Public Service 
which provides for a contract demand of 11,000 M.c.f. for the first winter of 
operation. The examiner considered that the volume allocated to Missouri 
Public Service should be 11,000 M.c.f. and we find that substantial evidence 
supports this conclusion which we adopt. 

Missouri Public Service estimates that the rate of return on the North 
Central Missouri project based on an 11,000 M.c.f. allocation will, in the 
first year of operation, be 1.42 percent. By this estimate, the revenue from 
the project will be sufficient for the operating expenses of the project and 
partial service on the debt related thereto. The testimony discloses that 
Missouri Public Service is willing to accept the fact that the project will not 
be fully selfsustaining in the initial years. Furthermore, an existing 
public utility of the size and financial soundness of Missouri Public Service 
is in a far different position from most of the other section 7(a) applicants 
in these proceedings. Missouri Public Service does not require the firm 
assurance of gas supplies beyond the initial year of operation, or the 
assurance of the project’s economic feasibility, in order to enable it either 
readily to finance at low interest rates or to weather periods of low return, 
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since the major portion of the existing and proposed future properties of 
the company consists of electric properties.” (Italics supplied.) 

The Commission also pointed out at page 1423 of this opinion that Missouri 
Public Service “* * * estimates that its peak day requirements in the third 
year of operation will be 18,208 M.c.f. * * *” 

The language of this decision is directly applicable to the position of Wis- 
consin Power in this proceeding. The Panhandle case cited stands directly 
for the proposition that the determination of the matter of adequacy of gas 
supply is not based upon any rigid rule as contended by the Staff but is 
dependent upon the exercise of reasoned judgment, taking into consideration 
all pertinent factors. 

Another case which is illustrative of the position of the Commission with 
regard to matters of this character is Teras Eastern Transmission Corporation, 
6 FPC 148. This was the case involving the “Little Inch” and “Big Inch” pipe- 
line. In this case the Commission issued a certificate of public convenience and 
necessity authorizing Texas Eastern to sell and deliver gas to the Missouri 
Utilities Company, which desired to introduce natural gas in the towns of Cape 
Girardeau, Ilmo, Fornfelt, Ancell and Dexter, Missouri. The Commission, in 
this opinion issued in 1947 pointed out that: 

* * * Missouri Utilities will not be in a position to change over to natural 
gas and make the required pipe line connections until the summer of 1949. 
Its reasonable requirements at the time of initial change-over will be ap- 
proximately 1,000 M.c.f. per day. The public interest requires that this 
service be provided by applicant. (Italics supplied.) 

It should be observed that at the time the Commission was writing the gas 
supply situation of Texas Eastern was not one of an oversupply of gas but one 
where the system could not supply all the demands then being made upon it. 
Nevertheless the Commission authorized service to be made to Missouri Utilities 
Company and did not hold that a third year gas supply was a prerequisite to 
the issuance of a certificate to serve Missouri Utilities. In fact its position was 
inconsistent with that which the Staff here says is required by precedent. In 
the same decision, which involved a very important matter the Commission 
further authorized service by Texas Eastern to Illinois Electric and Gas Com- 
pany for 8 additional communities which had been served with manufactured 
gas theretofore. In this connection the Commission said: 

* * * The record further shows that the reasonable natural gas require 
ments of these communities will be initially approximately 3 million cubic 
feet per day. Applicant will have available capacity to provide service to 
these communities during the summer of 1948 and such service clearly 
appears to be in the public interest. (Italics supplied.) 

It is obvious that here again the Commission did not employ the criteria 
invoked as precedent in this proceeding by the Staff. 

Again, in the same proceeding, the Commission authorized Texas Eastern to 
sell and deliver gas to Southeastern Illinois Gas Company for Harrisburg and 

Eldorado, Illinois. The Commission, in this instance said: 

* * * The present requirements for both towns is approximately 125,000 

cubic feet per day, and it is estimated that peak day firm natural gas re- 

quirements during the winter season of 1948-1949 will be less than one 
million cubic feet per day. Since these towns can be served reasonably from 
the Big Inch Lines which traverse that area of Illinois, and present service 
depends on butane-air gas, these facts justify a finding that the public 
interest requires natural gas service to this area. (Italics supplied.) 

The time used as a standard for Southeastern Illinois was not the full third- 
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year gas supply. There are, of course, other Commission cases to the same 
effect as those which have been cited.” 

It may be pointed out that it is the usual practice of both Northern and 
Michigan Wisconsin and other pipelines to seek out their customers every year 
to find out what their market needs are and to attempt to satisfy those needs. 
That is what both Northern and Michigan Wisconsin have attempted to do 
here. As the Commission pointed out in its opinion in the Panhandle case, 
Docket No. G-1705, the situation of seasoned utilities such as Wisconsin Power 
and Milwaukee Gas are really not parallel to that of a new Section 7(a) appli- 
eant. Where a well-established distributor is involved and is seeking additional 
gas to provide additional service, it does not necessarily follow that it must have 
“the firm assurance of gas supplies beyond the initial year of operation.” This 
is not to say it should not have sufficient gas to supply both its old and new 
markets for it should, but it is to say that the elements which go into an 
evaluation of adequacy must be considered in their entirety and in their specific 
application, and no rigid rule should or properly could be applied. 

On the basis of all the facts presented, it is concluded that Wisconsin Power 
has established adequacy of gas supply, economic feasibility, and that it has 
satisfied all other criteria pertaining to its request to serve the new communities 
and a certificate of public convenience should issue covering such sale. On 
the evidence presented, it is concluded that the incremental increase sought 
should be authorized and authority granted to construct the additional facilities 
of Wisconsin Power described above and service should be authorized in the new 
areas proposed to be served by Wisconsin Power. 

Wisconsin Public Service Corporation (Wisconsin Public) sought an in- 
cremental increase of 5,190 Mcf per day which would make its MDQ 90,253 Mcf. 

The exhibits presented show a need by Wisconsin Public Service Corporation 
for the amounts requested for the 1960-1961 contract year. The Staff objected 
to the attempted employment of estimates based on the 1961-1962 year by 
Wisconsin Public Service Corporation instead of the 1960-1961 year to test 
market requirements and the undersigned agrees that the Staff’s position is 
valid and that therefore Wisconsin Public’s demand for additional gas above an 
MDQ of 90,253 should not be granted. Michigan Wisconsin’s Exhibit 43 indi- 
cated that Wisconsin Public’s MDQ was 86,741 Mcf for 1960-61. However, it 
sought here to obtain 97,420 Mcf based on 1961-62 requirements. Wisconsin 
Public appears to need an MDQ of 90,253 Mcf in order to service Mosel, Lena, 
Valders, and Brillion. The evidence submitted by Wisconsin Public and 
Michigan Wisconsin shows beyond question that with the new areas authorized 
to be served in Docket No. G—18316," and on the basis of overall needs market for 
the new MDQ of 90,253 Mcf sought here has been established. 

Wisconsin Fuel and Light Company (Wisconsin Fuel) seeks an incremental 
increase of 1,211 Mcf which, if granted, would make its new MDQ 24,093 Mcf. 

Between September and November, 1960 Wisconsin Fuel converted its gas 
service in Wausau, Schofield, Brokaw, Rothschild, and Mosinee, Wisconsin to 
natural gas. These loads are being attached faster than the company had 
originally estimated. 

The circumstances under which Wisconsin Fuel requests the incremental in- 
crease are somewhat different than those under which the other customer com- 
panies seek additional gas. 


* B.9., Tennessee Gas Transmission Company et al., 22 FPC 1082; 24 FPC 71, 86: 
Panhandle Eastern Pipe Line Company, 14 FPC 189. 

% See Commission Opinion No. 331 and accompanying order of October 31, 1959, issued 
in Docket Nos. G-18313 et al., and Commission Opinion No. 336 and accompanying order 
of August 6, 1960, issued in Docket No. G—20569. 
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The Commission in its Opinion No. 331 and accompanying order in Docket No. 
G-18313 et al. authorized Michigan Wisconsin to sell Wisconsin Fuel 7,000 Mcf 
to meet the third-year requirements of the Wausau area. 

During the instant proceeding the Wausau area maximum day requirement 
was estimated at 5,293 Mcf during the 1960-61 contract year, leaving 1,707 Mcf 
of peak-day gas and substantial quantities of annual gas available for Manitowoc 
and Mosinee. 

In Commission Opinion No. 336 and accompanying order issued in Docket 
G-—20569 Wisconsin Fuel was authorized to supply the requirements of Mosinee. 

Wisconsin Fuel is presently using part of the gas authorized in Docket 
G-—18316 to serve Mosinee and Manitowoc. 

Under the conjunctive billing provisions of Michigan Wisconsin’s tariff, Wis- 
consin Fuel was able to effect this service to all these communities and secure 
substantial savings in cost of operation. 

However, due to faster attachments in Wausau and the other communities 
referred to above all of the 7,000 Mcf of gas allocated for the Wausau area will 
be required to service it. The effect of employing the entire 7,000 Mcf of gas 
in Wausau would be to deprive Manitowoc and Mosinee of gas. In order to 
alleviate the prospective shortage in these communities, Wisconsin Fuel seeks 
an increment of 1,211 Mcf for the 1960-61 year. The Company has indicated 
that this will not supply the entire amount which is needed to serve its market 
and claims that for 1961-62 substantial additional amounts will be needed. 

In this proceeding we are employing the 1960-1961 market as a yardstick. 

There is no question that Wisconsin Fuel has conclusively demonstrated its 
need for the additional 1,211 Mcf per day sought here. 

The balance of the gas sought here is proposed to be allocated as follows: 
Stoughton Light and Fuel Company, 81 Mcf; Illinois Power Company, 7 Mcf; 
Iowa Southern Utilities Company, 1,555 Mcf; City of Broomfield, 115 Mcf; City 
of Lamoni, 85 Mcf. There does not appear to be any dispute regarding the 
allocation proposed to be made to these companies, and the amounts sought by 
them will accordingly be granted. 

The problems of Madison Gas appear to stem from the character of the 
geography in which its service area is located. Madison, Wisconsin is located 
on narrow isthmus between Lake Mendota and Lake Monona. A number of 
industries and institutions have located on the north side of Lake Mendota. 
To effect service to this area would require Madison to construct a new distribu- 
tion facility from a point near the present metering station located in the south- 
easterly corner of the company’s service area halfway around Lake Mendota. 
The company has pointed out that “such a circuitous extension through a 
populated area would be so expensive as to be prohibitive, whereas service to 
these same customers from the new point of delivery would be altogether 
feasible.” In these circumstances, Madison Gas proposes at a cost of $750,000 
to construct a new lateral starting at a new delivery point on the extension of 
Madison line proposed to be built by Michigan Wisconsin. With this new lateral 
Madison Gas will be enabled to furnish service to the Mendota State Hospital, 
Lakeview Sanitorium, the U.S. Air Force Base at Truax Field, and new research 
laboratories being built by A. O. Smith Corporation and American Scientific 
Laboratories. 

The requirements of these customers were estimated to be 1,687,800 Mcf per 
year. These customers will be sold on an interruptible basis, and the result 
would be to improve the load factor of Madison Gas and utilize off-peak gas 
which Madison Gas would otherwise use in its electric generating plant. 
There is sound merit to Madison Gas’ proposal for authorization for con- 
struction of its proposed lateral and no party suggests that the volumes of 
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gas available to Madison Gas would be inadequate to render the service pro- 
posed, nor is it suggested that the Madison Gas proposal is economically 
infeasible. 


The proposal of Madison Gas should be approved. 
ADDITIONAL FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record herein, the evidence adduced, and 
the briefs filed, it is found and concluded, in addition to the findings and con- 
clusions hereinbefore set out, that: 

(1) Northern Natural Gas Company, a Delaware corporation, having its 
principal place of business at Omaha, Nebraska, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its Order of April 6, 1943, in the matter of Northern Natural Gas 
Company, Docket No. G—280 (3 FPC 967). 

(2) The sale of 75,000 Mcf of natural gas per day on a firm basis by North- 
ern to Michigan Wisconsin Pipe Line Company and the sale of an additional 
99,050 Mcf of contract demand by Northern to existing utility customers, as 
more fully described in Northern’s applications in Docket Nos. G—18756, 
G-20570, and G-—20571, as amended, are sales in interstate commerce for resale 
subject to the jurisdiction of the Commission and such sales, together with 
the construction and operation of facilities necessary therefor, are subject to 
the requirements of sub-sections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) The sale by Northern’s Peoples Division of 3,500 Mcf of gas per day to 
St. Paul Ammonia Products Company, Inc., is a sale and transportation in 
interstate commerce and such transportation and the facilities required therefor 
are subject to the jurisdiction of the Commission and the requirements of sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(4) Northern’s gas reserves are reasonably and conservatively estimated to 
be in excess of 12.8 trillion cubic feet of gas as of December 31, 1959, which will 
enable Northern to meet for a period of 12 years the peak-day requirements of 
its expanded system and to meet for a period of 13 years the average day re- 
quirements of its expanded system, and is adequate to support the additional 
sales in Docket Nos. G—18756, G—20570 and G—20571. 

(5) Public convenience and necessity require that Northern be permitted 
to operate and it is able to operate and supply from the St. Peter-Elgin system 
of its Redfield, Iowa, underground storage project up to 100,000 Mcf of contract 
demand per day and permanent authority to increase the maximum inventory 
of natural gas in the St. Peter-Elgin Reservoir to 40 billion cubic feet should 
be granted. 

(6) Northern is able and willing properly to do the acts and perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) The sale of natural gas by Northern to Michigan Wisconsin, the addi- 
tional contract demand service Northern proposes to render to various of its 
utility customers, and the transportation of natural gas by Northern for sale 
to St. Paul Ammonia Products Company, Inc., and the construction and opera- 
tion of facilities necessary therefor, as proposed in Northern’s applications at 
Docket Nos. G-—18756, G-20570, and G-—20571 are required by the public con- 
venience and necessity, and a certificate therefor should be issued as herein- 
after ordered. 
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(8) The temporary authorization of Northern’s facilities issued in Docket 
No. G-2460 should now be made permanent and further reference hereafter 
to Docket No. G—2460 in connection with the St. Peter-Elgin system of North- 
ern’s Redfield, Iowa, underground storage project should be discontinued. 

(9) Michigan Wisconsin is engaged in the transportation and sale of natural 
gas for resale in interstate commerce and is a “natural-gas company” within 
the meaning of the Natural Gas Act. 

(10) Michigan Wisconsin proposes to purchase 75,000 Mcf of natural gas per 
day from Northern Natural at a proposed interconnection of the pipeline systems 
of the two companies near Janesville, Wisconsin. 

(11) With the gas to be purchased from Northern Natural, Michigan Wiscon- 
sin proposes in its application in Docket No. G-20572, as amended to conform 
to proof adduced at the hearing, to increase its deliveries to its present markets 
and to deliver natural gas to Wisconsin Power and Milwaukee Gas for service 
to some 24 new communities, two military establishments and a state prison 
in west central Wisconsin, and to establish a new delivery point for Madison 
Gas. 

(12) In order to make the above-mentioned deliveries with the gas to be pur- 
chased from Northern Natural, Michigan Wisconsin seeks a certificate of public 
convenience and necessity authorizing it to construct and operate some 29.2 miles 
of 30-inch main line loops between Compressor Station No. 10 and the William G. 
Woolfolk Station; 3,000 horsepower of compression at a new Wisconsin D 
Station near Janesville, Wisconsin; 10 miles of 12-inch loop of the Madison line 
and a 48.4-mile 10-inch extension of that line to a point of connection with the 
proposed lines of Wisconsin Power and Light Company and Milwaukee Gas 
Light Company in the vicinity of Baraboo, Wisconsin and construction of six 
meter stations along the proposed 48.4 mile extension. 

(13) The construction and operation of the proposed facilities of Michigan 
Wisconsin are subject to the requirements of the Natural Gas Act. 

(14) The facilities for which a certificate is sought and the gas supply avail- 
able to Michigan Wisconsin are adequate to render the service proposed. 

(15) Wisconsin Power proposes to build a 50-mile pipeline easterly from a 
point of connection with Michigan Wisconsin’s proposed extension in the 
vicinity of Baraboo described hereinabove in order to serve Baraboo, Portage, 
Wyocena, Pardeeville, Cambria, Randolph, Fox Lake and a new state prison, 
all located in Wisconsin. 

(16) The facilities for which authority is sought by Wisconsin Power and 
the gas supply available to such company, are adequate to render the service 
proposed. 

(17) Milwaukee Gas proposes to build at the end of Michigan Wisconsin’s 
line in the vicinity of Baraboo a 76—-mile pipeline in a northerly direction to 
serve Sparta, Tomah, Camp Douglas, Oakdale, New Lisbon, Mauston, Lyndon 
Station, Wisconsin Dells, Lake Delton, Reedsburg, Rock Springs and North 
Freedom and two military establishments, Camp McCoy and Camp Williams. 
In addition, Milwaukee Gas proposes to serve Prairie du Sac, Sauk City, Lodi 
and Dane which are located between Madison and Baraboo along the route 
of Michigan Wisconsin’s proposed extension. 

(18) The facilities for which authority is sought by Milwaukee Gas and the 
supply available to such company are adequate to render the service proposed. 

(19) Madison Gas and Electric Company proposes to construct a lateral line 
from a new meter site which would extend in a southwesterly direction from a 


point of connection with Michigan Wisconsin’s proposed new facilities described 
hereinabove. 
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(20) Both Madison Gas and Milwaukee Gas are seeking a distribution fran- 
chise in Waunakee, Wisconsin and Michigan Wisconsin proposes to serve which- 
ever company obtains a franchise. 

(21) The facilities proposed to be constructed by Michigan Wisconsin, Mil- 
waukee Gas, Wisconsin Power, and Madison Gas in connection with the central 
Wisconsin project proposed here are adequate, the costs of construction are 
reasonable, and such companies are able to finance such cost. 

(22) The service which Michigan Wisconsin, Milwaukee Gas, Wisconsin 
Power, and Madison Gas propose to render to their existing and new markets 
is economically feasible and is required by the public convenience and necessity. 

(23) Michigan Wisconsin, Milwaukee Gas, Wisconsin Power, and Madison 
Gas are qualified applicants and are able and willing properly to do the acts 
and to perform the service proposed and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 

(24) A certificate of public convenience and necessity should be issued author- 
izing Michigan Wisconsin, Milwaukee Gas, Wisconsin Power and Madison Gas 
to construct and operate the proposed service in central Wisconsin for which they 
seek authorization in these proceedings. 


ORDER 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Northern Natural Gas Company to construct and operate the facilities de- 
scribed in Docket Nos. G—18756, G—20570, and G-—20571 for the transportation 
and sale in interstate commerce for resale of 75,000 Mcf of natural gas per day 
on a firm basis to Michigan Wisconsin Pipeline Company and an additional 
95,550 Mcf of contract demand to its existing utility customers named here- 
inabove, and the aforesaid certificate of public convenience and necessity also 
includes authorization for Northern Natural Gas Company to sell and trans- 
port in interstate commerce an incremental amount of 3500 Mcf of natural gas 
per day to St. Paul Ammonia Products Company, Inc., all as more fully de- 
scribed in Northern’s applications in these proceedings, and upon the terms 
and conditions of this order. The certificate of public convenience and necessity 
issued also includes permanent authority to operate and supply from North- 
ern’s St. Peter-Elgin system of its Redfield, Iowa underground storage project 
100,000 Mcf of contract demand per day and permanent authority to increase the 
maximum inventory of natural gas in the St. Peter-Elgin Reservoir to 40 bil- 
lion cubic feet. 

(B) The certificate issued in Paragraph (A) above shall be accepted in 
writing and under oath by a responsible official of Northern Natural Gas Com- 
pany within 30 days from the issuance of this order. 

(C) Northern is directed to make available to the Staff of the Commission 
all future production tests and buildup tests conducted by the Company in the 
Hugoton Field pertinent to the problem of determining gas well stabilization. 

(D) A certificate of public convenience and necessity is hereby issued author- 
izing Michigan Wisconsin Pipe Line Company to construct and operate the 
facilities described in its application in Docket No. G—20572, as amended, for 
the transportation and sale in interstate commerce for resale of the 75,000 Mcf 
of natural gas per day to be purchased by the latter from Northern Natural 
Gas Company to the following customers in the following incremental and 
maximum daily quantities, pursuant to provisions of Michigan 


Wisconsin 
Pipe Line Company’s tariff. 
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Incremental 
increase 


Michigan Consolidated Gas Co 
Michigan Gas Utilities Co. 
Milwaukee Gas Light Co 
Wisconsin Natural Gas Co. 
Wisconsin Power and Light Co_. 
Wisconsin Public Service Corp_- 
Stoughton Light & Fuel Co 
Illinois Power Co 

Iowa Southern Utilities Co 

City of Bloomfield 

City of Lamoni 

Wisconsin Fuel and Light Co 


Total incremental salable gas to be received from Northern 


(E) The certificate of public convenience and necessity hereby issued in 
Docket G—20572 also includes authorization to Wisconsin Power and Light Com- 
pany to build the 50-mile pipeline easterly from a point of connection with 
Michigan Wisconsin’s proposed extension in the vicinity of Baraboo, Wisconsin 
described in the text of this initial decision hereinabove in order to serve 
Baraboo, Portage, Wyocena, Pardeeville, Cambria, Randolph, Fox Lake and 
a new state prison all located in Wisconsin. 

(F) The certificate of public convenience -and necessity hereby issued in 
Docket No. G—20572 also authorizes Milwaukee Gas Light Company to con- 
struct a 76-mile pipeline from a point of connection with Michigan Wisconsin’s 
pipeline at Baraboo, Wisconsin, northwest to Sparta, in order to serve Sparta, 
Tomah, Camp Douglas, Oakdale, New Lisbon, Mauston, Lydon Station, Wis- 
consin Dells, Lake Delton, Reedsburg, Rock Springs and North Freedom and 
two military establishments, Camp McCoy and Camp Williams. In addition, 
this certificate of public convenience and necessity hereby issued authorizes 
Milwaukee Gas Light Company to serve the communities of Prairie du Sac, Sauk 
City, Lodi and Dane which are located between Madison and Baraboo along 
the route of Michigan Wisconsin’s proposed extension. 

(G) The certificate of public convenience and necessity hereby issued in 
Docket G-—20572 also authorizes Madison Gas and Electric Company to con- 
struct a lateral line extending from Michigan Wisconsin’s new pipeline exten- 
sion authorized herein to serve its customers in the area of Lake Mendota. 

(H) The certificate of public convenience and necessity hereby issued in 
Docket No. G-—20572 also authorizes either Milwaukee Gas or Madison Gas to 
serve Waunakee, Wisconsin, conditioned upon the obtaining by either one of 
such companies of a certificate of public convenience and necessity from the 
Wisconsin Public Service Commission to serve such community. 

(I) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Rules and Regulations is hereby fixed at six 
months from the date of which this order issues. 

(J) The certificate of public convenience and necessity hereby issued in 
Docket G—20572 shall be accepted in writing and under oath by a responsible 
official of Michigan Wisconsin Pipe Line Company within 30 days from the issu- 
ance of this order. 

(K) The certificates herein issued to the Northern Natural Gas Company and 
Michigan Wisconsin Pipe Line Company are not transferable and shall be 
effective only so long as they continue the acts or operations hereby authorized 


693-489 — 64 S4 





1296 FEDERAL POWER COMMISSION 


in accordance with the provisions of the Natural Gas Act, and the applicable 
rules, regulations and orders of the Commission. The general terms and 
conditions set forth in paragraphs (a), (b), (ce) (1), (3), (4), and (e) of 
Section 157.20 of the Commission’s Rules and Regulations including the rules 
of Practice and Procedure, shall attach to the issuance of the certificates 
granted in paragraphs A and B hereof, and to the exercise of the rights granted 
thereunder. 

SAMUEL BINDER, 

Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SINCLAIR OIL & GAS COMPANY, ET AL., DOCKET NO. R1I61—547 


ORDER ACCEPTING FILINGS AND PROVIDING HEARING ON AND SUSPENSION OF PROPOSED 
CHANGE IN RATE 


(Issued June 28, 1961) 


On May 29, 1961, Sinclair Oil & Gas Company, et al. (Sinclair)* retendered 
for filing its FPC Gas Rate Schedule No. 20 and Supplement Nos. 1 and 2 thereto. 
These filings concern the sale of gas to Northern Utilities Company (Northern 
Utilities) from the Sand Draw Field, Fremont County, Wyoming. The original 
rate schedule, effective as of June 7, 1954, provided for a rate of 6.5 cents per 
Mcf.2, Supplement No. 1, providing for an increased rate of 7.5 cents per Mcf, 
was filed on December 1, 1954, and became effective as of January 1, 1955. 
Supplement No. 2, containing a proposed increased rate of 13.0 cents per Mcf,’ 
was filed on March 2, 1961. By letter of March 31, 1961, the Commission 
rejected said filings for lack of jurisdiction. However, it later appeared that 
the sale may be jurisdictional, and by letter of May 24, 1961, the Commission 
requested resubmission of said filings. The recently retendered filings should be 
accepted subject to, among other things, later determination of jurisdiction. 

Northern Utilities, on June 15, 1961, requested that even if the sale may be 
jurisdictional, Supplement No. 2 should be rejected as a unilateral rate increase 
filing contrary to the governing contract. The contractual rights of the parties, 
determinative of this matter, are presently being litigated in Northern Utilities 
Company v. Sinclair Oil € Gas Company, No. 4513, in the United States District 
Court for the District of Wyoming. The rights of all the parties are best pro- 
tected if we accept said supplement for filing, but suspend it, without prejudg- 
ing or any manner determining the issues in the pending litigation. Since 
Supplement No. 2 was originally filed March 2, 1961, it seems equitable to 
suspend said filing for five months after 30 days from that date. The other 
tilings should be given their original dates of effectiveness. 

The proposed change may be unjust, unreasonable, unduly discriminatory, 
or preferential, or otherwise unlawful. 


The Commission finds: 


(1) Sinclair’s FPC Gas Rate Schedule No. 20 and Supplement Nos. 1 and 
2 thereto should be accepted for filing; and said rate schedule and the first 
supplement should take their original effective dates of June 7, 1954 and Jan- 
uary 1, 1955, respectively. 


1P.0. Box 521, Tulsa, Oklahoma. 
2 The pressure base is 15.025 psia. 
3 The annual increase in charges will amount to $202,422. 
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(2) It is necessary and proper in the public interest and to aid in the enforce- 
ment of the provisions of the Natural Gas Act that the Commission enter upon 
a hearing concerning the lawfulness of the proposed change and that Sinclair’s 


said Supplement No. 2 be suspended and the use thereof deferred as hereinafter 
ordered. 


The Commission orders: 


(A) Sinclair’s FPC Gas Rate Schedule No. 20 and Supplement Nos. 1 and 2 
thereto are accepted for filing subject to later Commission determination of 
jurisdiction; and said rate schedule and the first supplement are effective as 
of June 7, 1954, and January 1, 1955, respectively. 

(B) Pursuant to the authority of the Natural Gas Act, particularly Sections 
4+ and 15 thereof, the Commission’s Rules of Practice and Procedure, and the 
Regulations under the Natural Gas Act (18 CFR, Chapter I), a public hearing 
shall be held upon a date to be fixed by a notice from the Secretary concerning 
the lawfulness of the proposed increased rate and charge contained in Supple- 
ment No. 2 to Sinclair’s FPC Gas Rate Schedule No. 20. 

(C) Said acceptance of the filings and said suspension are without prejudice 
to, and are not to be deemed in any way determinative of the issues in, the 
above-described litigation between Northern Utilities and Sinclair. 

(D) Pending hearing and decision thereon, said supplement is hereby sus- 
pended and the use thereof deferred until September 2, 1961, and until such 
further time as it is made effective in the manner prescribed by the Natural 
Gas Act. 

(E) Neither the supplement hereby suspended, nor the rate schedule sought 
to be altered thereby, shall be changed until the period of suspension has ex- 
pired, unless otherwise ordered by the Commission. 

(F) Notices of intervention or petitions to intervene may be filed with the 
Federal Power Commission, Washington 25, D.C., in accordance with the Rules 
of Practice and Procedure [18 CFR 1.8 and 1.37(f)] on or before August 10, 1961. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. CP61-244 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND DISMISSING PETITION FOR PERMISSION TO INTERVENE 


(Issued June 28, 1961) 


On March 16, 1961, Texas Gas Transmission Corporation (Applicant) filed in 
Docket No. CP61-244 an application pursuant to Section 7(c) of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the con- 
struction and operation of routine field facilities to enable Applicant to take 
into its certificated main pipeline system natural gas which may be purchased 
from producers thereof in the general area of Applicant’s existing transmission 
system from time to time during the 12-month period commencing May 30, 1961, 
at a total estimated cost not to exceed $3,000,000, with no single project to 
exceed a cost of $500,000, all as more fully set forth in the application. 

The purpose of this budget type proposal is to augment Applicant’s ability 
to act with reasonable dispatch in securing by contract and connecting to its 
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pipeline system new supplies of natural gas in various producing areas generally 
coextensive with said system. 

Applicant proposes to finance the cost of the subject facilities from funds on 
hand. No new or additional sale of gas is proposed. 

On May 25, 1961, The United Gas Improvement Company (UGI) timely filed 
its petition for permission to intervene in this proceeding, indicating a general 
approval of the budget-type application and the noncontested, shortened hearing 
procedure, but expressing an apprehension as to possible abuse of these devices 
to facilitate and expedite administrative proceedings under the Natural Gas Act. 
UGI is concerned over the possibility that a certificate granted upon a budget 
type application may be interpreted in such a way as to authorize the acquisition 
of natural gas by a pipeline company (through facilities to be constructed pur- 
suant to such certificate authorization) without prior Commission scrutiny of 
the price to be paid for such gas. 

On June 14, 1961, the Applicant in this proceeding filed with the Commission 
a statement referring to UGI’s petition for intervention and advising that 
“Texas Gas Transmission Corporation does not construe its application in the 
above-entitled proceeding (CP61—244) as a request for authorization to construct 
facilities for the purpose of attaching any gas reserves which may be purchased 
in place by Texas Gas. Nor will Texas Gas so construe any certificate granted 
pursuant to such application.” 

UGI, the petitioner herein, filed on June 15, 1961, a statement which referred 
to the filing by Applicant just above quoted and then continued: “Accordingly, 
it would appear that the limitation which UGI suggested in paragraph seven of 
its petition to intervene will not be necessary in this particular proceeding. 
UGI reserves the right, however, to demand proof of applicant’s intentions in 
any future similar applications filed by this or any other of UGI’s direct or 
secondary suppliers in those cases where their applications, and particularly the 
forms of public notice attached thereto, do not contain a disclosure regarding the 
extent to which, if any, the authority therein sought is expected to extend to 
the acquisition of reserves in place.” 

In view of the foregoing filed statements, the petition of UGI filed on May 25, 
1961, for permission to intervene in the instant proceeding will be dismissed as 
hereinafter ordered. 

Pursuant to the Commission’s notice issued May 16, 1961, a public hearing was 
held in Washington, D.C., on June 15, 1961, recessed to and concluded on June 16, 
1961, respecting the matters involved in and the issues presented by the appli- 
eation herein. No other petitions to intervene or protests to the granting of the 
application have been received. No appearances were entered other than that 
of the Commission’s staff counsel who moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Texas Gas Transmission Corporation, a Delaware corporation 
having its principal place of business in Owensboro, Kentucky, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued March 30, 1949, in Docket No. G—859 
(8 FPC 228). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are proposed to be used in the 
transportation of natural gas in interstate commerce, subject to the jurisdic- 
tion of the Commission, and the construction and operation thereof by Appli- 
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eant are subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction, during the 12-month period commencing May 30, 1961, 
and operation of the facilities to take natural gas purchased from producers 
thereof as proposed by Applicant are required by the public convenience and 
necessity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before August 1, 1962, 
a statement under oath showing by projects: (a) names of fields connected, 
(b) a description of the project or projects that have been constructed pur- 
suant to the authorization granted hereinafter, (c) the location of said project 
or projects, (d) the actual final costs of the facilities so constructed, (e) 
estimates of the gas supplies attached, and (f) the names of the independent 
producers involved, together with the respective dates of the gas sales con- 
tracts and the docket numbers of the related producers certificate applications. 

(6) The authorization granted hereinafter should be limited to construction 
during the 12-month period commencing May 30, 1961, and the total expendi- 
tures for facilities so constructed should be limited to a maximum of $3,000,000, 
with no single project to exceed a cost of $500,000, as proposed by Applicant. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate hereinafter granted to Applicant and 
to the exercise of the rights granted thereunder. 

(8) In view of the statements filed on June 14 and 15, 1961, by Applicant 
and UGI referred to hereinbefore, the petition for permission to intervene in 
this proceeding filed on May 25, 1961, by The United Gas Improvement Com- 
pany should be dismissed. 

(9) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Texas Gas Transmission Corporation to construct, 
during the 12-month period commencing May 30, 1961, and operate the proposed 
facilities to take natural gas purchased from producers thereof, all. as more 
fully described in the application, as supplemented, in this proceeding, upon 
the terms and conditions of this order. 

(B) Applicant shall submit, on or before August 1, 1962, a statement under 
oath showing by projects: (a) names of fields connected, (b) a description 
of the project or projects that have been constructed pursuant to the authori- 
zation granted in paragraph (A) above, (c) the location of said project or 
projects, (d) the actual final costs of the facilities so constructed, (e) esti- 
mates of the gas supplies attached, and (f) the names of the independent pro- 
ducers involved, together with the respective dates of the gas sales contracts 
and the docket numbers of the related producer certificate applications. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
construction during the 12-month period commencing May 30. 1961, and the 
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total expenditures for facilities so constructed are hereby limited to a maximum 
of $3,000,000, with no single project to exceed a cost of $500,000, as proposed by 
Applicant. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act shall attach to the issuance of the certificate granted in paragraph (A) 
above and to the exercise of the rights granted thereunder. 

(BE) The petition for permission to intervene in this proceeding filed on 
May 25, 1961, by The United Gas Improvement Company is hereby dismissed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, AND TRANSCONTI- 
NENTAL GAS PIPE LINE CORPORATION, DOCKET NO. CP61-111; 
NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. 
G-—19086 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY, 
PERMITTING AND APPROVING ABANDONMENT AND AMENDING CERTIFICATE 


(Issued June 29, 1961) 


On October 6, 1960, Peoples Gulf Coast Natural Gas Pipeline Company (Gulf 
Coast)* and Transcontinental Gas Pipe Line Corporation (Transco) filed a joint 
application in Docket No. CP61-111, as supplemented on October 24, 1960 and 
November 14, 1960, pursuant to Section 7 of the Natural Gas Act for: 

(1) a certificate of public convenience and necessity authorizing the exchange 
and delivery of natural gas between Natural and Transco and the construction 
and operation of the necessary interchange facilities therefor ; 

(2) permission for the abandonment by Transco of approximately 17.25 miles 
of 10-inch lateral pipeline located in Refugio County, Texas, being a part of 
Transco’s exisiting St. Charles lateral that connects the mainline facilities of 
Transco with the pipeline of Western Natural Gas Company in Aransas County, 
Texas; and, 

(3) a certificate of public convenience and necessity authorizing the acqui- 
sition and operation by Natural of said 17.25 miles of pipeline to be abandoned 
by Transco; 
all as more fully set forth in the joint application in Docket No. CP61-111. 

Natural also requested amendment of the certificate issued to it in Docket No. 
G-19086 to conform to the authorizations applied for in Docket No. CP61-111. 

The application states: The sections of the mainline transmission systems of 
Natural and Transco in Refugio County, Texas, are approximately parallel. 
Transco now operates a 10-inch lateral gathering line, known as its St. Charles 
lateral, extending southeasterly from its main pipeline across Natural’s main- 
line in Refugio County to a connection with pipeline facilities of Western 
Natural Gas Company in Aransas County, Texas. /Transco’s St. Charles lateral 
substantially parallels, for a distance of approximately 17 miles, a part of the 
route of the 8-inch and 6-inch lateral lines Natural was authorized in Docket 
No. G—19086 to construct and operate to connect its gas reserves in the Zoller 
and Fulton Beach Fields. 


20n October 17, 1960, Natural Gas Pipeline Company of America (Natural) filed a 
motion requesting that its name be substituted for that of Peoples Gulf Coast Natural 
Gas Pipeline Company as joint Applicant in the above-entitled docket. 
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Natural now indicates its authorized pipeline would have to pass through a 
natural wildlife refuge which is not permissible. A revised routing would 
increase the originally estimated cost of $812,000 to $1,042,000 which exceeds the 
cost of the presently revised proposal. 

The unused capacity in Transco’s St. Charles lateral is more than adequate to 
accommodate the volumes of gas to be made available to Natural from the Zoller 
and Fulton Beach Fields. Natural and Transco have entered into an agreement 
for the purchase by Natural of the approximately 17 miles of Transco’s St. 
Charles lateral extending from Natural’s main pipeline to the Zoller and Fulton 
Beach Fields. Transco will continue to own and operate the remainder of its 
St. Charles lateral connecting with the pipeline facilities of Western Natural 
Gas Company and Natural proposes to transport to its main line, in addition to 
gas it will receive from the Zoller and Fulton Beach Fields, gas now available 
to Transco and transported through its St. Charles lateral. In exchange for 
Transco’s gas delivered into Natural’s mainline, Natural will deliver an equiv- 
alent volume to Transco from its gas reserves in the West Bernard area. 

The estimated cost of Natural’s revised facilities to obtain the Fulton Beach 
and Zoller supply is $1,013,500 including the cost of the acquisition. This may 
be compared to the estimate of $812,000 for such supply facilities in Docket No. 
G-19086. The proposed revision will eliminate duplication of facilities in the 
area, and will provide an interconnection of the pipelines of Natural and 
Transco, all of which will serve the public interest. 

Natural proposes to acquire said facilities at Transco’s original cost less de- 
preciation, which amout as of August 31, 1960, was $293,500, and said acquisi- 
tion will be financed as a part of Natural’s Docket No. G—19086 expansion pro- 
gram. The cost of any other necessary facilities is said to be di minimus and 
will be met by Applicants from funds on hand. 

All connections, taps and meters are to be built by Natural. Transco will 
bear no costs. 

The respective Applicants were granted temporary authorization by separate 
letters dated November 25, 1960, authorizing the exchange of gas and construc- 
tion and operation of the necessary interconnection facilities. The acquisition 
and abandonment of facilities were not authorized in the temporary certificates. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 13, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of its Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicants are “natural-gas companies” within the meaning of the Natural 
Gas Act heretofore found by the Commission. 

(2) The proposed acquisition, construction and operation and the abandon- 
ment of natural gas facilities; and the transportation and exchange of natural 
gas by Applicants are subject to the requirements of Subsections (b), (c), and 
(e) of Section 7 of the Natural Gas Act. 

(3) The proposed acquisition, construction and operation and the abandon- 
ment of natural gas facilities; and the transportation and exchange of natural 
gas by Applicants as herein described, and as more fully described in the joint 
application in Docket No. CP61-111 are required by the public convenience and 
necessity, and authorization therefor should be granted as hereinafter ordered. 
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(4) Applicants are able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (4), (d) (2), (d)(3), and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the authorization hereinafter granted to 
Applicants in Docket No. CP61-111, and to the exercise of the rights granted 
thereunder, and the time within which acquisition of facilities authorized by this 
order shall be completed and such facilities placed in operation by Natural 
should be fixed at 6 months from the date on which this order issues. 

(6) Any authorization granted herein permitting the transfer of facilities 
should require Natural and Transco, respectively, to account for such facilities 
in accordance with the texts of Accounts 391 and 392 of the Uniform System of 
Accounts. 

(7) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act and the public convenience and necessity require that the 
certificate heretofore issued in Docket No. G—19086 be amended as hereinafter 
ordered. 

(8) A request during the public hearings by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and not 
having been denied by the Commission is granted pursuant to Section 1.30(c) (1) 
of said Rules. 


The Commission orders: 


(A) Certificates of public convenience and necessity are hereby issued au- 


thorizing the acquisition, construction and operation of facilities, and transpor- 
tation and exchange of natural gas as hereinabove described all as more fully 
described at the joint application in Dock No. CP61-111. 

(B) Transco is hereby granted permission to abandon facilities as described 
above, all as more fully described in the joint application in Docket No. 
CP61-111. 


(C) The public convenience and necessity require that the general terms 
and conditions set forth in paragraphs (a), (b), (ce) (4), (d) (2), (d) (3), and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act (18 CFR 157.20) shall attach to the authorization granted herein, and to the 
exercise of the rights granted thereunder, and the time within which the 
acquisition of facilities authorized herein shall be completed and placed in 
operation by Natural is fixed at six months from the date on which this order 
issues. 

(D) The authorizations granted to Natural and Transco, respectively, are con- 
ditioned to require them to account for the transfer of the subject facilities in ac- 
cordance with the texts of accounts 391 and 392 of the Uniform System of 
Accounts. 

(E) The ceritficate of public convenience and necessity heretofore issued 
to Natural in Docket No. G—19086 is amended to revise authorization for that 
portion of the authorized Fulton Beach and Zoller supply laterals as described 
herein to conform with this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


OTTER TAIL POWER COMPANY, DOCKET NO. IT-5905 


ORDER TERMINATING AUTHORIZATION TO TRANSMIT ELECTRIC ENERGY TO CANADA 
AND ACCEPTING SURRENDER OF PRESIDENTIAL PERMITS 


(Issued June 29, 1961) 


Otter Tail Power Company (Otter Tail) of Fergus Falls, Minnesota, by 
letter dated May 19, 1961 submitted for cancellation a Presidential Permit 
and an Amendatory Presidential Permit authorizing the operation, maintenance 
and connection of electric facilities at the International border between the 
United States and Canada.’ By order the Commission issued September 21, 
1953, 12 FPC 1244, Otter Tail was authorized pursuant to Section 202(e) of 
the Federal Power Act, to transmit electric energy from the United States to 
Canada by means of those facilities. 

Information submitted by Otter Tail indicates that the use of the facilities 
referred to above has been discontinued and that the physical removal of 
those facilities has been effected. 


The Commission finds: 


It is necessary and appropriate for the purpose of Executive Order No. 10485 
and the Federal Power Act, that the authorization granted by the afore- 
mentioned Presidential Permit, Amendatory Presidential Permit and Commis- 
sion order be terminated in the manner as hereinafter provided. 


The Commission orders: 
(A) The Presidential Permit and Amendatory Presidential Permit, as referred 
to in the finding above, are hereby revoked. 


(B) The authorization granted by order of the Commission issued in the 
above-entitled matter on September 21, 1953 is hereby terminated. 


1 Pursuant to Executive Order No. 8202 dated July 13, 1939, as superseded by Order No. 
10485 dated September 3, 1953. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. CP61-106 


ORDER DENYING RECONSIDERATION AND TERMINATION OF PROCEEDINGS 
(Issued June 29, 1961) 


Tennessee Gas Transmission Company filed, on June 16, 1961, a request for 
reconsideration of our orders of April 6, 1961, and May 17, 1961, herein.’ 
Tennessee asks that we abrogate those orders and terminate the proceedings. 
In so doing, Tennessee misconceives the nature of these proceedings. 

Tennessee seems to asSume that our order of April 6, 1961, which as a matter 
of administrative convenience reopened the proceedings in Docket No. CP61-106, 
evinced an intention to revoke the “budget-type” certificate issued in that docket 


1Tennessee styles its pleading, in the alternative, as an “application for rehearing”. 
Patently, such application is untimely as to our order of April 6, 1961. Moreover, since 
neither of the orders cited is a “final decision or order” an application for rehearing does 
not lie. Section 1.34(a), Rules of Practice and Procedure. 
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on January 6, 1960.2. We have no such intention.’ Our first purpose is to deter- 
mine if Tennessee must have authority from this Commission to construct and 
operate certain facilities, and, if so, whether it now has such authority. By 
letter dated March 1, 1961, Tennessee asserted that the authority had been 
granted by the certificate issued in this docket. It is proper to give Tennessee 
an opportunity to demonstrate as much and it is simpler to do so by reopening 
this record than by establishing a new one. 

Furthermore, we are anxious to learn, at the earliest possible time, the costs 
which will result from Tennessee’s lease acquisition. The relevant facts are 
uniquely within Tennessee’s power to adduce. It will be time enough, after the 
record contemplated by our April 6 order is made, to consider whether further 
action is then called for or whether further action should await future rate 
proceedings. 













The Commission orders: 


The request for abrogation of our orders of April 6, 1961, and May 17, 1961, 
and for termination of the proceedings herein be and is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 









COLORADO INTERSTATE GAS COMPANY, DOCKET NO. CP61-256 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 30, 1961) 


Colorado Interstate Gas Company (Applicant), Colorado Springs National 
Bank Building, Colorado Springs, Colorado, filed an application, on March 30 
1961, in Docket No. CP61-256 for a certificate of public convenience and necessity, 
pursuant to Section 7 of the Natural Gas Act, as hereinafter described, all as 
more fully described in the application. 

Applicant seeks authority to operate its existing Springfield meter station for 
the sale and delivery of natural gas to its existing customer, Kansas-Colorado 
Utilities, Inc. (Kansas-Colorado) for resale to irrigation customers. 

The Springfield station was originally constructed in 1952, as an emergency 
measure to insure Kansas-Colorado adequate service during the 1951-52 heating 
season. Applicant has maintained the station in an operating condition, but 
has never delivered gas through it. 

The application states that Kansas-Colorado has requested deliveries through 
the Springfield station in order to supply gas to its existing customer, Plateau 
Natural Gas Company (Plateau). Plateau has an increasing market for gas 
for its irrigation customers. 

As an existing facility and interconnection, the Springfield meter station will 
not require any funds to be spent on construction or to put it into service. The 
original cost of the construction was $4,766. 

Delivery of gas to Kansas-Colorado is limited to the months from May through 
October. The sales to be made through the Springfield station will be inter- 



























2 Tennessee correctly observes, however, that the reference to Section 1.33(a)(2) of the 
Rules of Practice and Procedure in ordering paragraph (B), of our April 6 order was 
erroneous. 

*Thus Tennessee’s reliance on United States v. Seatrain Lines, 329 U.S. 424, is beside 
the point. (Furthermore, as to the limits of the Seatrain doctrine, see United States v. 
Rock Island Motor Transit Co., 340 U.S. 419; American Trucking Associations v. Frisco 
Transportation Co., 358 U.S. 133.) 
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ruptible and will occur only in the summertime and such sales do not effect 
Colorado’s system capacity. 

The proposed superseding service agreement filed concurrently with the sub- 
ject certificate application proposes to add one point of delivery and to increase 
the combined maximum daily rate of delivery to 6,000 Mcf per day. The maxi- 
mum annual volume of 500,000 Mcf is retained. 

Temporary authority was issued on May 3, 1961. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 22, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of its Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities to be operated by Applicant will be used for the transporta- 
tion and sale of natural gas in interstate commerce and the construction and 
operation thereof are subject to the requirements of Subsections (a) and (e) of 
the Natural Gas Act. 

(3) The proposed operation of facilities and the sale of natural gas as herein 
described, and as more fully described in the application in Docket No. CP61-256 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should at- 
tach to the certificate hereinafter issued to Applicant in Docket No. CP61-—256, 
and to the exercise of the rights granted thereunder, and the time within which 
operation of facilities shall commence, as authorized herein, should be fixed at 
2 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and not 
having been denied by the Commission is granted pursuant to Section 1.30(c¢) (1) 
of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to operate natural gas facilities and to sell and deliver natural 
gas to Plateau Nafural Gas Company as described herein, all as more fully 
described in the application in Docket No. CP61-256. 

(B) The general terms and conditions set forth in paragraphs (b) and (e) 
of Section 157.20 of the Commission’s General Rules and Regulations, including 
Rules of Practice and Procedure, shall attach to the issuance of the certificate 
granted in paragraph (A) hereof, and to the exercise of the rights thereunder 
and the time within which operation of facilities shall commence, as authorized 
herein, is hereby fixed at 2 months from the date of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


HOLYOKE WATER POWER COMPANY 


ORDER APPROVING AND DIRECTING DISPOSITION OF AMOUNTS CLASSIFIABLE IN ACCOUNT 
114, ELECTRIC PLANT ACQUISITION ADJUSTMENTS AND IN ACCOUNT 116, OTHER 
ELECTRIC PLANT ADJUSTMENTS 


(Issued June 30, 1961) 


Holyoke Water Power Company (Holyoke), incorporated under the laws of 
Massachusetts with its principal place of business at Holyoke, Massachusetts, by 
letter dated October 5, 1959, indicated its agreement with staff adjustments 
eliminating a net total of $179,766.05 presently recorded in Holyoke’s electric 
plant accounts. The proposed adjustments result from original cost and reclassi- 
fication studies conducted by the company, and Commission staff’s analysis of 
those studies, the company’s accounts, books, records and other data. Pursuant 
to the provisions of Electric Plant Accounts Instruction 2-D of the Commis- 
sion’s Uniform System of Accounts Prescribed for Public Utilities and Licensees 
effective January 1, 1937, and the Commission’s Order of May 11, 1937, with 
respect thereto, Holyoke on January 7, 1952 filed reclassification and original 
cost studies of electric plant as of December 31, 1949. 

In certain instances, the amounts to be eliminated from Holyoke’s electric 
plant accounts are proposed to be charged or credited directly to the accounts 
through which the eliminations are to be effected. In other instances, the 
amounts to be eliminated under the staff adjustments are classified initially 
in Account 114, Electric Plant Acquisition Adjustments,’ or Account 116, Other 
Electric Plant Adjustments. The amounts proposed to be eliminated without 
interim reclassification in Accounts 114 or 116, are nonetheless properly classifi- 
able in those accounts. 

The specific accounting dispositions of all amounts involved in the proposed 
adjustments may be seen from the following composite journal entries: 


Entry I 


Account Amount debit 
number or ( ) credit 


101 Electric plant in service 

107 Construction work in progress 

114 Electric plant acquisition adjustments 

103 Electric plant in process of reclassification 

116 Other electric plant adjustments 

121 Nonutility property : 

145 Notes receivable from associated companies wi 2, 754. 40 
108 Accumulated provision for depreciation of electric plant in service ah 397, 789. 64 
216 Unappropriated earned surplus 210, 841. 54 


EntrY II 


Account Title Amount delit 
number or ( ) credit 


114 Electric plant acquisition adjustments $665, 317.12 
108 Accumulated provision for depreciation of electric plant in service, Project 
2004 (665, 317. 12) 


No. 
116 Other electric plant adjustments (189, 286. 45) 
216 Unappropriated earned surplus 189, 286. 45 


2 Account references are to account numbers and titles prescribed in the Commission’s 
revised Uniform System of Accounts for Public Utilities and Licensees effective January 
1, 1961. 
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As heretofore stated, the Company by letter of October 5, 1959, concurs in 
the staff adjustments of its electric plant accounts and the accounting disposi- 
tion of the amounts involved therein. 

The Massachusetts Department of Public Utilities has been apprised by 
letter of May 16, 1961, of the staff recommendations and requested to submit its 
views with respect thereto. By letter of May 29, 1961, that Commission in- 
dicated it had no objection to the staff recommendations. 


The Commission finds: 


(1) The amounts proposed to be eliminated from Holyoke’s electric plant ac- 
counts, as of December 31, 1949, as set forth above are properly classifiable in 
Account 114, Electric Plant Acquisition Adjustments or Account 116, Other Elec- 
tric Plant Adjustments. 

(2) The accounting dispositions of all amounts proposed to be eliminated 
from Holyoke’s electric plant accounts as set forth above are reasonable and 
appropriate for the purposes of the Federal Power Act, and therefore, should 
be approved and directed as hereinafter provided. 


The Commission orders: 


(A) The accounting dispositions of the amounts referred to in the findings 
above are hereby approved. 

(B) Holyoke is hereby directed to record the aforesaid composite journal 
entries I and II upon its books of account to give effect to the accounting dis- 
positions approved in Paragraph (A) above. 

(C) Holyoke shall submit, within 60 days from the issuance of this order, two 
certified copies of its adjusting journal entries showing compliance with Para- 
graph (A) of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


MISSISSIPPI RIVER FUEL CORPORATION, DOCKET NO. G—20239 


ORDER PARTIALLY ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDINGS 
IN PART 


(Issued June 30, 1961) 


On November 22, 1960, Mississippi River Fuel Corporation (Mississippi) ten- 
dered an Offer of Settlement encompassing the rate proceedings of Mississippi 
pending in Docket No. G—20239. By letter dated January 12, 1961, the Com- 
mission rejected Mississippi’s Offer of Settlement for the reason that certain 
of the rates in the aforementioned docket were above the rates permitted for 
the respective areas in the Commission’s Statement of General Policy No. 61-1 
as amended. 

On May 16, 1961, Mississippi filed a proposal with the Commission that 
the aforementioned Offer of Settlement be modified in accordance with the 
Commission’s letter of January 12, 1961, and that it be accepted insofar as 
it relates to Rate Schedule Nos. 15 and 17 covering sales of jurisdictional gas 
by Mississippi to Tennessee Gas Transmission Company (Tennessee) reflected 
in Second Revised Sheet Nos. 223, 224, 246, 247 and 248 to Mississippi's FPC 
Gas Tariff, Original Volume No. 2. By Commission order issued November 25, 
1959 in Docket No. G—20239 these filings were suspended and subsequently per- 
mitted to become effective subject to refund. 
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The sales by Mississippi to Tennessee involved in Rate Schedule No. 15 re- 
late to gas produced in the Placeda Field, Victoria County, Texas pursuant to 
contract dated January 1, 1949; the sales between Mississippi and Tennesee in- 
volved in Rate Schedule No. 17 pertain to gas produced in the Pelican Field, 
Liberty County, Texas, pursuant to a contract dated October 15, 1953. 

The Offer of Settlement as limited to sales of gas to Tennessee proposes (1) 
that the revised sheets containing the settlement rate of 15¢ per Mcf in this 
proceeding applicable to Mississippi’s Rate Schedule No. 15 covering said sales 
will be filed to be effective on May 4, 1960; (2) that the difference between such 
Settlement rate and the rate of 15.3333¢ per Mcf currently in effect subject to 
refund in Docket No. G—20239 be refunded; (3) that the favored nation 
clauses, the price redetermination clauses and periodic escalation clauses be 
deleted from the contract involved; (4) that thé proceedings be terminated 
insofar as they relate to sales of gas to Tennessee. 

The said Offer of Settlement as applied to Mississippi’s sales of natural gas 
to Tennessee under Rate Schedule No. 17 proposes (1) that it refund to Tennes- 
see the difference between the amount which it collected at 16.1694¢ per Mcf 
and the amount it would have collected at 13.4975¢* per Mcf which was in 
effect prior to May 4, 1960, and (2) that the proceedings in Docket No. G—20239 
insofar as they relate to Rate Schedule No. 17 be terminated. Mississippi states 
that no sales have been made by it under this schedule since October 1960; it 
sold its leases effective February 1, 1961 and has filed Notice of Cancellation of 
Rate Schedule No. 17. 

It is the Commission’s judgment that settlement of these matters in accord- 
ance with the Offer of Settlement as limited to sales of gas to Tennessee is desira- 
ble in the public interest and appropriate to carry out the provisions of the 
Natural Gas Act. Mississippi is proposing to eliminate the favored-nation 
clauses in the contracts with Tennessee involved herein, to waive all future 
rights and benefits under such provisions, and to eliminate the periodic escala- 
tions now provided for in the contracts, as provided in the Offer. 

The proposed Offer of Settlement as limited to Tennessee would be beneficial 
to the public and advantageous to all concerned by relieving the Commission, 
the producer, and Tennessee, as well as customer companies, of the time and 
expense which might be necessary to the conduct of formal hearings in such 
rate cases as might otherwise arise under such provisions. The resulting stabil- 
ity in gas costs would be welcome to all segments of the natural gas industry. 
Furthermore, freeing the Commission from the need of considering such proposed 
increases would enable it to concentrate its efforts on other rate cases and 
other matters having possibly more serious consequences for the public and 
the consumer. 

However, it should be made clear that acceptance of this Offer of Settlement 
as limited to these sales of gas to Tennessee does not constitute approval of 
any future increased rates proposed by Mississippi, nor should it be construed 
as such. 


The Commission finds: 


The proposed settlement of these proceedings on the basis described herein, 
applicable to sales of gas by Mississippi to Tennessee only, as more fully set 
forth in the Offer of Settlement filed by Mississippi with the Commission on 
November 22, 1960, and in the Appendix attached hereto, is in the public interest 
and appropriate to carry out the provisions of the Natural Gas Act and should 
be approved and made effective as hereinafter ordered. 


1 Includes an allowance for dehydration and tax reimbursement. 
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The Commission orders: 


(A) That portion of the Offer of Settlement filed by Mississippi on Novem- 
ber 22, 1960, which relates to sales of gas to Tennessee only, is hereby accepted 
in accordance with the provisions of this order. 

(B) Mississippi shall execute with Tennessee un amendment to these parties’ 
Gas Purchase Contract dated January 1, 1949, filed with the Commission as 
Mississippi’s Rate Schedule No. 15, in accordance with the Appendix’ attached 
hereto. 

(C) Mississippi, within 30 days from the date of issuance of this order, shall 
file with the Commission revised tariff sheets to its aforesaid Rate Schedule 
No. 15, under Part 154 of the Commission’s Regulations under the Natural Gas 
Act, to reflect the amendment required by paragraph (B) above. 

(D) Upon Mississippi’s making a satisfactory filing in accordance with the 
provisions of paragraph (C) above, the rate of 15¢ per Mcf contained in the 
required filing shall become effective as of May 4, 1960. Within 60 days from 
the date of this order Mississippi shall refund to Tennessee from May 4, 1960, 
the difference between the amounts collected under the base rate of 15.3333¢ 
per Mcf and the amounts that would have been collected under the rate of 15¢ 
per Mcf, plus interest at 6 percent per annum from the date of payment to Mis- 
sissippi to the date of refund under Rate Schedule No. 15; furthermore Mis- 
sissippi shall within 60 days from the date of this order refund to Tennessee the 
difference between the amount which it collected at 16.16947¢ per Mcf and the 
amount it would have collected at 13.4975¢ per Mcf, which was in effect prior 
to May 4, 1960, plus interest at 6 percent per annum from the date of payment 
to the date of refund under Rate Schedule No. 17. 

(E) Within 15 days after making of any refund or payment as provided by 
paragraph (D) above, Mississippi shall report to the Commission, in writing 
and under oath, the amount of the refund payment made pursuant to this order, 
showing separately the principal amount and interest so paid, and shall serve 
a copy of such report upon Tennessee. Concurrently therewith, Mississippi shall 
file with the Commission a release from Tennessee showing receipt of said 
amount in conformity to the plan of settlement approved hereby. 

(F) Upon full compliance by Mississippi with all the terms and conditions 
of this order these proceedings shall be considered terminated, only insofar 
as it relates to subject sales of gas to Tennessee. 

(G) The acceptance of this Offer is without prejudice to any findings or 
determinations that may be made in any proceeding which may be heard, or 


in any other proceeding now pending or hereinafter instituted by or against 
Mississippi. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NATURAL GAS PIPELINE COMPANY OF AMBRICA AND CHICAGO DIS- 
TRICT PIPELINE COMPANY, DOCKET NO. CP61-239 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECES- 
SITY AND PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 


(Issued June 30, 1961) 


Natural Gas Pipeline Company of America (Natural), 122 South Michigan 
Avenue, Chicago 3, Illinois and Chicago District Pipeline Company (Chicago 


* Omitted in printing 








1310 FEDERAL POWER COMMISSION 


District), Field Office Building, Troy Road, Joliet, Illinois, filed a joint appli- 
cation, on March 13, 1961, in Docket No. CP61—239, as supplemented on April 17, 
1961, for a certificate of public convenience and necessity and for permission 
and approval to abandon facilities pursuant to Section 7 of the Natural Gas 
Act as hereinafter described all as more fully described in the joint applica- 
tion as supplemented. 

The joint application seeks authority for Natural to acquire from Chicago 
District certain measurement facilities located in Grundy County, Illinois, 
known as the Minooka Regulator station, and to operate the same as an addi- 
tional point of delivery to Chicago District; for permission and approval of 
abandonment of said facilities by Chicago District; and, for authorization by 
Natural to operate the existing tap connection on its main transmission pipe- 
line with said Minooka station. 

The application states that the Minooka Regulator station facilities were 
constructed by Chicago District under authorization granted in Docket No. 
G-10214 and are operated by Natural as an emergency point of delivery to 
Chicago District. It is now proposed that said facilities will be operated 
regularly by Natural as an additional point of delivery rather than as an 
emergency connection. Natural proposes to acquire said facilities at the 
original cost thereof less accrued depreciation at the time of the acquisition, 
which cost is shown to be $187,312.67 as of January 1, 1961. The cost of 
acquisition will be met from funds on hand. 

Natural originally installed dual side taps for the connection to the Minooka 
Station as a new emergency point of delivery of gas to Chicago District. At 
that time, it was considered that these taps were solely for the convenience of 
Chicago District and it was therefore charged for the cost of construction of 
such taps in the amount of $31,295.19. Natural now proposes to return this 
contribution in aid of construction to Chicago District as the Minooka station 
facilities will now be operated regularly by Natural as an additional point of 
delivery rather than an emergency connection. 

Chicago District proposes to credit the refund to Account 369—Measuring and 
Regulating Station Equipment—thereby removing the $31,295.19 from that 
account. Natural will debit the refund to Account 265—Contributions in Aid 
of Construction—thereby extinguishing that amount from Account 265. 

No gas supply problem is involved in the proposal. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 22, 1961, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the 
application having been received, staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of its Rules of Prac- 
tice and Procedure. 


The Commission finds: 


(1) Applicants are “natural-gas companies” within the meaning of the 
Natural Gas Act heretofore found by the Commission. 

(2) The proposed acquisition and operation, and the abandonment of natural 
gas facilities by Applicants are subject to the requirements of Subsections (b), 
(c), and (e) of Section 7 of the Natural Gas Act. 

(3) The proposed acquisition and operation, and the abandonment of natural 
gas facilities by Applicants as herein described, and as more fully described 
in the joint application in Docket No. CP61-239 are required by the public 
convenience and necessity, and authorization therefor should be granted as 
hereinafter ordered. 
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(4) Applicants are able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) (2), (d) (3), and (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach to the authorization hereinafter granted to Appli- 
ecants in Docket No. CP61-239 and to the exercise of the rights granted there- 
under, and the time within which acquisition of facilities authorized by this 
order shall be completed and such facilities placed in regular operation by 
Natural should be fixed at 6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing the acquisition and operation of facilities, as hereinabove described all as 
more fully described in the joint application in Docket No. CP61-—239. 

(B) Chicago District is hereby granted permission to abandon facilities as 
described above, all as more fully described in the joint application in Docket 
No. CP61-239. 

(C) The public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) (2), (d) (3), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) shall attach to the authorization granted herein, and to the exercise of 
the rights granted thereunder, and the time within which the acquisition of 
facilities authorized herein shall be completed and placed in regular operation 
by Natural is fixed at six months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PACIFIC GAS & ELECTRIC COMPANY, PROJECT NO. 2130 
ORDER APPROVING PROJECT EXHIBIT AND ADJUSTING ANNUAL CHARGES 
(Issued June 30, 1961) 


On February 28, 1961, Pacific Gas and Electric Company, licensee for major 
Project No. 2130, filed for Commission approval Exhibit K, Sheet 10 D (FPC 
No. 2130-40) showing a change in the location of the Stanislaus Afterbay Dam 
which is being moved about 500 feet upstream from the first proposed location 
and a change in the project boundary. The new exhibit supersedes Exhibit K, 
Sheet 10 D (FPC No. 2130-37) now part of the license for the project. 

The project is located on the Stanislaus River and its Middle and South Forks 
in Calaveras and Tuolumne Counties, California, and affects lands of the United 
States within the Stanislaus National Forest and other lands of the United 
States. 

The effects of approval of the new exhibit will be to eliminate from the 
project boundary 0.84 acre of other lands of the United States and to include in 
the project boundary an additional 5.22 acres of lands of the United States 
within the Stanislaus National Forest, with a resultant increase in the annual 
charges for the use of such additional lands in the amount of $8.76. 

693-489—64—_85 
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The Chief, Forest Service, acting for the Secretary of Agriculture, who has 
supervision over the Stanislaus National Forest, has reported that the use of 
the additional forest lands will not interfere or be inconsistent with the purpose 
for which the Stanislaus National Forest was created or acquired. 


The Commission finds: 


(1) The new Exhibit K described above conforms to the Commission’s rules 
and regulations and should be approved as part of the license for the project, 
and the above-described superseded Exhibit K should be eliminated from the 
license—all as hereinafter provided. 

(2) The increased annual charges for recompensating the United States for 
the use of additional lands of the United States (4.38 acres) by the project is 
reasonable as hereinafter fixed and specified. 


The Commission orders: 


(A) The above-described new Exhibit K is approved as part of the license 
for Project No. 2130, and the above-described superseded Exhibit K is eliminated 
from the license. 

(B) Subparagraph (ii) of Article 24 of the license for the project is revised 
to reflect the increase in annual charges for the additional lands of the United 
States occupied by the project by changing $2,946.62 to $2,955.38. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this order. In acknowledgement of the acceptance of this order, 
it shall be signed for the licensee and returned to the Commission within 60 days 
from the date of its issuance. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PENNSYLVANIA ELECTRIC COMPANY, PROJECT NO. 309 
ORDER DETERMINING ACCRUED DEPRECIATION AND PRESCRIBING ACCOUNTING THEREFOR 
(Issued June 30, 1961) 


By order of April, 21, 1959 (21 FPC 523) this Commission determined the 
actual legitimate original cost of Project No. 309, Piney,’ as of December 31, 
1925 and the net increases in project cost to December 31, 1956. By that order 
the determination of accrued depreciation was expressly deferred so as to 
enable the staff to make further studies and recommendations (21 FPC 523, 
526). Those studies have now been made. The Commission’s staff and the 
licensee have reached a tentative agreement, subject to Commission approval, 
as to the proper project accrued depreciation requirements for all accounting 
periods from the commencement of project commercial operation on October 1, 
1924 to December 31, 1956, and the necessary adjustment to the project’s reserve 
for depreciation as of December 31, 1956 to correctly reflect such accrued depre- 
ciation requirements therein. Licensee’s consent to the aforesaid revisions 


+The project is located in and along the Clarion River, Clarion County, Pennsylvania, 
and may be described as the Piney project. The license authorizing the construction, 
operation and maintenance of the project works, issued on October 13, 1922 (pursuant to 
the provisions of Section 4(e) of the Federal Water Power Act), is by its terms effective 
for a period of fifty years from the date thereof. It was issued originally to the Clarion 
River Power Company. The transfer of the license to the Pennsylvania Electric Company 
was approved by the Commission as of March 2, 1942 (3 FPC 646). 
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of project accrued depreciation was contained in its letter to the Commission 
of August 5, 1960. 
The net effect of the proposed staff adjustment will be to add $146,726 to 
the project’s accrued depreciation accounts as of December 31, 1956. 
The proposed accounting entry to accomplish this adjustment is as follows: 
Account Debdit Credit 
435 Miscellaneous debits to surplus___.__--------------- $146, 726 
108 Accumulated provision for depreciation of electric 
pint tk aeeeied, Fddiet Ne. Gata nso a sc cccteeeneene $146, 726 


After the entry of the aforesaid proposed adjustment, the balance in the project’s 
accrued depreciation accounts as of December 31, 1956, will be in the amount 
of $1,802,704, classified functionally as follows: 


ER pe OC iin sien Shichi din cession $1, 646, 056 
DIN gas iiicisincesecnssneren nines lteinlinnig niin aaeniia bai iaiaaitial 141, 358 
OMI, asi ceicnincccecensicatipiaticailes taint ip satin innings ean 15, 290 

1, 802, 704 


The Pennsylvania Public Utility Commission was advised by letter of this 
Commission dated November 3, 1960, of the staff’s recommendations herein, 
and the resulting reserves for depreciation as agreed to by Licensee, to afford 
opportunity for submission of comments or protests. By letter of November 7, 
1960, that Commission indicated that it had no comment or objection to the 
staff’s recommendations and the resulting reserves for accrued depreciation. 


The Commission finds: 


(1) Licensee’s concurrence in the staff recommendations herein and the result- 
ing reserves for accrued depreciation and the declaration of no objections thereto 
by the Pennsylvania Public Utility Commission have obviated the necessity for 
the notice and opportunity to protest provided by Sections 4.4 and 4.5 of the 
Commission’s Regulations under the Federal Power Act, the procedural require- 
ments which are deemed to be applicable to the matter herein before the 
Commission. 

(2) It is reasonable and appropriate for the purposes of the Federal Power 
Act that the reserve for accrued depreciation applicable to in-service properties 
of Project No. 309, as of December 31, 1956, be determined as hereinafter 
provided. 

(3) The amount of the reserve for accrued depreciation applicable to in-. 
service properties of Project No. 309, as of December 31, 1956, is properly re- 
flected by the proposed staff adjustment of $146,726 to be achieved by a debit 
in that amount to Account 435, Miscellaneous Debits to Surplus and an equiva- 
lent credit to Account 108, Accumulated Provision for Depreciation of Electric 
Plant in Service, Project No. 309. 

(4) The amount of the reserve for accrued depreciation applicable to in- 
service properties of Project No. 309, as of December 31, 1956, is $1,802,704, 
classifiable in Account 108, Accumulated Provision for Depreciation of Electric 
Plant in Service, by functional groups, all as shown above. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) Licensee, to the extent that it has not already done so, shall adjust its 
reserve for depreciation of electric plant in service, Project No. 309, by a debit 
in the amount of $146,726 to Account 435, Miscellaneous Debits to Surplus and 
an equivalent credit to Account 108, Accumulated Provision for Depreciation of 
Electric Plant in Service, Project No. 309. 
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(C) Licensee, to the extent that it has not already done so, shall establish 
and maintain a separate accrued depreciation reserve applicable to the in- 
service properties of Project No. 309, as of December 31, 1956, in the amount of 
$1,802,704, classified in Account 108, Accumulated Provision for Depreciation of 
Electric Plant in Service, by functional groups, all as shown above. 

(D) Licensee shall file with this Commission within 60 days of the issuance 
of this order certified copies of its journal entry showing compliance with this 
order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PUBLIC SERVICE COMPANY OF NEW HAMPSHIRE, PROJECT NOS. 1893, 
1913, AND 2140 


ORDER DETERMINING PROJECT ACCRUED DEPRECIATION RESERVES AND PRESCRIBING 
ACCOUNTING THEREFOR 


(Issued June 30, 1961) 


By order issued September 26, 1958 (20 FPC 425) this Commission determined, 
inter alia, the actual legitimate original cost of Project Nos. 1893 (Amoskeag 
plant), 1913 (Hooksett), and 2140 (Garvins Falls),’ in the amounts of 
$2,097,991.68, $409,470.95, and $985,920.15 as of January 1, 1938, and the net 
changes in project cost to December 31, 1956. By that order the determination 
of accrued depreciation and net investment for these projects as of January 1, 
1938, was expressly deferred so as to enable the staff to make further studies 
and recommendations (20 FPC 425, 428). Those studies have now been made. 
The Commission’s staff and the licensee have reached a tentative agreement, 
subject to Commission approval as to the proper project accrued depreciation 
reserves as of January 1, 1938, the effective date of license, and for the period 
from January 1, 1988 through December 31, 1956. No study was made of the 
depreciation reserve for the Jefferson plant of Project No. 1893 as this plant 
was retired in 1954. 

Licensee has computed the depreciation reserves for these three projects by 
functional groups as follows: 


As of As of 
Jan. 1, 1988 | Dec. 31, 1956 


Project No. 1893 (Amoskeag): 





BE III Se cba aaiciec ti ouiaenaiei Gthinwstonescnnnenctithakeaweieeoanen $20, 200 $258, 865 
cit initenat ants quibelnsdeapeiiansigdimuintiiehidenadbienbis aide 494 19, 359 
20, 694 278, 225 
Project No. 1913 (Hooksett): 
I ial cartes ecient cgheabiabelaowioes peas 35, 956 101, 050 
Project No. 2140 (Garvins Falls): 
Hydraulic production. - 161, 480 297, 644 
Transmission--..........- 14, 401 35, 043 


175, 881 332, 687 


2 All three projects are located in the State of New Hampshire in and along the Merri- 
mack River and as acquired by Licensee were constructed developments, although Project 
No. 1913 was substantially redeveloped upon Licensee’s acquisition thereof. The respec- 
tive licenses for the three projects are for the following terms: Project Nos. 1893 and 
1913 for a period effective January 1, 1938 through June 30, 1970; and Project No. 2140 
for a period effective January 1, 1938 through December 31, 1975. The licenses for the 
projects provide for the determination of the actual legitimate original cost, accrued 
depreciation, and net investment in each project as of January 1, 1938. 
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The staff proposes to accept, as meeting the minimum requirements, the 
licensee’s computed reserves using the straight line method as shown above, upon 
the explicit condition, that licensee shall increase its annual depreciation 
accruals for hydraulic production plant for the projects’ remaining service lives 
starting at January 1, 1960, at the following revised annual rates: 


Rate 
Hydraulic production (percent) 
FIG ICe Chk Se. CI ince cactecccmetnnia deemed 2. 383 
ES, Te ee <0 iat icsiscnieticcinaniaiteacaiaitgincia ical iach aia cea 1. 801 
Predect. Neu. ZED 6 Garrre inde TI ecencisscnientsstcstieciitnicecibyiaileet agian nthe 2. 576 


The above proposed increased annual rates for depreciation relative to hy- 
draulic production plant by licensee commencing January 1, 1960, are based on 
the staff’s study and will provide an adequate book reserve at the end of the 
remaining service life of the depreciable property. The increased amounts of 
depreciation will overcome indicated deficiencies in the projects’ depreciation 
reserves with respect to the hydraulic production property of these projects. 
By letter dated July 29, 1960, licensee concurred in the above revised annual 
depreciation rates effective January 1, 1960, and to the projects’ depreciation 
reserves as of January 1, 1938, and December 31, 1956. 

The staff’s study indicated that the licensee’s computed depreciation reserves 
for transmission plant for these projects were adequate. 

The New Hampshire Public Utilities Commission was advised by letter of 
this Commission dated February 8, 1961, of the staff’s recommendations herein, 
and the resulting reserves for depreciation as agreed to by licensee, to afford 
opportunity for submission of comments or protests. By letter of February 13, 
1961, that Commission indicated that it had no objection to the staff’s 
recommendations. 


The Commission finds: 


(1) Licensee’s concurrence in the staff recommendations herein and the 
resulting reserves for accrued depreciation and the declaration of no objection 
thereto by the New Hampshire Public Utilities Commission, have obviated the 
necessity for notice and opportunity to protest provided by Sections 4.4, 4.5, 4.22 
and 4.23 of the Commission’s Regulations under the Federal Power Act, the 
procedural requirements of which are deemed to be applicable to the matter 
herein before the Commission. 

(2) The foregoing account balances to be recorded in licensee’s books of 
account for Project Nos. 1893 (Amoskeag), 1913, and 2140 as of January 1, 
1938, are reasonable and appropriate for the purposes of the Federal Power 
Act, and, therefore, should be approved and directed as hereinafter provided. 

(3) The foregoing account balances to be recorded on licensee’s books of 
account for Project Nos. 1893 (Amoskeag), 1913, and 2140 as of December 31, 
1956, are reasonable and appropriate for the purposes of the Federal Power 
Act, and, therefore, should be approved and directed as hereinafter provided. 

(4) The foregoing increased annual rates, for depreciation relative to 
licensee’s hydraulic “production plant for Project Nos. 1893 (Amoskeag), 1913, 
and 2140 commencing January 1, 1960, and continuing for the service life of the 
depreciable property, are reasonable and appropriate for the purposes of the 
Federal Power Act, and, therefore, should be approved and directed as here- 
inafter provided. 

(5) The net investment as of January 1, 1938, is $2,077,279.68 for Project 
No. 1898 (Amoskeag), $373,514.95 for Project No. 1913, and $810,039.15 for 
Project No. 2140. 
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The Commission orders: 


(A) The provisions of Sections 4.4, 4.5, 4.22 and 4.23 of the Commission’s 
Regulations under the Federal Power Act are hereby waived for the purpose 
of this order. 

(B) Licensee, to the extent that it has not done so, shall establish separate 
reserves for accrued depreciation as of January 1, 1938, for Project Nos. 1893 
(Amoskeag), 1913, and 2140 showing credit balances of $20,694, $35,956, and 
$175,881, respectively, classified by functional groups as shown above. 

(C) Licensee, to the extent that it has not done so, shall establish a reserve 
for accrued depreciation as of December 31, 1956, for Project Nos. 1893 (Amos- 
keag), 1913, and 2140 showing credit balances of $278,255, $101,050, and $332,687, 
respectively, classified by functional groups as shown above. 

(D) Licensee, to the extent that it has not done so, shall make provisions 
for annual depreciation of its depreciable hydraulic production properties of 
Project Nos. 1893 (Amoskeag), 1913 and 2140 at the increased annual rates 


starting at January 1, 1960, as shown above, unless otherwise ordered by the 
Commission. 


SHELL OIL COMPANY, DOCKET NO. G-5029; COLUMBIAN CARBON 
COMPANY, DOCKET NO. G-7089; COLTEXO CORPORATION, DOCKET 
NO. G-7091 


ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 
(Issued June 30, 1961)* 
Syllabus 


. Termination of sale by Columbian to El Paso of gas in excess of needs of 
its Seminole plant, and termination of the sales by Shell and Coltexo to 
Columbian for such service, constitutes abandonment of service under 
Section 7(b) of the Act requiring Commission approval. P. 1320. 

2. To permit parties to a sale to eliminate, without Commission permission, 
basic contractual provisions governing rendition of service, so long as some 
other agreement is made continuing service without any immediately ap- 
parent change in price or volume, might well endanger continuity and 
stability of service Section 7(b) was intended to safeguard. P. 1320. 

8. On particular facts of this record Commission treats amendment to con- 
tract as request to abandon sales; and permits abandonment absent ob- 
jection by El Paso. P. 1320. 

Commission jurisdiction still attaches to exchange agreement between Co- 
lumbian and El Paso and to Shell sales to Columbian involved in such 
exchange notwithstanding amendment to contract. P.1321. 

. Exchange of gas between El Paso and Columbian found to be interstate in 

character by virtue of El Paso’s interstate transportation and sale of gas 
it receives. P. 1322. 

6. Sale to Seminole plant is non-jurisdictional, distinguishing North Dakota 
and Oklahoma cases, because gas is produced, transported and consumed 
wholly intrastate, but gas is not commingled with gas from outside the 
state and all of it is separated from commingled stream before stream leaves 
state. P. 1322. 

7. Commission authorizes abandonment of service under Section 7(b) of the 
Natural Gas Act. P. 1323. 

8. Commission denies applicants’ petition for vacation of certificates under 

Section 16 of the Natural Gas Act. P. 1323. 


~ 


ie 


On 


*Initial decision appears on p. 1324. 
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Commissioner Kline dissenting. 

W. B. Golush, Joseph C. Spalding, and Oliver L. Stone, for Shell Oil 
Company. 

Robert A. Macfarlane, Jr. and Harry J. Gerrity, for Columbian Carbon Com- 
pany and Coltexo Corporation. 

Oscar E. Reed, for the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


On April 6, 1961, the presiding examiner issued a decision in this proceeding 
which would deny petitions filed under Section 16 of the Natural Gas Act (Act) 
by Shell Oil Company (Shell), Coltexo Corporation (Coltexo) and Columbian 
Carbon Company (Columbian) requesting that we vacate three certificates of 
public convenience and necessity heretofore issued by the Commission to these 
parties. These certificates cover sales by Shell and Coltexo to Columbian under 
a contract dated May 20, 1948; a sale by Columbian to El Paso Natural Gas 
Company (El Paso) under the same contract; and an exchange of gas between 
Columbian and El Paso under a contract dated May 21, 1948. Two principal 
questions are presented by this case. A preliminary question is whether the 
termination by Columbian of its sale to El Paso of a portion of the gas it receives 
from Shell and Coltexo under the May 20, 1948 contract, and the termination 
of the sale by Shell and Coltexo to Columbian of such gas, constitutes an aband- 
onment of service under Section 7(b) of the Act for which Commission approval 
must be sought and obtained. These sales would be terminated pursuant to an 
amendment dated October 1, 1958, to the May 20, 1948 contract, as agreed upon 
by Shell, Coltexo and Columbian. 

The more basic question is whether the termination of the sales referred to 
above in accordance with the October 1, 1958 amendment eliminate the pre- 
existing basis for Commission jurisdiction over the sales Shell and Coltexo 
would continue to make to Columbian and over the exchange that would con- 
tinue between Columbian and El Paso, so as to justify vacating the certificates 
covering the latter transactions. 

The examiner held that the termination of service under the October 1, 1958 
amendment constitutes an unauthorized abandonment but that, assuming it is 
permitted, Commission jurisdiction still attaches to the sales by Shell and 
Coltexo to Columbian, and to the Columbian-El Paso exchange. Exceptions to 
the examiner’s decision were filed on May 8, 1961, by Shell, Coltexo and 
Columbian. On consideration of the entire record in this case we conclude that 
the examiner reached the correct result but that his decision should be modified 
in certain particulars hereinafter discussed. As so modified his decision shall be 
adopted by the Commission as its decision in this case. 

The certificates Shell and Coltexo seek to have vacated cover their sales to 
Columbian of natural gas produced in the Wasson-Denver-Bennet Field, located 
in Yoacum and Gaines Counties, in southwestern Texas adjoining the New 
Mexico border.’ The sales are made in the field from the Wasson gasoline plant, 
which is owned jointly by Shell and Coltexo. Both these parties are signatories 
to the contract dated May 20, 1948, covering these sales, and for convenience the 
sales will be referred to as one, the Shell sale.? The contract, which provides 


1 The certificate authorizing the sale by Shell to Columbian was issued June 4, 1956, in 
Docket No. G-5029. The certificate authorizing the sale by Coltexo to Columbian was 
issued May 28, 1956, in Docket No. G-7091. 

2The May 20, 1948 contract is on file with the Commission as Shell’s FPC Gas Rate 
Schedule No. 45, and Coltexo’s FPC Gas Rate Schedule No. 4. 
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for the sale to Columbian of a maximum of 38,000 Mcf of gas per day (14.65 
psia), contemplated that Columbian would use the larger part of this gas in its 
Seminole carbon black plant, also located in Texas about ten miles distant 
from the Wasson plant. However, the contract permits Columbian to sell 
volumes of gas in excess of the needs of its Seminole plant to any other pur- 
chaser;* and Columbian has sold such excess gas to El Paso Natural Gas 
Company (El Paso) * in what was clearly interstate commerce for resale, as 
found in the certificates sought to be vacated. The May 20, 1948 contract like 
wise permits Columbian to exchange volumes of this gas, and Columbian entered 
into a contract with El Paso dated May 21, 1948, for such an exchange. 

The certificate Columbian seeks to have vacated covers this exchange of gas 
with El Paso under the May 21, 1948 contract.’ Under the exchange, Columbian 
sells to El Paso some 17,000 Mcf per day of the 38,000 Mcf per day of gas 
Columbian purchases from Shell under the May 20, 1948 contract described 
hereinabove. In exchange, Columbian receives from El Paso equivalent volumes 
of gas which El Paso purchases from another source in Texas not far distant, 
and delivers to Columbian for transportation by the latter to its Seminole plant 
for use there. . 

Thus we have here (1) the sale by Shell and Coltexo of some 38,000 Mcf 
per day of gas to Columbian; (2) the resale by Columbian of a portion of this 
gas in excess of Columbian’s Seminole plant needs to El Paso; (3) the delivery 
of some 20,000 Mcf per day of this gas for use at Columbian’s Seminole plant; 
and (4) the exchange by Columbian of some 17,000 Mcf per day of this gas for 
equivalent volumes from El Paso. 

The facilities whereby these sales and this exchange are made can be de 
scribed briefly. Gas produced by Shell and numerous others is processed at 
the Shell-Coltexo Wasson plant to remove liquid hydrocarbons.° The residue 
gas for the Shell-Coltexo sale to Columbian is delivered for Columbian’s account 
from a plant outlet into am 18-inch line owned by El Paso. The gas flows through 
this line 34 of a mile in a southerly direction to a desulphurization plant owned 
and operated by El Paso. After desulphurization at El Paso’s plant, the gas is 
metered into three separate streams. One is for plant operations and other pur- 
poses and is not relevant here. The second metered stream enters a 10 and 34- 
inch line owned by El Paso which carries the gas for Columbian’s Seminole plant 
approximately 10 miles in a southeasterly direction to the Seminole plant. The 
third metered stream enters a line owned by El Paso called the Wasson-to-Dumas 
loop, through which the gas moves about three miles in a southeasterly direction 
to El Paso’s Plains Compressor station for injection into El] Paso’s 24-inch inter- 
state pipeline running north and west beyond the borders of the State of Texas. 
The Wasson-to-Dumas loop carries gas sold by Shell to El Paso under another 
contract.’ Thus, all the volumes of gas destined for El Paso move through the 
Wasson-to-Dumas loop to El Paso’s Plains compressor station. The volumes of 


* The parties contend, as hereinafter discussed, that by their amendment to the May 20, 
1948 contract, Columbian’s right to resell gas was terminated. Also, the parties contend 
that despite our certificates heretofore issued, the sales to El Paso are not shown to be 
interstate. 

*This resale by Columbian to El Paso was made under Columbian’s FPC Gas Rate 
Schedule No. 23. 

5The certificate authorizing this exchange between Columbian and El Paso—a trans- 


action which is in substance a sale of gas—was issued May 28, 1956, in Docket No. 
G-7091. 


® Shell operates the Wasson gasoline plant. 
7 This sale is made under Shell’s FPC Rate Schedule No. 20. 
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Columbian gas for El Paso are merely retained by El Paso, which, as noted 
above, receives delivery into its facilities of all Columbian gas for Columbian’s 
account. 

As to the facilities for the exchange, El Paso utilizes its Wasson-to-Dumas 
loop to transport to its Plains compressor station and thence to its interstate 
line the some 17,000 Mcf per day of gas Columbian sells it under the exchange 
agreement. El Paso in exchange delivers some 17,000 Mcf of gas per day from 
a gasoline plant located about 12 miles south of Columbian’s Seminole plant into 
facilities of Columbian by means of which Columbian processes the gas and 
transports it north through a 20-inch line to the Columbian Seminole plant. 
El Paso purchases this gas from Phillips Petroleum Company (Phillips), which 
owns the gasoline plant from which deliveries to Columbian are made.* 

The present controversy was precipitated by an amendment dated October 1, 
1958, executed by Shell, Coltexo and Columbian, to the May 20, 1948 contract. 
This amendment would eliminate Columbian’s right under the contract to sell 
to El Paso volumes of gas in excess of the needs of Columbian’s Seminole carbon 
black plant and would restrict Columbian’s takes from Shell and Coltexo to the 
actual requirements of Columbian’s plant. However, the amendment does not 
affect Columbian’s right to exchange Shell gas for El Paso’s Phillips gas as 
described above; and after the amendment, Columbian and El Paso still con- 
tinued the exchange of the 17,000 Mcf per day. 

As indicated at the outset, two principal questions are presented for decision 
here. The preliminary question, as we have seen, is whether the termination of 
the sale by Columbian to El Paso of gas in excess of the needs of Columbian’s 
Seminole plant, and the termination of the sales by Shell and Coltexo to Colum- 
bian of the volumes for such service, in accordance with the October 1, 1958 
amendment to the May 20, 1948 contract, constitutes the abandonment of service 
under Section 7(b) for which Commission approval must be sought and obtained. 

The other, more basic question is whether the termination of the sales referred 
to above in accordance with the October 1, 1958 amendment eliminates the 
pre-existing basis for Commission jurisdiction over the sales Shell and Coltexo 
would continue to make to Columbian, and over the exchange that would con- 
tinue between Columbian and El Paso, so as to justify vacating the certificates 
heretofore issued covering the latter transactions. 

Considering first the abandonment issue, although the examiner agreed with 
staff counsel that the October 1, 1958 amendment of the May 20, 1948 contract 
covering the Shell sale to Columbian effected an unauthorized abandonment of 
service to El Paso in violation of Section 7(b) of the Act, he was of the view that 
it was only a technical and not a wilful abandonment. In addition, he thought 
that it had no adverse effects on the public, since under certain order of pre- 
cedence agreements between Shell and its several customers,’ El Paso could still 


®The basic purpose of this exchange is evidently to enable El Paso to take advantage 
of its supplies of Phillips gas without building any additional facilities. This is accom- 
plished by El Paso’s selling Columbian the Phillips gas and Columbian’s giving El Paso 
equivalent volumes of gas Columbian buys from Shell, using existing facilities for the 
exchange. 

®The order of precedence provided in the contracts between Shell and its customers 
prescribe which customers have priority in the event of changes in the volumes of avail- 
able gas. Three other purchasers have the right to 36,000 Mcf of gas per day from Shell, 
followed by Columbian which under the Shell contract has the right to 38,000 Mcf per day. 
Subject to all these commitments, El Paso has the right to purchase from Shell up to 


30,000 Mcf per day under Shell's FPC Gas Rate Schedule No. 20, referred to in footnote 
7 above. 
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buy from Shell the volumes it had purchased from Columbian without any 
change in price. Also, the examiner considered that staff was in a position to 
report the violation to the Commission for appropriate action. Accordingly, the 
examiner took no action with respect to the violation, although he considered it 
one factor justifying denial of the petitions of the parties herein. 

Shell, Coltexo and Columbian in their exceptions contend that the examiner 
erred in holding that the amendment to the Shell contract constitutes even a 
technical abandonment. They argue that El Paso will still continue to receive, 
without any change in volume or price, the gas Columbian would formerly have 
resold it, since under the order of precedence agreements between Shell and its 
customers, El Paso has the first right to gas formerly sold to Columbian for 
resale to El Paso. Accordingly, they contend that there is in fact no abandon- 
ment of services. 

We conclude on this issue that the termination of Columbian’s sale to El 
Paso of gas in excess of the needs of Columbian’s Seminole plant, and the ter- 
mination of the sales of Shell and Coltexo to Columbian of the volumes for 
such service, as provided by the October 1, 1958 amendment to the May 20, 
1948 contract, require Commission authorization under Section 7(b) of the 
Act. The sale of gas by Columbian to El Paso which the contract permits is 
clearly “service” for the abandonment of which Commission permission must 
be obtained under the explicit language of Section 7(b). So also is the Shell 
sale to Columbian of gas for the El Paso sale. Assuming arguendo that El 
Paso could still buy the same volumes of gas at the same price from Shell 
under the order of precedence agreements referred to above, the fact remains 
that the basic provisions of the contractual arrangement governing Columbian’s 
service to El Paso would be fundamentally modified and the service under those 
particular provisions terminated. The claimed equivalent service to El Paso 
that might continue would be under entirely different contractual provisions 
governing a wholly different arrangement. To interpret Section 7(b) as per- 
mitting parties to a sale to eliminate without Commission permission the 
basic contractual provisions governing the rendition of service, so long as some 
other agreement is made that continues service without any immediate apparent 
changes in price or volume, might well endanger the continuity and stability 
of service Section 7(b) was intended to safeguard. 

However, on the particular facts of this record, it appears that the abandon- 
ment of service contemplated by the October 1, 1958 amendment would not 
adversely affect the public interest and would meet the requirements of Section 
7(b). Accordingly, in the exercise of our procedural discretion, we shall treat 
the amendment as a request to abandon the sales heretofore made by the parties 
under the May 20, 1948 contract. And we find that such abandonment of service 
has been justified under the Act and should be permitted, so long as El Paso, 
the customer company whose rights are directly affected by the abandonment 
but which never intervened and is not a party to this proceeding, has no objec- 
tion thereto. The Secretary of the Commission shall serve a copy of this order 
on El Paso and if El Paso files no objection within thirty days of the date of 
issuance hereof, permission to abandon the service aforesaid shall be considered 
granted as of the date of issuance of this order. In the event objection is filed, 
we shall take such action as appears proper in the light of all the circumstances. 

Turning to the remaining question of whether, giving effect to the October 1, 
1958 amendment, Commission jurisdiction attaches to the Shell sale to Columbian 
still being made and to the exchange between Columbian and El Paso, the 
examiner held that this question is to be resolved in the light of previous deci- 
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sions, particularly North Dakota v. F.P.C., 247 F. 2d 173 and Oklahoma Natural 
Gas Company, 23 F.P.C. 291, and 531, and cases cited therein. The examiner 
held that under the May 20, 1948 contract and the May 21, 1948 exchange agree- 
ment, the parties contemplated that at least 17,000 Mcf of the Shell gas from 
the Wasson plant would be retained by El Paso for transportation in interstate 
commerce for resale, so that the sale by Shell of this gas to Columbian was and 
is subject to Commission jurisdiction. 

As to that portion of the gas—some 20,000 Mcf per day—which goes to 
Columbian’s Seminole plant, the examiner held that this gas too is covered 
by these contracts over which the Commissiion has jurisdiction and is not 
exempt under the above-cited cases, unless (a) the intrastate portion is clearly 
separable, i.e., by a separate transaction; (b) the intrastate portion of the gas 
is identifiably distinguishable from the interstate gas; and (c) the physical sepa- 
ration of the two portions occurs without the intrastate portion becoming com- 
mingled with any interstate gas. However, he held that these requirements 
were not met here, since (a) there is only a single contract, the May 20, 1948 
contract, which is applicable to both interstate and intrastate gas and covers 
a single sale at a single price; (b) there is both physical and contractual 
commingling of the interstate and intrastate gas; and (c) even after separation 
of the intrastate portion, some of the interstate gas remains indistinguishably 
commingled with other gas fed into El Paso’s transmission lines for transporta- 
tion and sale in interstate commerce. 

In excepting to these conclusions of the examiner, the parties’ basic position 
appears to be that the October 1, 1958 amendment to the Shell contract elimi- 
nated the resale of gas by Columbian to El Paso and removed the preexisting 
basis, if any, for Commission jurisdiction over the Shell sale to Columbian. 
They contend that only 17,000 Mcf per day of the gas sold to Columbian under 
the May 20, 1948 contract as amended, goes to El Paso under the exchange agree- 
ment between Columbian and El Paso, and argue that this is no warrant under 
the law for concluding that the entire transaction is interstate and jurisdictional. 
They argue that the North Dakota case, to the extent apposite, requires that to 
separate interstate and intrastate sales, intrastate gas must be identifiable by 
volume from the interstate gas and be metered off before it crosses a stateline, 
which requirement is met here. 

Further, the parties deny that the Oklahoma Natural case makes the entire 
contract quantity subject to Commission jurisdiction, contending that in that 
case the Commission was concerned with an exchange in the nature of a con- 
tractual device that might materially defeat Commission jurisdiction since it 
involved the sale of gas going out of the state, but that the sale here involved 
is to a factory located in the same state where the gas is produced. Finally, 
the commingling of the interstate and intrastate gas in the %4-mile line leading 
from the Wasson plant is unlike the situation in the Oklahoma Natural case, 
they argue, since in this case the gas is local gas and the intrastate portion 
of it at every step is identifiable by volume and is metered off before crossing 
a state line, whereas in Okhaloma Natural, local gas was commingled with gas 
from out-of-state sources and delivered outside the state. 

We conclude that, notwithstanding the October 1, 1958 amendment to the 
Shell contract, Commission jurisdiction still attaches to the Shell sale to Colum- 
bian and to the exchange between Columbian and El Paso. Accordingly, the 
petitions to rescind the certificates authorizing these sales should be denied. 
As to the Shell sale, the facts clearly show that as permitted by the amended 
contract, some 17,000 Mcf per day of the gas which Shell sells Columbian is 
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resold by Columbian to El Paso. The certificates heretofore issued Shell and 
Columbian authorizing their sales of gas sufficiently attest the interstate char- 
acter of El Paso’s subsequent transportation and sale of this gas. Certainly, 
none of the petitioners have undertaken to show that El Paso’s subsequent dis- 
position of this gas is not interstate in character. 

As to the exchange between Columbian and El Paso, as indicated above, under 
the May 20, 1948 contract as amended by the October 1, 1958 amendment, Colum- 
bian still sells El Paso some 17,000 Mcf of gas per day for resale in interstate 
commerce; and in exchange for this gas, Columbian receives from El Paso in 
accordance with the agreement of May 21, 1948, equivalent volumes purchased 
by El Paso from Phillips, for use in Columbian’s Seminole plant. Basically, 
this exchange is merely a sale by Columbian, and like any other sale includes 
that which is sold—here the gas to El Paso; and that which is received in ex- 
change—here the gas from El Paso. Both parts of the transaction are in- 
herent parts of one sale, a sale which, by virtue of El Paso’s interstate trans- 
portation and sale of the gas it receives, is interstate in character. 

However, we are unable to find any basis for concluding that we have 
jurisdiction over Shell’s sale of gas to Columbian for the latter’s Seminole 
carbon black plant, and so must modify the examiner’s decision to this extent. 
Although neither the North Dakota nor the Oklahoma Natural cases, nor any 
of the cases cited by the parties are precisely in point, in its crucial facts the 
present case more closely resembles the circumstances of the first named than 
any of the others. Under Section 1(b) of the Act, we have jurisdiction over 
“the sale in interstate commerce of natural gas for resale,” and “the trans- 
portation of natural gas in interstate commerce.” Here we have a sale of gas 
produced wholly in Texas, transported wholly in Texas, and consumed wholly 
in Texas. This local gas is not commingled with any gas from outside the 
state, and all of it is separated from the commingled stream before any of 
the stream leaves the state. These facts, which differentiate this case from 
the Oklahoma Natural case, provide no basis for a finding that this is a sale in 
interstate commerce. And although the gas for the Seminole plant is com- 
mingled with gas for El Paso destined for interstate commerce in the %-mile 
line running from the Wasson plant to the El Paso desulphurization plant, the 
respective volumes of interstate and intrastate gas are metered and known, 
and all the intrastate gas is separated from the commingled stream before any 
of the gas leaves Texas. Thus there is likewise lacking any basis for finding 
that the movement of the Seminole gas to its destination is transportation in 
interstate commerce. 

Nor are we are able to find in any other facts concerning the Shell sale and 
the Columbian-El Paso exchange, or in the contractual provisions governing 
these transactions, any factors sufficient to convert what is nominally an intra- 
state sale of gas for the Seminole plant into an interstate sale. As found 
above, both elements of the Columbian-El Paso exchange are interstate because 
both are inherent parts of what is essentially one interstate sale. However, 
the sale of gas for the Seminole plant, although made under the May 20, 1948 
contract governing the Shell sale, has no such immediate or substantial rela- 
tionship to the Shell sale or to the Columbian-E] Paso exchange as to justify 
finding it “part of the interstate course of business,” in the language of the 
Oklahoma Natural case. Likewise, we are unable to determine that the inter- 
related transactions involved herein constitute a “contractual device,” in the 
language of the Oklahoma Natural case, that might defeat Commission juris- 
diction. Neither can we discern in the provisions of the contracts involved 
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herein, or in the purpose or effect thereof, any justification for finding the sale 


of gas for the Seminole plant a sale in interstate commerce for resale subject 
to Commission jurisdiction. 


The Commission further finds: 


(1) Applicants Shell, Coltexo and Columbian are engaged in the sale of 
natural gas in interstate commerce for resale for ultimate public consumption, 
and each, therefore, is a “natural-gas company” within the meaning of the 
Natural Gas Act and subject to the provisions thereof. 

(2) The sales of natural gas by Shell, Coltexo and Columbian proposed 
to be abandoned, as hereinbefore described and as more fully described in the 
eontracts and amendments referred to above, have been made in interstate 
commerce for resale for ultimate public consumption and, therefore, are sub- 
ject to the jurisdiction of the Commission and the requirements of subsection 
(b) of Section (7) of the Natural Gas Act. 

(3) The abandonment of service in accordance with the October 1, 1958 
amendment to the May 20, 1948 contract, as proposed by Shell, Coltexo, and 
Columbian, the parties thereto, is permitted by the public convenience and 
necessity, and an order authorizing and approving the same should be issued 
as hereinafter ordered, provided that no objection is filed by the purchaser, 
El Paso Natural Gas Company, as hereinafter set forth. 

(4) The petitions of Shell, Coltexo and Columbian, filed respectively on 
October 27, October 26 and October 26, 1959, to vacate certificates of public 
convenience and necessity issued to Shell on June 4, 1956, in Docket No. G—5029; 
to Coltexo on May 28, 1956, in Docket No. G-7091; and to Columbian on May 28, 
1956, in Docket No. G—7089, should be denied. 

(5) The initial decision of the presiding examiner issued herein on April 6, 
1961, should be modified as above set forth and adopted by the Commission 
as its decision in this case as of the date of issuance of this order; and except 
to the extent herein granted, exceptions to the presiding examiner’s decision 
filed herein by Shell, Coltexo and Columbian on May 8, 1961, should be denied. 


The Commission orders: 


(A) The abandonment of service by Shell Oil Company and Coltexo Corpora- 
tion to Columbian Carbon Company, and by Columbian Carbon Company to El 
Paso Natural Gas Company, in accordance with the October 1, 1958 amendment 
to the May 20, 1948 contract, as more fully described above, is hereby permitted 
and approved; provided, however, that in the event El Paso Natural Gas Com- 
pany files objection thereto within thirty days of the date of this order, such 
permission to abandon shall not take effect unless and until the Commission 
by further order so provides. 

(B) The petitions of Shell Oil Company, Coltexo Corporation and Columbian 
Carbon Company, filed respectively on October 27, October 26, and October 26, 
1959, to vacate certificates of public convenience and necessity issued to Shell 
on June 4, 1956, in Docket No. G-5029; to Coltexo on May 28, 1956, in Docket 
No. G-7091; and to Columbian on May 28, 1956, in Docket No. G—7089, are 
hereby denied. ° 

(C) The initial decision of the presiding examiner issued herein on April 6, 
1961, is modified as above set forth and as so modified, is, to the extent consistent 
with this order, adopted by the Commission as its decision in this case as of 
the date of issuance of this order; and except to the extent hereinabove granted, 


exceptions to the presiding examiner’s decision filed by Shell, Coltexo and Co- 
lumbian on May 8, 1961, are denied. 
Commissioner Kline dissenting. 


1324 FEDERAL POWER COMMISSION 


DECISION 


UPON PETITIONS TO VACATE CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued April 6, 1961) 
CONTENTS OF DECISION 


A. PRELIMINARY STATEMENT 
B. HISTORICAL BACKGROUND 
I. The contracts of May 1948 
(a) Shell-Coltexo Contract of May 20, 1948, with Columbian- 
(b) Shell-Coltexo Contract of May 21,1948,with El Paso___- 
(c) Columbian’s Exchange Agreement of May 21, 1948, 
with El Paso 
II. Facilities as of date of Certification (1956) 
(a) Wasson gasoline plant 
(b) Columbian’s carbon-black factory and facilities_______- 
(c) Phillips’ Seminole gasoline plant 
(d) El Paso’s Interstate Pipelines at or near Wasson in 


(e) El Paso’s post 1948 pipelines at Wasson 
(f) El Paso’s desulphurization plant at Wasson 
Rs RU a I i aie eae eioman enone 
(a) Shell, Columbian and Coltexo (Dockets G-—5029, 
G-7089 and G-7091 
(b) Shell and Coltexo (Dockets G-5013 and G—7090) 
(c) El Paso (Docket G—1051) 
C. ALTERATION OF CIRCUMSTANCES 
I. Compulsions for Seeking Amendment of Columbian Contract - - -- 
(a) Legal 
(b) Practical 
II. Amendment of Shell-Coltexo’s Contract with Columbian 
III. Facilities involved in operations under Amendment 
D. THE PETITIONS TO VACATE 
I. Contentions 
II. Discussion 
(a) Columbian’s Exchange Agreement with El Paso 
(1) Under the May 20, 1948, Contract 
(2) Under the October 1, 1958, Amendment 
(b) Shell-Coltexo’s sale to Columbian 
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A. PRELIMINARY STATEMENT 


Freer, Presiding Examiner: This case involves the Commission’s jurisdiction 
under the Natural Gas Act over certain sales of natural gas by two independent 
producers to the operator of a carbon-black factory and the exchange of a 
portion of said gas by the said carbon-black factory for an equal quantity of 
gas delivered to the factory by a natural gas pipeline company. The issue is 
whether the sales and/or the exchange, are jurisdictional or non-jurisdictional,* 
and is raised by three separate but related petitions filed by two independent 
producers, Shell Oil Company (Shell) and Coltexo Corporation (Coltexo),*? and 
their purchaser Columbian Carbon Company (Columbian), pursuant to Section 
16 of the Act seeking to have the Commission vacate (or rescind) certificates of 
convenience and necessity previously issued to said petitioners in Dockets 
G-5029, G-7091 and G—7089, respectively. The three petitions were consolidated 
for hearing. 

Pursuant to the Commission’s order of September 20, 1960, these matters 
came on for hearing on December 5 and 6, 1960, before the undersigned hearing 
examiner. Shell presented one witness (Tr. pp. 19-83, 88-99), one exhibit (Tr. 
pp. 19, 49) and three items by reference. (Tr. pp. 19, 49) The Staff offered for 
the record ten items of evidence by reference. (Tr. pp. 75, 77, 106-7, 111) Col- 
texo and Columbian offered no evidence. One of their attorneys, however, 
provided certain information (Tr. pp. 7, 83-5, 87, 97-8) and, in answer to a 
question addressed to him by the Presiding Examiner, stated (Tr. p. 100), 
“Everything is now in the record that we think ought to bein.” At the close of 
the hearing permission to file briefs was granted to the parties. Shell and 
the Staff thereafter filed briefs. Columbian and Coltexo did not. Thus, the 
case is now in posture for decision. 


B. HISTORICAL BACKGROUND 
I. The Contracts of May 1948 


A summary of the provisions of the contracts is of importance in a determina- 
tion of the issues in this case. 

(a) Shell-Coltero Contract of May 20, 1948, with Columbian—This contract 
(Item A) is filed with the Commission as Shell’s F.P.C. Rate Schedule No. 45 
and as Coltexo’s F.P.C. Rate Schedule No. 4 (Item D).* The maximum quantity 
(of residue gas) is 38,000 Mcf per day at 14.65 psia (34,000 Mcf per day at 16.4 
psia) and the minimum take-or pay is 33,000 Mcf per day (30,000 Mcf per day 
at 16.4 psia). The initial price is 544¢ per Mcf, with 1¢ escalation every five 
years over the 20 year term of the contract.‘ 


1A secondary issue, suggested in brief of Staff Counsel, as to whether Petitioners should 
have sought abandonment of a part of the sales and service rather than vacation of the 
certificates, is hereinafter discussed but found inappropriate for decision on the record 
herein. 

2 The stockholders of Coltexo are Columbian and Texaco, Inc., with Columbian being the 
majority stockholder. (Shell Brief p. 2.) 

3 Since Shell and Coltexo actually executed the same contract, no further reference to 
Coltexo’s Rate Schedule appears necessary. 

*Explanation of seemingly contradictory quantities is found in Footnotes 6 and 7 on 
page 5 of Shell's Brief. In pertinent part, these notes are: 

“6. * * * Take volumes * * * sold to Columbian are * * * treated volumes,ie., * * * 
volumes measured at the outlet of El Paso’s desulphurization plant * * *. The untreated 
* * * volume decreases by 6 percent * * * going through the desulphurization plant (Tr. 
41). Hence, * * * Shell-Coltexo has delivered 40.4 million cubic feet to El Paso for Co- 
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Article IV provides: 

The * * * gas * * * shall be delivered * * * to the Buyer at the outlet of 
Sellers’ * * * gasoline plant * * * In case buyer shall sell or exchange 
all or any part of said * * * gas, or arrange for the desulphurization, 
measurement and/or transportation thereof by any other party, Sellers will 
on notice from Buyer make delivery thereof at said delivery point * * * to 
such party as Buyer may designate. (Emphasis supplied.) 

(1) An amendatory letter agreement, dated October 11, 1948, was filed with 
the Commission on November 18, 1954 (the date of Shell’s application for 
certificate, Item F), as Supplement No. 1 to Shell’s said Rate Schedule No. 45. 
After reciting that Columbian has been furnished a copy of Shell-Coltexo’s gas 
sales contract, dated May 21, 1948 (Item B), with El Paso Natural Gas Company 
(El Paso), it provides that: 

* * * “Columbian gas” shall be deliwered * * * to “El Paso” at the same 
place and pressure as, and (if there be any “El Paso gas” * * * ) com- 
mingled with said “El Paso gas”, and [Columbian] will, on or before the 
first day of each month * * *, notify [Shell-Coltexo] what volume of ‘Co- 
lumbian gas’ * * * [Columbian] will purchase during such month, (and if 
for any month * * * no such notice is given * * *, it shall be deemed that 
[Columbian] * * * will purchase * * * [the minimum daily quantity] mul- 
tiplied by the number of days in such month). (Emphasis supplied.) 

(2) Another amendatory letter agreement, dated December 7, 1953, and also 
filed with the Commission on November 18, 1954, as Supplement No. 2 to said 
Rate Schedule No. 45, provides that: 

*** from and after November 1, 1953, * * * [Columbian] will 
pay * * * not only for the volume of gas * * * as measured at the outlet 
of El Paso[s] * * * desulphurization plant, but also for that part of the 
difference between the residue gas entering the pipe line from * * * said 
gasoline plants * * * and the gas leaving said desulphurization plant 
* * * that * * * the volume of gas that enters the pipe line that runs from 
the outlet of said desulphurization plant to * * * [Columbian’s factory 
bears to] the total volume of gas emerging from * * * [that] outlet * * * 

(b) Shell-Coltexo contract of May 21, 1948, with El Paso—This contract (Item 
B) is filed with the Commission as Shell’s Rate Schedule No. 20. Maximum 
quantity of surplus residue gas is fixed at a daily average of 30,000 Mcf of Was- 
son gas, if available after supplying Columbian and other contract customers 
listed therein in order of precedence. (Item B, p. 7) No minimum take-or-pay 
is fixed. The initial price is 544¢ per Mcf, with 1¢ escalation every five years 
over the 20 year life of the contract. Deliveries are to begin upon completion 
of the building by El Paso at its own expense of a desulphurization plant and a 
pipeline connecting it with the delivery point—the outlet of the Shell-Coltexo 
gasoline plant. After reciting the Shell-Coltexo contract of May 20, 1948, with 
Columbian, the contract states (Article III No. 2) : 

* * * Tt is agreed that all of the said residue gas (hereinafter called 
“Columbian gas”) will be delivered by Sellers [Shell-Coltexo] * * * at the 
same place and pressure as, and commingled with the surplus residue gas 


lumbian’s account so that Columbian will have 38 million cubic feet at the outlet of El Paso’s 
desulphurization plant (T. 28). See * * * letter dated December 7, 1953 * * * [Supple- 
ment No. 2 to] Shell’s Rate Schedule No. 45 (Item A). The sales price to Columbian is 
based on untreated gas, j.e., the volume of untreated gas times the unit price equals the 
compensation. 

“7, All * * * volumes * * * [in transcript and briefs] have been converted to a unil- 
form pressure base of 14.65 psia. * * *” (Cf. Tr. p. 28.) 
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delivered to Buyer [El Paso] hereunder [El Paso] * * * In making monthly 
settlements * * *, there shall first be deducted from the total volume of gas 
delivered to Buyer (that is, the total volume of commingled gas, Columbian 
gas plus the gas delivered under this agreement), the volume of Columbian 
gas * * *, and the remaining volume of gas shall be deemed to be the volume 
of gas delivered under this agreement for purchase by Buyer [El Paso]. 
(Emphasis supplied.) 

(1) A copy of the above-mentioned letter agreement of October 11, 1948,° was 
also filed on August 31, 1954, as Supplement No. 2 to Shell’s Rate Schedule 
F.P.C. No. 20. Supplement No. 3 was filed on the same date increasing the price 
to 714¢ in accordance with “favored nation” provisions. Subsequent supplements 
would increase the price to 16¢ (Supplement No. 11) effective September 23, 
1959, subject to refund. 

(c) Columbian’s Exchange Agreement of May 21, 1948, with El Paso—This 
agreement (Item E) was filed with the Commission as Columbian’s Rate Sched- 
ule No. 23. (Two supplements thereto are discussed infra, in footnotes Nos. 8 
and 12.) Recitals therein include Columbian’s ownership of a channel carbon- 
black factory, a desulphurization plant and a 20-inch pipeline from the plant to 
the factory ; its purchases of gas from the Seminole field from Phillips Petroleum 
Company (Phillips) under a contract expiring December 31, 1949; and its de 
sulphurizing and transporting this Seminole gas; also recited are the two May 
1948 Shell-Coltexo contracts (effective in the future upon completion of El 
Paso’s facilities) to sell Wasson gas to Columbian (Item A) and El Paso (Item 
B), respectively, and El Paso’s proposed construction of a desulphurization 
plant in or near Wasson field and a pipeline from said plant to the outlet of 
the Shell-Coltexo gasoline plant. 

Therein, Columbian, on its part, agrees: 

* * * to deliver or cause to be delivered and El Paso agrees to receive 
all Wasson gas * * * sold and delivered under said contract by Shell and 
Coltexo to Columbian. * * * at the same point and at the same pressure 
as, and commingled with, the Wasson gas delivered by Shell and Coltero 
under their * * * contract with El Paso. (Emphasis supplied.) 

And El Paso, on its part, agrees: 

* * * to deliver or cause to be delivered and Columbian agrees to accept 
* * * all Seminole gas purchased by El Paso under its * * * contract with 
Phillips not exceeding [17 Mmcf] in any day. * * * The volume of Sem- 
inole gas * * * shall be in exchange for an equal volume of Wasson gas 
delivered by Columbian to El Paso * * * any excess volume of Wasson gas 
[is to be paid for by El Paso, and] * * * until January 1, 1950, Hl Paso 
agrees to take and pay for Wasson gas delivered by Columbian to El Paso 
* * * to the average volume of [17 Mf] per day * * * [at] 514¢ per 1,000 
cf. * * * (Emphasis supplied.) 

El Paso agrees at its own cost to lay, maintain and keep in repair a pipe 
line of at least ten and three quarters (10%) inches diameter extending 
from El Paso’s desulphurizing plant in the Wasson field to the boundary of 
the site of Columbian’s factory, * * * 

* * * and throughout the term of this contract, El Paso agrees at its own 
cost and expense to desulphurize and remove the carbon dioxide from and 
deliver each month through said pipe line * * * the balance of the Wasson 


5 Providing for Shell-Coltexo’s delivery of Wasson gas sold to Columbian commingled 
with that sold to El Paso. 
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gas delivered by Columbian to El Paso, after deducting the volume thereof 
exchanged for Seminole gas or purchased by El Paso, as provided in para- 
graph 1 of this agreement * * * (Emphasis supplied.) 


II. Facilities as of date of Certification (1956) 


Some of the facilities utilized in performance of the sales and service under 
the three interdependent May 1948 contracts (Items A, B, and E) underlying the 
issue herein, were in existence prior thereto; others were constructed thereafter 
to implement performance of the said contracts. A short resume of the history 
of the facilities utilized appears to be an essential prelude to a discussion of 
the Commission’s jurisdiction over the sales and service involved. (Tr. pp. 22 
et seq.) 

(a) Wasson gasoline plant—Constructed in 1939, by Shell and Coltexo, 
jointly, and operated by Shell,® the gasoline plant at Wasson, Yoakum County 
(near the Texas-New Mexico state line in the Midland area of West Texas) 
processes casinghead gas (Wasson gas) purchased from several fields in Yoa- 
kum and Gaines Counties, Texas. (Tr. p. 22) 

Originally small, the plant capacity has been enlarged so that it is able to 
process up to 150,000 Mcf per day of raw gas. (Tr. p. 23) Deducting fuel con- 
sumption and shrinkage (about 30%) this is 105,000 Mcf per day at the outlet 
side. (Tr. p. 50) Recent eight-day per month allowable production schedules 
set by Texas Railroad Commission limit raw gas available for processing to an 
average of between 88,000 and 95,000 Mcf per day. (Tr. pp. 24-25) 

Sales of surplus residue gas from the Wasson gasoline plant prior to 1948 
amounted to about 36,000 Mcf per day for local purposes (Tr. p. 26) under 
contracts with Southwestern Public Service Company (March 11, 1941), with 
Columbian (February 28, 1944), for use at a carbon-black plant at Seagraves, 
Texas, and with Frontier Chemical Company (June 25, 1946) (Tr. p. 26; Item 
A, p. 9Q and Item B, p. 7D). 

(b) Columbian’s carbon-black factory and facilities—In 1945, Columbian (al- 
ready operating with Shell-Coltexo Wasson gas a channel black factory at Sea- 
graves, Gaines County, Texas, under a February 28, 1944, contract (Tr. pp. 54, 
94, 108)), acquired, as war surplus, another carbon-black factory at Seminole 
(also in Gaines County) together with a desulphurization plant and a 12-mile 
20-inch pipeline connecting the desulphurization plant to the Seminole factory. 

(ec) Phillips Seminole gasoline plant—This Phillips plant is adjacent (and 
connected) to Columbian’s Seminole desulphurization plant. In 1945 it de 
livered for use in Columbian’s Seminole carbon-black factory up to 17,000 Mcf 
per day under a contract expiring December 31, 1949. On October 19, 1945, El 
Paso Natural Gas Company (El Paso) agreed to purchase 27,000 Mcf per day 
of Seminole gas from this Phillips plant. This contract was to be effective 
January 1, 1950, the day after the expiration date of Phillips contract with 
Columbian and apparently the gas purchased was to include Seminole gas pre- 
viously sold by Phillips to Columbian.” 

(d) El Paso’s interstate pipelines at or near Wasson in 1948—In 1948 El 
Paso had several interstate lines and appurtenant facilities at or near Wasson. 
About that time (Tr. pp. 26, 94-96), El Paso’s interstate transmission line 
began transporting Texas gas to California from Dumas. In Yoakum County 


®Shell owns 15 per cent of the (Watson-Denver-Bennett) field production and pur- 
chases the balance from 150 purchasers (Tr. p. 23). 

7No pipeline connects the Phillips Seminole gasoline plant to El Paso’s lines; as shown 
on Exhibit 1, the closest is El Paso’s Dumas to Pecos River line (valve No. 5, about 3 
miles southwest of the Plains, appears to be about 7 or 8 miles northwest of said plant). 
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this line lies about 4 miles south and east of the Shell-Coltexo Wasson Plant. 
As shown on the map, Exhibit 1, the said pipeline is very close to Shell-Coltexo’s 
plant at Wasson. (See also: Items L and N.) 

(e) El Paso’s post 1948 pipelines at Wasson—El Paso’s post 1948 pipelines 
at or near Wasson, built pursuant to the May 1948 contracts and certificate 
issued to El Paso on September 10, 1948, in Docket G-—1051, include (1) Hl 
Paso’s %-mile 18-inch line from outlet of the Wasson gasoline plant to El 
Paso’s Wasson desulphurization plant, (2) El Paso’s Wasson desulphurization 
plant and Compressor Station, (3) El Paso’s 4%4-mile 10%-inch Wasson to 
Dumas loop line feeder from its desulphurization plant to its nearby Com- 
pressor Station, which is located (Exhibit 1) astride its (Northern) Bast-West 
and its North-South interstate transmission lines, and (4) Bl Paso’s 12%4-mile 
10%-inch line from its Wasson desulphurization plant to Columbian’s carbon- 
black plant at Seminole (Tr. pp. 104-5, 107) 

The two lines from the outlet side of said desulphurization plant were built 
pursuant to El Paso’s May 21, 1948, contract with Shell-Coltexo (Item B) and 
its May 21, 1948, Exchange Agreement with Columbian (Item E) respectively. 
Through the Wasson to Dumas loop line feeder (Tr. pp. 40-44), and the nearby 
(Plains) Compressor Station, Wasson gas, purchased by El Paso, either di- 
rectly (Item B) or by exchange with Columbian (Item E), flows both to El 
Paso’s (Northern) East-West interstate line from the Plains to San Juan, 
California, and to its main North-South line from Dumas to Pecos River (see 
Maps, Bx. 1, Items L and N); and through the Wasson-Seminole line, El Paso 
transports a portion (slightly more than one-half, Tr. p. 41) of the Wasson 
gas purchased by Columbian (Item A) from Shell-Coltexo (Tr. pp. 40-44). 

(f) El Paso’s desulphurization plant at Wasson—HE Paso’s desulphurization 
plant at Wasson includes a compressor station incidental to transmission of gas 
therefrom. This plant (like the %-mile pipeline connecting said plant to its 
raw gas supply at the outlet of Shell-Coltexo’s Wasson gasoline plant) was 
built some time after May 21, 1948, by El Paso at its own expense, as provided 
in its contract of said date with Shell-Coltexo (Item B) and as one of the 
additional facilities for which El Paso was certificated on September 10, 1948, in 
Docket G-1051. (Item L.) 


III. The initial Certificates 


(a) Shell, Columbian and Coltexo (Dockets G—5029, G—7089 and G-7091)— 
Three separate Certificates of Public Convenience and Necessity, issued by the 
Commission in 1956 (15 F.P.C. 1649 and 1676) authorize Shell and Coltexo to 
sell 38,000 Mcf per day surplus residue gas from the Wasson gasoline Plant 
(located in Yoakum County, Texas, jointly owned by Shell and Coltexo and 
operated by Shell) to Columbian pursuant to their May 20, 1948, contract 
(Item A); and Columbian to “sell or exchange” a portion of the Shell-Coltexo 
gas to El Paso Natural Gas Company (El Paso) for resale pursuant to the 
Columbian-El Paso May 21, 1948, Exchange Agreement (Item E). Coltexo’s 
and Columbian’s applications were filed on November 30, 1954 (Items G and I) 


® Apparently El Paso transports (through some line neither specified on Exhibit 1 nor 
described in the record) to Columbian’s Seagraves factory the Wasson gas purchased by 
Columbian from Shell-Coltexo under the February 28, 1944, contract. (See: Tr. pp. 54, 
94 and 108) Supplements Nos. 1 and 2 to the Exchange Agreement (Item E) provide 
for looping Columbian’s own 20-inch line and for a line between Columbian’s Seminole and 
Seagraves facilities to be built by El Paso and for Columbian’s enlargement of its Semi- 
nole desulphurization plant, as and when required by El Paso; all with a view to exchang- 
ing between them additional Phillips Seminole gas for this Wasson gas. However, the 
record herein is silent as to any such construction or any such additional exchange. 
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and their certificates issued on May 28, 1956 (Items H and J). Shell’s applica- 
tion was filed on November 18, 1954 (Item F), and its certificate issued on 
June 4, 1956 (Item H). 

(b) Shell and Coltevo (Dockets G-5031 and G—7090)—Two separate certifi- 
cates likewise were issued by the Commission on May 28, 1956, to Shell in Docket 
G-5013, and to Coltexo in Docket G—7090 (15 F.P.C. 1649 and 1676), authorizing 
their sales under their May 21, 1948, contract to El Paso (Item B). 

(c) Hl Paso (Docket G—1051)—a Certificate of Public Convenience and Neces- 
sity already had been issued by the Commission on September 10, 1948, to El 
Paso in Docket G—1051 (7 F.P.C. 908), authorizing El Paso to construct and 
operate additional facilities. Among the facilities so authorized (Items L 
and M) were three pipelines and appurtenant facilities located at or near Was- 
son that are used in desulphurizing and transporting the Wasson gas sold 
by Shell-Coltexo to El Paso and to Columbian and that exchanged with Dl Paso 
by Columbian as provided in the May 20 and 21, 1948, contracts (Items A, B, 
and BE). (Said contracts were not certificated until 1956, applications therefor 
not having been filed until after the decision of the U.S. Supreme Court in 
1954, in Phillips Petroleum Co. v. Wisconsin, 347 U.S. 672.) 


C. ALTERATION OF CIRCUMSTANCES 
I. Compulsions for Seeking Amendment of Columbian Contract 


(a) Legal—Shell’s November 18, 1954 application for certificate (Item F) 
authorizing the Shell-Coltexo sale to Columbian under the May 20, 1948, con- 
tract (Item A), recited (Reply Brief p. 6) : 

Applicant reserves the right to pursue any and all remedies which it may 
have relating to the asserted jurisdiction by the Federal Power Commission 
over this sale, and this application is filed without prejudice to such 
rights, * * * 

At the outset, Columbian’s unrestricted right (Article IV) to “sell or ex- 
change” any or all of the purchased gas to anyone (including El Paso) and 
Columbian’s consistent practice of buying the maximum and reselling the 
excess Over its own needs, to El Paso, at Shell’s Rate Schedule No. 20 prices, 
rendered nugatory Shell’s protest to jurisdiction. 

(b) Practical—Shell-Coltexo meantime had a reduced amount of surplus 
residue gas (due to proration) available for direct sale to El Paso under Shell’s 
Rate Schedule No. 20 (Item B). Meantime also, favored nation provisions had 
increased Shell Rate Schedule No. 20 prices, thus apparently affording Colum- 
bian a profit no its resales of its “excess” gas to El Paso. Since Columbian’s 
initial price (Shell’s Rate Schedule No. 45) had not been similarly increased, 
Columbian could buy Shell-Coltexo gas at the lower price provided in Shell’s 
Rate Schedule No. 45 and resell it to El Paso at the higher (as increased) 
price provided in Shell’s Rate Schedule No. 20 (Supra. p. 1326). 


II. Amendment of Shell-Coltexo’s Contract with Columbian 


An Amendment of Agreement was entered into on October 1, 1958, between 
Shell, Coltexo and Columbian. This agreement makes basic changes in their 
May 20, 1948, contract and cancels the two letter agreements of October 11, 
1948, and December 7, 1953. (These amendments relating to delivery and 
measurement, respectively, were certificated by the Commission as Supplements 
Nos. 1 and 2 to said original contract in 1956 in Dockets G—5029 and G—7091). 

This amendatory agreement came to the attention of the Commission about 
six months after its execution as a consequence of Shell’s May 25, 1959, petition 
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(Item C) to vacate its certificate and its May 26, 1959, notice of cancellation 
of its Rate Schedule No. 45. 

The Commission’s official file treats this Agreement as if it had been tendered 
for filing (under Sec. 4(d) N.G.A. and Sec. 154.93 Regulations thereunder) as 
a supplement to said rate schedule. Filing date of Supplement No. 3 is stated 
as May 27, 1959, but with the notation that it “will not become effective until 
accepted for filing by the * * * Commission.” On the other hand, Shell’s 
Brief (p. 13), states that, “Shell is not here contending that the Amendatory 
Agreement of October 1, 1958 (Item C), should be approved, accepted for filing 
or sanctioned by the Commission”. (Compare Tr. p. 35 and see “E” infra) 

The Agreement of Amendment provides, inter alia, that the volumes are to 
be volumes of treated gas as measured at the outlet of El Paso’s desulphurization 
plant; the minimum daily take-or-pay quantity is reduced (by 50%) to 17,500 
Mecf (Tr. p. 34); Columbian’s maximum volumes stated in the contract to be 
up to 38,000 Mcf per day, hereafter are to be limited to the quantity of gas 
actually used in the Seminole factory operations; Columbian’s previously unre 
stricted right to purchase Columbian’s excess gas for resale is further restricted 
by providing that any excess volume over Columbian’s requirements that may 
be delivered (to El Paso for Columbian) is to remain the property of Shell- 
Coltexo and treated as sold by them direct to El Paso; and also Columbian’s 
previously unrestricted right to resell its excess gas to El Paso is further 
restricted by deleting the words “sell or’ from the expression “sell or exchange” 
in Article IV of the 1958 contract (Item A). 

Columbian’s unrestricted right to exchange Wasson gas with El Paso for 
equal quantities of Seminole gas is not deleted. The amendatory agreement, 
by deleting only the words “sell or”, confirms Columbian’s right to “exchange” 
Wasson gas with El Paso pursuant to the Exchange Agreement of May 21, 
1948 (Item E). Columbian continues, therefore, to exchange about 17,000 
Mcf per day of Wasson gas with El Paso for a similar amount of Seminole gas. 


III. Facilities involved in operations under Amendment 


No change is made either in the physical operations or in the use of certificated 
facilities. All Shell-Coltexo Wasson gas, whether sold to El Paso or to Colum- 
bian, is delivered in a commingled stream to El Paso at the outlet of the gaso- 
line plant, as before; after desulphurization a portion thereof (about 20,000 
Mcf per day) is separated from the stream and transported through a certificated 
pipeline to Columbian’s Seminole factory, likewise, as before; and the remainder, 
including (1) Shell-Coltexo gas sold directly to El Paso (under Item B), (2) 
the excess over Columbian’s requirements (formerly sold to Columbian under 
Item A for resale to El Paso) and (3) about 17,000 Mcf per day (nominally 
sold to Columbian under Item A but intended for exchange with El Paso under 
Item E) continues, as before, to be fed by El Paso into its certificated inter- 
state transmission lines at Wasson. The change is merely one of accounting. 
El Paso now pays Shell-Coltexo instead of Columbian for any “excess” gas. 
(See “E”, infra.) 

= D. THE PETITIONS TO VACATE 


I. Contentions 


Coltexo’s and Columbian’s petitions to vacate their certificates are based, 
largely, if not wholly, upon the allegedly changed circumstances resulting from 
an Agreement of Amendment (to their May 20, 1948, contract) executed October 
1, 1958, by Shell, Coltexo and Columbian. 
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While Shell’s petition asserts that the 1948 sale to Columbian did not require 
certification originally, it also alleges that Shell’s certificate no longer is either 
necessary or appropriate. Thus, it appears that Shell, too, relies, in part at least, 
upon the amendatory agreement of October 1, 1958, to support its position that 
the gas sold to Columbian is gas produced, delivered and consumed wholly in 
the State of Texas, and hence, that only a nonjurisdictional sale in intrastate 
commerce is involved—particularly that portion of the Shell-Coltexo gas that is 
consumed by Columbian in the manufacture of carbon-black. (Reply Brief p. 7) 

It is the contention of petitioners that the October 1, 1958, agreement amends 
their May 20, 1948, gas sales contract (Item A—Shell’s Rate Schedule No. 45) 
so as to limit Columbian in its purchase of up to the 38,000 Mcf per day of Shell- 
Coltexo gas from the Wasson plant to the daily volume of about 37,000 Mcf 
(20,000 Mcf of Wasson gas plus 17,000 Mcf of Seminole gas) actually used by 
Columbian in connection with the manufacture of carbon-black at its Seminole, 
Texas, factory; and to terminate, by deletion of the words “sell or” from the 
contract’s expression, “sell or exchange”, Columbian’s previous freedom (Tr. 
p. 32) to resell to El Paso any or all Wasson gas purchased from Shell-Coltexo. 


II. Discussion 


Because of its importance to the jurisdictional questions involved, considera- 
tion is first given to the exchange agreement between Columbian and El Paso 
(Item FE). 

(a) Columbian’s Exchange Agreement with El Paso—All the Wasson gas 
sold to Columbian under the May 20, 1948, contract (Item A) is delivered at 
Shell-Coltexo’s Wasson plant to El Paso, including a portion (approximately 
17,000 Mcf per day) of that gas which was intended to be and is retained by El 
Paso, under the May 21, 1948, Exchange Agreement (Item E), for transportation 
in interstate commerce for resale. 

(1) Under the May 20, 1948, contract (Item A)—Columbian has the un- 
restricted right under the contract to “sell or exchange” any or all the gas 
purchased from Shell-Coltexo. (Tr. p. 32) The evidence shows that until re- 
stricted by the October 1, 1958, Agreement of Amendment, Columbian always 
nominated the maximum quantity (38,000 Mcf per day) specified therein and 
resold to El Paso (at the Shell Rate Schedule No. 20 price) the excess over its 
own requirements. (Tr. p. 33) 

Such sales by Columbian to a natural gas company for transportation and 
sale in interstate commerce are subject to the jurisdiction of the Commission as 
found in 1956 in Docket G—7089. 

(2) Under the October 1, 1958, Amendment—By restricting Columbian’s use 
of the gas to its needs (approximately 37,000 Mcf per day), this amendatory 
agreement eliminated such resales. Columbian, however, retained thereunder 
the right to exchange, and it still exchanges, with El Paso a portion (approxi- 
mately 17,000 Mcf per day) of the Wasson gas for an equal quantity of Phillips 
Seminole gas pursuant to the May 21, 1948, Exchange Agreement. 

The evidence shows that, under this Exchange Agreement (Item E), con- 
temporaneously executed (in May 1948), with the gas sales contract (Item A) 
a substantial portion (at least 17,000 Mcf per day) of the Shell-Coltexo gas 


® El Paso is next in “order of precedence” (Item B, Article IV No. 5, p. 7D) of Shell- 
Coltexo customers and any “excess” gas formerly resold to El Paso by Columbian is now 
considered to be sold directly to El Paso by Shell-Coltexo under their May 21, 1948, con- 
tract providing for up to 30,000 Mcf per day, if available. (Tr. pp. 27-29) See; dis- 


cussion, infra, “HB”, of Staff Counsel’s suggested issue of unauthorized abandonment of 
such resales. 
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sold to Columbian, is immediately upon delivery to El Paso available for trans- 
portation by El Paso in interstate commerce for resale. This portion of the Was- 
son gas delivered by Shell to El Paso for Columbian’s account is not intended to 
be, nor is it, transported by El Paso to Columbian’s Seminole factory. Instead, 
an equal quantity of Phillips Seminole gas is contemporaneously delivered to 
Columbian’s Seminole desulphurization plant by El Paso. This portion of Shell- 
Coltexo Wasson gas is retained by El Paso (both before and since October 1, 
1958) and, after desulphurization, fed into its interstate transmission lines at 
Wasson. 

By virtue of the exchange, El Paso’s title to this portion of the gas is as com- 
plete as if the transaction were denominated a sale. When delivered to El Paso 
at the outlet of the Shell-Coltexo gasoline plant, this portion is commingled 
(Item A, Supplement No. 1) with other Wasson gas sold (Item B) to El Paso. 
It remains indistinguishably commingled in El Paso’s interstate transmission 
lines with other gas destined to cross state line for resale. Such a “delivery * * * 
in exchange for gas received * * * constitute[s] a sale in interstate commerce.” 
Oklahoma Natural Gas Company, et al., 23 FPC 291 and 531 at 5382. 

As in Oklahoma Natural, “Interstate Commerce has taken place here because 
{Shell] . . . has delivered gas [to El Paso for Columbian] which is transported 
outside the State and consumed outside it.” (23 FPC 291 at 293.) 

On application for a rehearing in the Oklahoma Natural case, the Commission 
said: 

* * * Injecting Oklahoma * * * gas into that [Consolidated’s] system 
even with a contract that an equal amount of gas would always be delivered 
in Oklahoma does not alter the interstate nature of Consolidated’s opera- 
tions and Oklahoma Natural’s Sale. (23 FPC 531, at 534.) 

Concerning contentions (made in said application) that the original opinion 
erred in finding (23 FPC 291, 295) “that the delivery by Oklahoma Natural in 
exchange for gas received would constitute a sale in interstate commerce,” 
the Commission noted that “admittedly Oklahoma Natural’s gas became com- 
mingled with interstate gas in Consolidated’s pipeline and was thus undeniably 
transported, in part, out of Oklahoma.” (23 FPC 531, at 532.) (Emphasis 
supplied. ) 

The 1958 Agreement of Amendment, providing that Columbian thereafter be 
restricted to the amount of gas needed for its carbon-black operations and in- 
hibited from reselling any “excess”, is (and even if authorized by the Commis- 
sion would be) ineffective to “affect the interstate nature of the transaction” 
which results from Columbian’s exchange of a substantial portion of the Shell- 
Coltexo gas with El Paso. 

As to the “contractual device” in the Oklahoma Natural case, the Commission 
pointed out: 

* * * Tf the contract were able to have the effect claimed, every producer 
or other seller of gas within a given state which sells gas to an interstate 
pipeline could escape jurisdiction if the pipeline happened to sell an equal 
or greater quantity of gas within the same state, and the seller had the 
right kind of a_contract with the pipeline. (23 FPC 531 at 533.) 

The evidence shows that a substantial portion of the Shell-Coltexo gas, de- 
livered to El Paso for Columbian, is fed by El Paso into its interstate transmis- 
sion lines for interstate transportation and resale. Such evidence warrants 
the conclusion that Columbian’s continuing exchange of gas with El Paso, as 
well as its former sales of “excess” gas to El Paso, remains subject to the Com- 
mission’s jurisdiction. 

(b) Shell-Coltexo’s sale to Columbian—Because a substantial portion of the 
Wasson gas is resold to El Paso (by exchange) for transportation and sale 
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in interstate commerce, Shell-Coltexo’s sale to Columbian requires certification 
as a whole, unless, under the doctrine of the North Dakota v. F.P.C., 247 F. 2d 
173, the sale of the intrastate portion thereof may be found to be exempt there- 
from as urged (p. 7) in the Reply Brief. 

The Columbian gas sales contract of May 20, 1948 (Item A) with an October 29, 
1948, amendment (Supplement No. 1), relating to delivery (of commingled 
Wasson gas) to El Paso; the Exchange Agreement of May 21, 1948 (Item E), 
and the jurisdictional gas sales contract between Shell-Coltexo and El Paso 
of May 21, 1948 (Item B), all clearly appear to be interdependent parts of one 
overall plan by Shell-Coltexo to sell Wasson gasoline plant surplus residue gas 
following Shell’s enlargement of that plant (to a capacity of about 150,000 Mcf 
at inlet side or about 105,000 Mcf at outlet side thereof). 

(1) The interstate gas—On May 20, 1948, Columbian (already purchasing 
Wasson gas for its Seagraves factory, Tr. p. 54), purchased from Shell-Coltexo 
up to 38,000 Mcf per day of Wasson gas for use at its Seminole carbon-black 
factory which was then receiving 17,000 Mcf per day of Phillips Seminole gas 
for that operation under a contract with Phillips Petroleum Company expiring 
on December 31, 1949. (Tr. p. 43) 

On May 21, 1948, El Paso entered into the Exchange Agreement with Colum- 
bian (Item E) and on September 10, 1948, El Paso was certificated in Docket 
G-1051 (Items L and M) to construct and operate (among other facilities) two 
pipelines connecting the outlet side of its Wasson desulphurization plant to its 
Plains Compressor Station and to Columbian’s Seminole carbon-black factory, 
respectively.” 

While about 20,000 Mcf per day of Shell-Coltexo Wasson gas—somewhat more 
than half of Columbian’s total gas requirements at Seminole—is transported 
(after January 1, 1950) by El Paso through its 12%4-mile 10%4-inch line to 
Seminole, about 17,000 Mcf per day of Phillips Seminole gas—nearly half—of 
Columbian’s total gas requirements continues to flow through Columbian’s own 
12-mile 20-inch line.“ This 17,000 Mcf of Phillips Seminole gas is the amount 
exchanged with El Paso” for a similar amount of Shell-Coltexo Wasson gas 
which is retained by El Paso at Wasson. El Paso feeds this retained Shell- 
Coltexo Wasson gas directly into its Wasson-Dumas Loop for transportation 
in interstate commerce for resale. 

The inference is: clear that Shell and Coltexo, on one hand, and Columbian 
and El Paso, on the other, had in mind and intended in negotiating the May 1948 
gas sales contracts (Items A and B) that, under the contemporaneously executed 
Exchange Agreement between Columbian and El Paso (Item E), at least 17,000 
Mcf per day of Shell-Coltexo Wasson gas nominally sold to Columbian would be— 
and it has been—retained at Wasson by El Paso for transportation in interstate 
commerce for resale. 





71 Paso’s Wasson desulphurization plant, the pipeline connecting it to the Shell- 
Coltexo gasoline plant and its pipelines to Columbian’s Seminole factory and a part of its 
Wasson-Dumas loop line were built pursuant to El Paso’s contract with Shell-Coltexo and 
its Exchange Agreement with Columbian. 

“In exchange for Wasson gas nominally sold to Columbian but actually retained at 
Wasson by El Paso under the El Paso-Columbian Exchange Agreement, as amended Oc- 
tober 11, 1948 (Item E). 

2The 17,000 Mcf per day of Phillips Seminole gas formerly delivered by Phillips di- 
rectly to Columbian, under the contract which expired December 31, 1949, was delivered 
after January 1, 1950, by El Paso (Tr. p. 43) pursuant to the Exchange Agreement (Item 
E) and to a contract (for a larger quantity) between Phillips and El Paso (dated Oc- 
tober 13, 1945, effective January 1, 1960). The Phillips sale to El Paso is stated by 
Shell to be an uncertificated sale. (Tr. p. 45) The only other information, regarding 
it appears in Supplement No. 2 to Columbian’s Rate Schedule No. 23, Item HB. (See: 
Footnotes Nos. 7 and 8, supra.) 
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Hence, Shell-Coltexo’s sale of this portion of the gas to Columbian for such 
resale to El Paso concurrently was and still is clearly subject to the Commission’s 
jurisdiction. 

(2) The intrastate gas—Of the up to 38,000 Mcf per day of Wasson gas de- 
livered to El Paso for Columbian’s account, about 20,000 Mcf per day is actually 
transported by El Paso to Columbian’s factory. Approximately 20,000 Mcf per 
day of the Wasson gas sold to Columbian by Shell and Coltexo is gas produced, 
sold, transported and consumed wholly within the State of Texas. This portion 
(Reply Brief p. 7) is alleged to be identifiably and distinguishably intrastate in 
origin, movement and use, because after desulphurization it is fed by El Paso at 
the outlet of its Wasson desulphurization plant into a separate El Paso pipeline 
leading only to Columbian’s Seminole factory, where it is used in making carbon- 
black (Tr. pp. 40-42). 

(3) The controlling decisions—Whether the whole of the Shell-Coltexo con- 
tract requires certification or whether the sale to Columbian of that portion of 
the Wasson gas, which, after desulphurization and transportation by El Paso, is 
actually consumed by Columbian, may be exempt therefrom (as outside the Com- 
mission’s jurisdiction as contended by Shell) is determined by the previous de- 
cisions of the Commission and the Courts.” 

The whole gas sales contract is within the Commission’s jurisdiction and re- 
quires certification under these cases, unless the sale of the intrastate portion is 
clearly separable (i.e., by a separate transaction) ; the intrastate portion of the 
gas is identifiably distinguishable from the interstate gas; and the physical sep- 
aration of the two portions occurs without the intrastate portion becoming com- 
mingled with any interstate gas. 

In the North Dakota case, the Court saw “no significance” in the fact that the 
so-called “firm gas” contracts (at 16¢ per Mef for intrastate gas) “were negoti- 
ated at approximately the same time” [one day before] as the so-called “dump 
gas” contracts (at 9¢ per Mcf for interstate gas), stating: 

We find nothing to justify the Petitioner’s claim of interdependence of the 
contracts * * * They are separate contracts * * *. (247 F. 2d at p. 177.) 
(Emphasis supplied.) 

As to the “firm gas” contract for sale of the intrastate gas, the court noted that: 

* * * the gas * * * is clearly distinguishable from [that] * * * sold in 
interstate commerce. There is no commingling * * * within the State 
* * * in the sense of loss of identity because the intrastate gas * * * is 
separated from the gas stream in the main line and metered before any por- 
tion of the gas stream has left the State * * *. (247 F. 2d at p. 177.) 

Shell-Coltexo gas sales contract with Columbian covers a single sale at a single 
price of up to 38,000 Mcf of Wasson gas per day, which quantity includes not 
only the intrastate portion to be consumed by Columbian, but also the interstate 
portion to be resold to El Paso (by both sale and exchange prior to the October 
1, 1958, amendatory agreement and thereafter by exchange only). 

In this case also, there is both physical and contractual commingling of the 
intrastate gas (for transportation to and consumption by Columbian) with the 
interstate gas (far transportation and sale in interstate commerce by El Paso). 
Both portions are delivered to El Paso at the outlet of Shell-Coltexo’s Wasson 
gasoline plant indistinguishably commingled with each other and with other 


3 Phillips v. Wisconsin, supra; Oklahoma Natural, supra; North Dakota v. F.P.C., 247 
F. 2d 173; Deep South Off Co. of Tewas v. F.P.C., 247 F. 2d 882 and companion cases 
therein reported, Shell at p. 900; Humble at p. 903 and Continental at page 904. Cases 
cited by Shell, including several Supreme Court decisions, generally speaking, were con- 
sidered by the Courts and/or the Commission, in the above-named cases. 


‘ 
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Wasson gas sold (under Item B) to El Paso (Item A ,Supplement No.1). All 
the Wasson gas flows in one commingled stream through El Paso’s pipeline from 
said delivery point to El Paso’s Wasson desulphurization plant and thence 
through the said plant. (Tr. pp. 38-39, 70-71, 80) 

There is a continuous flow of commingled Wasson gas from the well-head in 
the field to a meter point beyond the outlet of El Paso’s treatment plant (Tr. pp. 
53-55, 60-62) before any separation of the intrastate portion takes place. 
The interstate portion (exchanged by Columbian with El Paso for Phillips 
gas) is considered to be El Paso’s property as soon as it is delivered to El 
Paso at the Shell-Coltexo gasoline plant commingled not only with the intrastate 
portion but also with other Wasson gas sold to El Paso. Thus, even after sepa- 
ration of the intrastate portion, the interstate portion remains indistinguishably 
commingled with the other Wasson gas fed into El Paso’s transmission lines 
for transportation and sale in interstate commerce. (Tr. pp. 40, 65) 

The failure of Shell-Coltexo to execute separate contracts with Columbian 
covering the sales of the intrastate gas and the interstate gas, as was done (on 
different days and at different prices) by the parties in the North Dakota 
case, and the indistinguishable commingling in this case of the intrastate gas 
with interstate gas, differentiate the situation found here from that existing in 
the North Dakota case. Viewed in the light of the Oklahoma Natural case, and 
the later Court cases cited in Footnote No. 13, these differences warrant the 
conclusion that the contract is not separable, and that interpretation thereof 
cannot be expected to do for the parties what they failed to do for themselves— 
that is to isolate Shell-Coltexo’s sale of the intrastate gas from Shell-Coltexo’s 
contemporaneous interdependent sales of interstate gas. 

The evidence herein supports findings to the effect that Shell-Coltexo’s May 20, 
1948, contract involves the sale of gas to Columbian for resale to a natural gas 
company for transportation and resale in interstate commerce, as heretofore 
found in 1956, in Dockets G-5029 and G—7091; that the amendments to said 
contract, proposed by the October 1, 1958, Agreement of Amendment, do not 
eliminate such interstate sales (by exchange); and that, hence, even if they 
were permitted to become effective, the 1958. amendments would not defeat the 
jurisdiction of the Commission previously established over the said 1948 con- 
tract by issuance of Certificates of Convenience in respect thereto. 

Therefore, the said contract remains subject to the Commission’s jurisdiction 
as heretofore found and the certificates of convenience and necessity issued in 
1956 to Shell in Docket G-5029 and to Coltexo* in Docket G—7091 should not 
now be vacated. 


E. STAFF COUNSEL’S SUGGESTION OF UNAUTHORIZED ABANDONMENT 


The October 1, 1958, Agreement of Amendment to the previously certificated 
May 20, 1948, gas sales contract (Item A) between Shell-Coltexo and Columbian 
is viewed by Staff Counsel as effecting an unauthorized abandonment of a part 
of the said certificated sale and service (namely Shell-Coltexo’s sale to Colum- 
bian and Columbian’s resale of “excess” Wasson gas to El Paso). He states, 
at page 15 of his brief: 

* * * Shell, Coltexo and Columbian ignore the plain provisions of Sec- 
tion 7(b) of the Natural Gas Act requiring the permission and approval of 
the Commission to abandon the sale and service previously certificated. 


14 Coltexo’s petition is not herein separately discussed. Coltexo’s position in this case, 
like its participation in the certificated sales and services, appears to be only that of a 
joint owner with Shell of the Wasson gasoline plant and a co-seller with Shell of the gas 
produced in the course of Shell’s operations of the said plant. 
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On the other hand, Counsel for Shell point out, in their Reply Brief, at page 
5, that: 

* * * any “resale gas’ which Columbian might make available to El 
Paso but for the Amendatory Agreement of October 1, 1958 (Item C) auto- 
matically becomes available to El Paso under Shell’s Rate Schedule No. 20 
(Item B) at the same price and under the same conditions as formerly. 

Calling it a “one-in-a-million factual situation” under Shell-Coltexo’s “order 
of precedence” of customers (Tr. pp. 26-34, 54; Item B, p. 7D; and Shell 
Brief, pp. 4-7) Counsel for Shell insist (Reply Brief, pp. 4-6) that there is no 
abandonment of “any service rendered by means of such [certificated] facili- 
ties”, since “El Paso had available the same volume of gas at the same price.” “ 
They urge that, under the “order of precedence”, elimination of the resale fea- 
ture of the May 20, 1948, gas sales contract (Shell’s Rate Schedule No. 45) did 
not discontinue, disrupt or alter any pre-existing service to El Paso. 

It is true that the amendatory agreement has not changed the operational 
facts. (Tr. pp. 34-85) Delivery to El Paso of total available contract quanti- 
ties of Wasson gas produced and sold by Shell-Coltexo (under both contracts) 
has continued. A portion thereof received for account of Columbian is trans- 
ported by El Paso to Columbian, as before; another portion is retained by El 
Paso, as before, in exchange for Phillips gas; and any excess over the aggre- 
gate of these portions, likewise as before, is retained by El Paso, with all “re- 
tained gas” being available for transportation in interstate commerce for resale 
by El Paso. This “excess”, if any, however, presently is considered to be sold 
directly to El Paso by Shell-Coltexo under their contract of May 21, 1948 (Item 
B), instead of to Columbian under their May 20, 1948, contract (Item A) and 
then resold to El Paso under Columbian’s Exchange Agreement (Item E) with 
El Paso.” 

The testimony shows (1) that prior to October 1, 1958, Columbian always 
elected to take the contract’s maximum quantity (38,000 Mcf per day) and re- 
sold the excess over its own needs to El Paso at the price fixed in the Shell- 
Coltexo gas sales contract with El Paso, filed with the Commission as Shell’s 
Rate Schedule No. 20 (Tr. p. 33); and (2) that El Paso, being next in “order 
of precedence” behind Columbian, still is entitled to delivery of excess Shell- 
Coltexo Wasson gas following those earlier in “precedence” (Tr. p. 48) including 
Columbian. 

This is a unique factual situation. El Paso continues to receive all Shell- 
Coltexo gas in excess of Columbian’s needs (Tr. p. 48) apparently without any 
change except as to whom it makes its payment therefor. This is a concomitant 
to the fact as hereinbefore found, that the May 1948 Shell-Coltexo contracts 
with Columbian (for up to 38,000 Mcf per day) and with Bl Paso (for up to 
30,000 Mcf per day, if available) along with Columbian’s May 1948 Exchange 
Agreement with El Paso are all interdependent parts of Shell’s overall plan, as 
operator of the Shell-Coltexo gasoline plant, to dispose of that plant’s surplus 
residue gas. 

Applications under Section 7(b) to abandon either Shell-Coltexo’s sale of 
excess quantities to Columbian or Columbian’s resale of such excess to El Paso 
were not filed by petitioners, and the changes proposed in sales and service by 


% Shell’s price under Rate Schedule No. 20 (Item B) which has been increased in 
Supplement No. 11 to 16¢ per Mef (subject to possible refund) under escalation and 
“favored nation” provisions. 

18 Some “‘excess” was sold by Shell-Coltexo to El Paso in 1958 and 1959, but because of 
severe proration, none was available in first 10 months of 1960. (Tr. pp. 29-31) 
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the Agreement of Amendment were not accepted by the Commission.” Hence, 
technically speaking, the Act has been violated in that changes (or transfers) ™ 
in certificated contractual relations have taken place under the October 1, 1958, 
agreement without the parties first securing Commission authorization for 
making such changes effective. 

The contention of unauthorized abandonment being raised for the first time 
in Staff Counsel’s brief, there was not opportunity to submit or to receive evi- 
dence regarding it. Insofar as this record shows, therefore, it appears that 
“the violations” flowed from Petitioners’ bonajide beliefs as to the proper inter- 
pretation to be accorded to the law, and hence, were not wilful; also that the 
unauthorized changes probably do not have any substantial adverse effect on 
the public interest, since they had no effect whatever on the volume or price 
of Shell-Coltexo gas available to El Paso for resale in interstate commerce. 

Staff Counsel’s belated contention of unauthorized abandonment, therefore, 
has been considered for purposes of this decision only as one of his several 
arguments against granting the relief sought by petitioners.” 


F. CONCLUSION 


As hereinabove indicated, the evidence of record, viewed in the light of the 
pertinent cases, requires a denial of each of the several petitions. 


FORMAL FINDINGS 


Upon consideration of the entire record in this proceeding including the 
pleadings and briefs and in addition to the findings and conclusions hereinbefore 
stated, it is further found and concluded that: 

(1) El Paso Natural Gas Company is engaged in the transportation of natural 
gas in interstate commerce and in the sale in interstate commerce of such gas 
for resale, and is a “natural gas company” subject to the Natural Gas Act, as 
heretofore found by the Commission. 

(2) Shell Oil Company, Columbian Carbon Company and Coltexo Corporation 
are severally engaged in the sale and delivery of natural gas to El Paso Natural 
Gas Company for transportation in interstate commerce and for sale in inter- 
state commerce for resale, and are “natural gas companies” subject to the 
Natural Gas Act, as heretofore found by the Commission. 


ORDER 


Wherefore, It is ordered, subject to review by the Commission pursuant to 
its Rules of Practice and Procedure, that: 

The separate and several petitions of Shell Oil Company, Columbian Carbon 
Yompany and Coltexo Corporation to vacate the certificates of convenience 
heretofore issued to them in Dockets G-—5029, G—7089, and G—7091, respectively, 
be and they hereby are denied. 


RosertT E. FREER, 
Presiding Examiner. 


17 Neither Shell’s notice of cancellation of Rate Schedule No. 45, given on May 26, 1959, 
nor its filing of the amendatory agreement as Supplement No. 3 to Rate Schedule No. 45, 
on May 27, 1959, were accepted by the Commission. (Cf. Tr. p. 35 and p. 12 supra.) 

48 Certificated sales and service are not transferrable. (Sec. 157.20 Regs. under N.G.A.) 

1% Staff Counsel is not precluded thereby from subsequently requesting the Commission 
either to report the alleged violations to Attorney General (under Sec. 20(a) N.G.A.), if 
he considers them to have been wilful or to issue appropriate rules directing Shell-Coltexo 


and Columbian to show cause (under Sec. 1.6(d) Rules of Practice) why such alleged 
violations should not be so reported. 

















FEDERAL POWER COMMISSION 1339 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-279 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 30, 1961) 


On April 24, 1961, Southern Natural Gas Company (Applicant), filed in Docket 
No. CP61-279 an application pursuant to Section 7(c) of the Natural Gas Act. 
for a certificate of public convenience and necessity authorizing the construction 
and operation of lateral and field facilities to enable Applicant to take into its 
certificated main pipeline system natural gas which will be purchased from 
time to time during the 12-month period August 7, 1961, through August 6, 
1962, at a total cost not in excess of $3,000,000, with no single project to exceed 
a cost of $500,000, all as more fully set forth in the application. 

The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its existing 
pipeline system new supplies of natural gas in various producing areas generally 
coextensive with said system. 

Applicant proposes to finance the cost of the subject facilities from funds on 
hand or from current operations. No new or additional sale of gas is proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 20, 1961, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Southern Natural Gas Company, a Delaware corporation 
having its principal place of business in Birmingham, Alabama, is a “natural- 
gas company’ within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of October 6, 1942, in Docket No. G—296 (3 
FPC 822). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion, and the construction and operation thereof by Applicant are subject to the 
requirements of the Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction of the facilities to take natural gas purchased from 
producers thereof during the 12-month period from August 7, 1961, through 
August 6, 1962, and the operation thereof, as proposed by Applicant, are re- 
quired by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before October 7, 1962, 
a statement under oath showing by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
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projects that have been constructed pursuant to the authorization granted 
hereinafter, (d) the location of said project or projects, (e) the actual final 
costs of the facilities so constructed, and (f) the names of the independent 
producers involved, together with the respective dates of the gas sales contracts 
and the docket numbers of the related producer certificate applications. 

(6) The authorization granted herein should be limited to construction during 
the 12-month period from August 7, 1961, through August 6, 1962, and the total 
expenditures for facilities to be constructed hereunder should be limited to a 
maximum of $3,000,000 with no single project to exceed a cost of $500,000, as 
proposed by Applicant. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Southern Natural Gas Company to construct the proposed 
facilities to take natural gas purchased from producers thereof during the 12- 
month period from August 7, 1961, through August 6, 1962, and to operate the 
same, all as more fully described in the application in this proceeding, upon 
the terms and conditions of this order. 

(B) Applicant shall submit, on or before October 7, 1962, a statement under 
oath showing by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects that have been 
constructed pursuant to the authorization granted in paragraph (A) above, 
(d) the location of said project or projects, (e) the actual final costs of the 
facilities so constructed, and (f) the names of the independent producers in- 
volved, together with the respective dates of the gas sales contracts and the 
docket numbers of the related producer certificate applications. 

(C) The authorization granted in paragraph (A) above is hereby limited 
to construction during the 12-month period from August 7, 1961, through August 
6, 1962, and the total expenditures for facilities to be constructed hereunder are 
hereby limited to a maximum of $3,000,000, with no single project to exceed 
a cost of $500,000, as proposed by Applicant. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


YADKIN, INC., PROJECT NO. 2197 


ORDER APPROVING EXHIBIT 
(Issued June 30, 1961) 


On April 28, 1961, Yadkin, Inc., licensee for major Project No. 2197—located 
on the lower Yadkin stretch of the Yadkin-Pee Dee River in Stanly, Mont- 
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gomery, Davidson and Rowan Counties, North Carolina—pursuant to Article 
20 of the license filed for Commission approval and inclusion in the license 
Exhibit K (FPC Nos. 2197-13 through -76) showing the project boundary. 


The Commission finds: 


Hxhibit K (FPC Nos. 2197-13 through -76)—Map of Properties—conforms 
to the Commission’s rules and regulations and should be approved as part of 
the license for the project, it being unnecessary for Exhibit F filed by the 
licensee to be approved as part of the license. 

No lands of the United States are affected by the project. 


The Commission orders: 


(A) Exhibit K (FPC) Nos. 2197-13 through -76)—Map of Properties—is 
approved as part of the license for the project. 

(B) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) of 
the Federal Power Act and failure to file such an application shall constitute 
acceptance of this order. 








APPLICATIONS OF PRODUCERS OF NATURAL GAS FOR CERTIFICATES OF PUBLIC 


CONVENIENCE AND NECESSITY DISPOSED OF DURING THE PERIOD OF JANU- 
ARY 1, 1961 TO JUNE 30, 1961; SERVICE BEGINNING SUBSEQUENT TO JUNE 7, 1954 


PRODUCER#, DOCKET NO. AND | 
PURCHASER# 


Mike Abraham, et al.: 
G-19372 El] Paso Natural Gas 
Co. 
Noel Adams, Sr., et al.: 
G-19548 United Gas Pipe Line | 
Co. | 
Stanley Adams, et al.: 
CI60-372 Hope Natural Gas 
Co. 
Allegheny Land and Mineral Co.: | 
G-14427 Hope Natural Gas Co- 


CI61-376 Hope Natural Gas 
Co. 

Allen Oil & Gas Co.: 

CI61-491 Hope Natural Gas 
Co. 

Thomas E. Allen: 
C1I60-707 Equitable Gas Co.__| 
C161-327 Equitable Gas Co-. 

Allied Materials Corp., Operator: 
CI60-465 Northern Natural 

Gas Co. 
Amerada Petroleum Corp.: | 
G-20586 Texas Eastern Trans- 
mission Corp. 
CI60-810 Arkansas-Louisiana 
Gas Co. 

Anadarko Production Co.: 

CI60-801 Natural Gas Pipe- 
line Co. of Amer- 
ica. 

CI60-820 Panhandle Eastern 
Pipe “Line Co. 

CI60-821 Panhandle Eastern | 
Pipe Line Co. 

CI60-822 Panhandle Eastern 
Pipe Line Co. 

C1I61-249 Panhandle Eastern 
Pipe Line Co. 

CI61-701 Natural Gas Pipe- 
line Co. of Amer- 
ica. 

Ancon Oil & Gas Inc., Operator, 

et al.: 
CI60-1ll Tennessee Gas | 
Transmission Co. | 

Antelope Gas Products Co.: 

CI61-92 Kansas-Nebraska | 
Natural Gas Co., 
Ine. 

Morris R. Antweil, Operator: 

CI60-528 El] Paso Natural Gas 
Co. } 

Apache Oil Corp.: 

CI60-282 Northern Natural 
Gas Co. 





See footnotes at end of table, p. 1379, 
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NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Apache Oil Corp., Operator: 
C160-337 Cities Service Gas 
Co. 
CI60-347 Panhandle Eastern 
Pipe Line Co. 
Apache Oil Corp., Operator, etal.: 
CI60-338 Panhandle Eastern 
Pipe Line Co. 
Appell Petroleum Corp., et al.: 
CI61-494 Tennessee Gas 
Transmission Co. 
Arthur I. Appleton: 
C160-30 Consolidated 
Utilities Corp. 
Dan E. Archer & E. W. Thomas: 
C1I61-363 Northern Natural 
Gas Co. 
Arnold Well Service, Operator: 
G-20325 Tennessee Gas Trans- 
mission Co. 
C160-769 United Gas Pipe 
Line Co. 
Arnold Well Service, Operator, 
et al.: 
G-19697  W.J. Riley 
Paul H. Ash: 


Gas 


CI61-179 Equitable Gas Co--.- 


Ashland Oil & Refining Co.: 

CI60-738 Panhandle Eastern 
Pipe Line Co. 

Associated Oil & Gas Co., et al.: 

G-20058 Ben Bolt Gathering 
Co. 

Associated Oil & Gas Co., Oper- 
ator, et al.: 

CI60-294 Coastal States Gas 
Producing Co. 

The Atlantic Refining Co.: 

CI60-264 Southern Natural 
Gas Co. 

CI60-300 Tennessee Gas 
Transmission Co. 

CI60-320 Cities Service Gas 
Co. 

CI61-718 Natural Gas Pipe- 
line Co. of Amer- 
ica. 

The Atlantic Refining Co., Oper- 
ator: 

CI60-426 Tennessee Gas 
Transmission Co. 

The Atlantic Refining Co., Oper- 
ator, et al.: 

CI60-511 Northern 
Gas Co. 

Aylard Drilling Co., Operator, 
et al: 

CI61-264 Cities Service Gas 
Co. 


Natural 





North Moreland. - -- 

Southwestern 
Greenough. 

je eee 


Undesignated 


Deer Creek Area__-- 


Guymon-Hugoton - -| 


Jake Hamon 


South Cabeza Creek. 


West Union District. 


Panhandle Area 


Undesignated 


Reynolds Ranch 
Area. 


Saturday Island 
South Elsa 
Northeast Wood- 


ward. 
N.W. Dower 


New Refugio 


Guymon-Hugoton _- 


Undesignated. 


See footnotes at end of table, p. 1379. 
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Woodward 
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Jim Wells......- | 
Plaquemines*.._| 


Hidalgo 


Woodward 





Beaver. 
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TION 
DATE 
















PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Thomas D. Bailey, et al.: 
G-7453 El] Paso Natural Gas 
Co. 
Baker & Taylor Drilling Co.: 
G-20040 Panhandle Eastern | 
Pipe Line Co. 
CI60-708 Panhandle Eastern 
Pipe Line Co. 
Charles E. Baker: 
CI61-269 Equitable Gas Co... 
Robert H. Baker: 
CI60-533 Equitable Gas Co._. 
W. E. Bakke, Agent: 
G-11789 El Paso Natural Gas 
Co. 
W. E. Bakke, Operator, et al.: 
G-12665 El Paso Natural Gas 
Co. 
Batex, Inc., et al.: 


G-3196 Tennessee Gas Trans- 
mission Co. 
Murphy H. Baxter, Operator, 
et al.: 
CI60-59 Phillips Petroleum 
Co. 
CI60-60 Phillips Petroleum 
Co. 
CI60-116 Phillips Petroleum 
Co. 


Beanridge Oil & Gas Co.: 
G-14428 Hope Natural Gas Co_| 
Bear Run Oil & Gas Co.: 
CI60-165 Equitable Gas Co... 
Bel Oil Corp., Operator, et al.: 
CI60-280 United Gas Pipe 
Line Co. 
Pan-Petro, Inc., Operator, et al.: 
CI61-712 Transwestern Pipe- 
line Co. 
Richard H. Bennett: 
CI60-375 Equitable Gas Co...) 
Benson-Montin-Greer Drilling 
Corp., et al.: 
G-20354 El Paso Natural Gas 
Co. 
CI61-297 El Paso Natural Gas 
Co. 
Big Injun Oil and Gas Co., Inc.: 
CI61-50 Equitable Gas Co... 
W. H. Black & L. R. French, Jr.: 
CI60-123 Panhandle Eastern 
Pipe Line Co. 
Blackwood & Nichols Co., Oper- 
ator: 
C160-568 El Paso Natural Gas 
Co. 
Blaho Oil & Gas Co., et al.: 
CI60-759 Hope Natural Gas | 





Co. 





See footnotes at end of table, p. 1379. 


NEW SERVICE CERTIFICATES—Continued 


FIELD 
Blanco Mesaverde - - 
snk eosnns | 


Hansford 


West Union District. 
West Union District 


Benedum- 
Spraberry. 


Bendum- 
Spraberry. 


Azalea 


I coinitertcniaticabies 


Murphy District... 
Heiieeook.. ... <<... 


Northwest Oberlin.. 
Undesignated-..--_-__.- | 


Warren District _.... 


West Union District_| 
Hansford-Cleveland- 


} 


Spraberry Trend___- 
| 


PRODUCER LIST 


Was Vat 


W. Va....| Doddridge___..-. 


ante Midland..._... 
aia cia Midland___.._-| 


levees Midland-....... 


Ws Uekae | Ritchie 


W. Va....| Upshur 


N. Mex-_._| San Juan 


N. Mex...} San Juan........ 
| 


Ww. Va...-| Doddridge 


Litas | Hansford__....-_! 





Troy District....... | 


COUNTY 
| 


San Juan......-./ 
| 


Hansford __.....- | 


Hansford_......- 


Doddridge.__.-- 





Ritchie 











DISPOSI- | 





en 





DIs- 
POsI- 


| TION ! 





Iss. 


Iss. 


Iss. 


Iss. 


RB 


Iss, 


Iss, 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


| Iss, 


Iss. 
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PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


H. H. Blair: 
CI60-705 Panhandle Eastern 
Pipe Line Co. 
Joe Blalack, et al.: 
CI61-666 United Gas Pipe 
Line Co. 
Blanco Oil Co.: 
CI61-373 Texas Eastern Trans- 
mission Corp. 
D. H. Bland: 
CI61-180 United Fuel Gas Co. 
D. H. Bland, et al: 

G-19557 Hope Natural Gas Co-| 
Tom Bolack, et al: 
G-19230 El] Paso Natural Gas 

Co. 
G-19231 El] Paso Natural Gas 
Co. 
D. H. Bolin: 
G-18588 El] Paso Natural Gas 
Co. 
V. B. Boone Oil & Gas Co.: 
CI61-13 Hope Natural Gas Co. 
James Forrest Bourk: 
G-15713 Colorado Interstate 
Gas Co. 
E. W. Bowers and Associates: 
G-18824 Hope Natural Gas Co- 
An-Son Petroleum Corp., Oper- 
ator, et al.: 
CI60-364 Lone Star Gas Co.._- 
Bradley Producing Corp.: 
G-15381 Natural Gas Pipeline 
Co. of America. 
M. J. Brannon, Jr.: 
CI60-286 El] Paso Natural Gas 
Co. 
C. A. Brian, Operator: 
G-16771 United Gas Pipe Line 
Co. 


Hugoton 

Willow Springs 

South Cottonwood 
Creek Area. 

Henry District 


Murphy District _._- 


Blanco Mesaverde-. 


Undesignated 


Camerick S.E 


Undesignated 


Bethany 





G-16772 United Gas Pipe Line 
Co. 
Bright & Schiff: 
G-19400 Northern 
Gas Co. 
The British American Oil Pro- 
ducing Co.: 
G-19057 Eli Paso Natural Gas 
Co. 
Brown & Key, Inc.: 
CI61-354 El Paso Natural Gas 
Co. 
George R. Brown, Operator, et 
al.: 
C160-274 Trunkline Gas Co... 
H. 8. Brown Estate: 


Natural 


G-19721 Hope Natural Gas Sherman District __..| 


Co. 
See footnotes at end of table, p. 


Bethany 


Perryton-Morrow..- 


| 
} 


South Lissie 


1379. 





Kans...... 


W. Va...- 


Wa Vescss 


N. Mex... 


N. Mex... 


N. Mex... 


Ws Win 


N. Mex... 


WW. Vibkincois 





COUNTY 


San Juan......-- 


San Juan 


Wharton 


Calhoun 











DIPSOSI- 
TION 
DATE 


6 27 61 | 


6 27 61 


4 21 61 


4 21 61 


4 21 61 








PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


| | 
PRODUCER#, DOCKET NO. AND DISPOSI- 
PURCHASER# COUNTY TION 
DATE 


Harry T. Bryant Drilling Co., 
Ltd., Operator: 
CI61-518 Lo-Vaca Gathering 
Co. 
B. L. Burge: 
CI60-118 South Penn Oil Co__| Lee District 
W. H. Busch, et al.: 
G-19564 Hope Natural Gas Co_| Dekalb District 
CI60-389 Hope Natural Gas | Sherman District... 
Co. 
CI61-707 Hope Natural Gas | Dekalb District 
Co. 
Harry D. Bush, Agent: 
G-18800 Equitable Gas Co....| Dekalb District 
G-18801 Equitable Gas Co....| Dekalb District 
G-18802 Equitable Gas Co_...| Dekalb District 
C. & L. Drilling Co., Operator: 
CI60-680 Cities Service Gas | West Lawrie 
Co. 
C. L. West Virginia Corp.: 
CI60-474  G. L. Cabot, Inc..._| Burning Springs 
District. 
CI61-454 Cabot Corp Reedy District 
Cabeen Exploration Corp.: 
G-20088 Kansas-Nebraska | South Amber 
Natural Gas Co., 
Inc. 
CI60-92 Kansas-Nebraska | West Amber 
Natural Gas Co., 
Inc. 
CI60-93 Kansas-Nebraska | West Amber 
Natural Gas Co., 
Inc. | 











Cabot Corp.: 
CI60-48 Natural Gas Pipeline | Camrick S.E 
Co of America. 
CI60-153 Cities Service Gas | Hugoton 
Co. 
C160-312 El Paso Natural Gas | Zuletta* 
Co. 
Francis E. Cain, et al.: 
G-20372 Hope Natural Gas Co.) Lee District 
CI60-803 Hope Natural Gas | Lee District 
Co. 
L. D. Cain Oil Co., Operator, et 
al.: | 
G-19305 Southern Coast Corp. | 11261} 
N. B. & E. C. Calder, Jr.: | 
CI6i-63 Natural Gas Pipeline | 627 61 
Co. of America. | 
Calvert Petroleum Co., Operator: | 
CI60-408 Cities Service Gas | Chimney Creek | 6 27 61 | 





Co. Area. 
E. P. Campbell, Operator: 





CI60-714 El Paso Natural Gas | Undesignated | N.2 | San Juan........| 6 6 61 | 
Co. | 


See footnotes at end of table, p. 1379. 
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PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Capital Counsellors, Operator: 

CI60-453 El Paso Natural Gas 
Co. 

Cardinal Drilling Co., Inc.: 

CI61-6 Arkansas-Louisiansa 
Gas Co. 

A. M. Carlson, et al.: 

CI60-381 Equitable Gas Co-.-- 


A. T. Carr, Operator, et al.: 
CI61-304 Hope Natural Gas 
Co. 
Carr] Oil, et al.: 


G-20602 Orange Grove Gas | 


Gathering Co. 
Carr] Oil, Operator: 
G-20331 Ben Bolt Gathering 
Co. 
Carter-Jones Drilling Co., Inc., 
Operator: 
CI61-493 Texas Gas Trans- 
mission Corp. 
Carter-Jones Drilling Co., Inc.: 
G-13140 Texas Eastern Trans- 
mission Corp. 
A. R. Cassard: 
CI60-213 Southern Natural 
Gas Co. 
Cerro de Pasco Corp., Operator, 
et al.: 
CI60-366 Tennessee Gas Trans- 
mission Co. 
Champlin Oil & Refining Co.: 
G-14380 Northern Natural 
Gas Co. 
Champlin Oil & Refining Co., 
Operator.: 
G-20295 Consolidated Gas 
Utilities Corp. 
J. A. Chapman: 
CI61-41 Consolidated Gas 
Utilities Corp. 
Christie, Mitchell & Mitchell 
Co., Operator: 
CI60-3 United Gas Pipe Line 
Co. 
Cities Service Oil Co.: 
G-20333 United Gas Pipe Line 
Co. 
Claiborne Gasoline Co.: 
G-15703 United Gas Pipe 
Line Co. 
Lawton L. Clark, et al.: 
G-16110 Northern 
Gas Co. 
Willie Collins, et al.: 
CI60-628 Hope Natural Gas 
Co. 
Colorado Oil & Gas Corp.: 
CI61-7 Panhandle Eastern 
Pipe Line Co. 


Natural 





DISPOSI- 
TION 
DATE 


COUNTY 


Aztec Pictured 
Cliffs. 


Greenwood- 
Waskom. 


Freemans Creek 
District. 





Freemans Creek 
District. 


W. V@.cc< 


Orange Grove 


Papalote 


Carthage 


South Hallsville 


Cranfield Area 


North Laward 


North Laward 


Mt. Olive 


Sheridan District - -- 


W. Va....| Calhoun 


Edwards* 


See footnotes at end of table, p. 1379. 





PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


James R. Colpitt, et al.: 
C160-376 Cities Service Gas 
Co. 
Columbian Carbon Co.: | 
G-14386 Hope Natural Gas Co. 
CI60-97 Hope Natural Gas Co- 


CI60-139 Hope Natural Gas 
Co. 
| 
Zelma L. Connelly and Pauline 
Myer: 
CI61-55 Equitable Gas Co... 
Consolidated Oil & Gas Co.,Inc., | 
etal.: 
C1I60-271 Hope Natural Gas 
Co. 
Consolidated Oil & Gas, Inc., | 
Operator: 
CI61-490 El] Paso Natural Gas 
Co. 
Continental Oil Co.: 
CI61-300 Kansas-Nebraska 
Natural Gas Co., | 
Inc. 
Cooper Oil & Gas Co.: 
CI60-18 Hope Natural Gas Co. 
Gene Corbett, et al.: 
CI61-75 Equitable Gas Co-..--| 


Dale Cottrill, et al.: 
CI60-513 Equitable Gas Co... 


Edwin L. Cox: 
G-13234 Panhandle Eastern 
Pipe Line Co. — 
G-13235 Cities Service Gas Co. 
CI60-40 Natural Gas Pipeline 
Co. of America. 
John L. Cox, Operator, et al.: 
CI60-121 El] Paso Natural Gas 
Co. 
Walter C, Crane, et al.: 
G-20495 Hope Natural Gas Co. 
CI60-370 Hope Natural Gas 
Co. 


Crescent Oil & Gas Corp.: 


CI60-37 Tennessee Gas Trans- | 
mission Co. 
Crest Exploration Co., et al.: 


G-20321 Northern Natural 





Gas Co. 

Cricket Oil Co.: | 
CI61-940 E] Paso Natural Gas 

Co. | 

M. W. Crockett and Charles E. | 

Kelly: 

G-19953 Lone Star Gas Co-..-! 
CI60-538 Lone Star Gas Co--. 


| Undesignated 


Reno District 
Blackwater Anti- 
cline-Northern 
Extension. 
Reno District 


West Union Dis- 
trict. 


Center District 





| N. Mex...| 


Brohard W. Va.... 


West Union Dis- 
trict. 


| W. Va.... 


West Union Dis- 
trict. 


Enns Area. ........- 


Undesignated 
Camrick S.E 


Spraberry Trend...-| 


Murphy District... 
Union District 


S. W. Garwood 





Texas Panhandle.__-| 


See footnotes at end of table, p. 1379. 


W. Veins 
| Wee 


COUNTY 


| Den censseed 


Preston 
Randolph 


Preston 


Doddridge 


Calhoun. .-..-..... 


Calhoun 


Doddridge 


Midland 


Ritchie 


Ochiltree 





| 
Crockett 
| 


Ritchie-....-.--| 





| Stephens 
Garvin 


DISPOSI- 
TION 
DATE 
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PRODUCER#, DOCKET NO. AND 
PURCHASER# 


David Crow: 
CI60-618 Arkansas-Louisiana 
Gas Co. 
DDG Gas and Oil Corp., Opera- 
tor, et al.: 
G-19171 Texas Eastern Trans- 
mission Corp. 
Harry F. Davis, Agent: 
CI61-88 Equitable Gas Co... 


Harry F. Davis, et al.: 
CI60-62 HopeNatural Gas Co_ 





L. W. Davis, et al.: 
CI61-380 Hope Natural Gas 
Co. 
Leland Davison, et al.: 
CI60-395 El Paso Natural Gas 
Co. 
E] Paso Natural Gas | 
Co. 
E] Paso Natural Gas 
Co. 
E] Paso Natural Gas 
Co. 
Sam Dazzo and Francis Joy | 
Dazzo: 
G-18128 E] Paso Natural Gas 
Co. 


CI60-396 
CI60-397 


CI60-398 


F. 8. Deem: 
CI60-380 Equitable Gas Co... 


Deep South Oil Co. of Texas: 
CI60-263 Texas Gas Corp 


Delaware Gas Co., Agent: 
CI60-145 Equitable Gas Co... 


Delhi-Taylor Oil Corp.: 





G-20508 El] Paso Natural Gas 
Co. 
G-20564 El] Paso Natural Gas 
Co. 
Delta Drilling Co., Operator, 
et al.: 
CI60-241 Arkansas-Louisiana 
Gas Co. 


Herbert L. Dillon, Jr., Operator, 
et al.: 
CI60-154 Trunkline Gas Co... 
Roscoe Dingess, Jr., et al.: 
CI60-630 Hope Natural Gas 
Co. 
Dixon Management Corp., Oper- 
erator, et al.: 
CI60-125 Tennessee Gas 
Transmission Co. 
D. A. Dorward, et al.: 
CI61-367 Hope Natural Gas 
Co. 


See footnotes at end of table, p. 1379. 


PRODUCER LIST 


FIELD 


North Hostetter... | 


West Union Dis- 
trict. 


Freemans Creek 
District. 


Murphy District----! 


Spraberry Trend_--- 


Spraberry Trend_... 


Spraberry Trend_... 


Spraberry Trend..--! 


Blanco-Mesaverde - -| 


Frenchmans Creek 
District. 


North Big Hill 
Area. 


Freemans Creek 
District. 


Colquitt 


Morales Area 


Baileysville Dis- 
trict. 


Sheridan District...| W. Va..-- 


NEW SERVICE CERTIFICATES—Continued 














DISPOSI- 
STATE COUNTY | TION 
DATE 
| Elcecesess | Webster.......- 6 27 61 
| 
DoE osadns McMullen..--.-- 1 12 61 
| W. Va....| Doddridge-...... 3 10 61 
| | 
| 
OE F652) OR cesta | 6 2761 
' 
| | 
WW. Visccs) scene 6 6 61 
| 
| 
Wi ccuniaa Reagan........- | 421 61 
| | 
a. Reagan.........| 4 21 61 
| | 
' 
| — Reagan.......... 4 21 61 
| | | 
a Reagan. .......- 4 21 61 
| | 
| | 
| 
| N. Mex...| San Juan........| 6 6 61 
| | 
| | 
LW. Wins! Bowie | 42161 
| | 
| ES aed Jefferson.......-. 4 14 61 
| | 
| 
Ws. Vinal SOC Ricsciecieks 3 10 61 
N. Mex...| San Juan........ 6 6 61 
' 
| N. Mex...| San Juan........ 6 6 61 
| 
' 
Baki asiee Claiborne--.....- 3 10 61 
WOR asians Jackson........- 3 10 61 
W. Va....| Wyoming..-..... 6 27 61 
i ee Wharton_....... 3 10 61 
Calhoun.......-. 6 27 61 


i 








DIS- 
POSsI- 
TION ! 


Iss. 


Iss, 


Iss. 


Iss. 


| Iss. 


Iss. 


Den. 





Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


PRODUCER LIST 1351 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO, AND 


DIs- 
PURCHASER# 


| FOSI- 
| TION! 


J. F. Dougherty: 
CI60-1 Tennessee Gas Trans- | 
mission Co. 
Durham Drilling Co., Inc., et al.: | 
CI60-390 Northern Natural 
Gas Co. 
Ward M. Edinger: 
G-16978 Boswell-Frates Co... 
E. K. Edmiston: 
CI60-378 Panhandle Eastern | 
Pipe Line Co. | 
Frank O. Elliott and Ora R. Hall, | 
Jr.: 
G-20518 El Paso Natural Gas | Bisti | N. Mex...| San Juan..--- 
Co. 
Elliott, Inc.: | 
G-3693 El Paso Natural Gas | Undesignated y. Mex.--! 
Co. | 
Elliott Production Co.: 
G-18703 Northern Natural | Drinkard N. Mex...| 
Gas Co. | 
G-20517 El Paso Natural Gas | Bisti......---.-.-.-- N. Mex...| San Juan 
Co. 
William H. Ellis, et al.: 
CI61-296 Hope Natural Gas | Glenville District.... W. Va_...| Gilmer 
Co. | | 
Emma Gas Co.: 
G-14425 Hope Natural GasCo.| Triadelphia District.| W. Va....| 
Empire States Drilling Corp.: 
CI60-741 El Paso Natural Gas | Aztec-Fruitland | N. Mex...| San Juan 
Co. 
Engeo Oil & Gas Co., Operator: 
G-20357 Engeo Gathering Co.| Midway Field Area_| Tex 
Fairman Drilling Co.: | 
CI60-314 United Natural Gas | 
Co. 
CI60-795 New York State Na- 
tural Gas Corp. | 
| 


Logan 


San Patricio-_-__| 


Penfield | Pa........| Clearfield 


| 
| 
| 
| 


Boone Mountain...-! Clearfield 
Fairman Drilling Co., et al.: | 
CI60-794 New York State Na- | Boone Mountain....| Pa 
tural Gas Corp. | 
Falcon Seaboard Drilling Co., | 
Operator: | 
G-14360 Tennessee Gas Trans- | | Nelsonville 
mission Co. 
Felmont Oil Corp.: | 
CI60-363 United Natural Gas | Boone Mountain.... 
Co. | 
Willard E. Ferrell: 
CI61-312 Equitable Gas Co...| Union District 
CI61-379 Equitable Gas Co...| Union District 
Richard M. Finder: ~ 
CI61-341 Texas Eastern Trans-| N.E. Beeville 
mission Corp. 
CI61-617 Valley Gas Trans- | S.W. Pheasant 
mission, Inc. 
Fitzpatrick Drilling Co., Opera- | 
tor, et al.: | 
CI61-475 United Gas Pipe | Bethke 
Line Co. | 


See footnotes at end of table, p. 1379. 
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PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Flournoy Production Co., Opera- 
tor: 
CI61-132 Valley Gas Trans- 
mission, Inc. 
Dur! Fluharty: 
CI60-826 Equitable Gas Co-.- 
Durl Fluharty, et al.: 
G-20474 Hope Natural Gas 
Co. 
G-20475 Hope Natural Gas 
Co. 
CI60-287 Equitable Gas Co-_-_. 
Paul J. Fly, Operator, et al.: 
G-14377 United Gas Pipe Line 
Co. 
William Innes Forbes, Jr., et al.: 
CI61-369 Hope Natural Gas 
Co. 
Ford Development Co.: 
CI61-360 Equitable Gas Co--- 


Grant G. Fowler, et al.: 
CI61-382 Hope Natural Gas 
Co. 
CI61-536 Equitable Gas Co--- 
Grady L. Fox, Operator: 
CI60-565 Panhandle Eastern 
Pipe Line Co. 
K. W. Fox, et al: 
CI61-23 Penova Interests._.... 
Funk & Glover Lease: 
CI60-365 South Penn Oil Co.. 
G and W Oil & Gas Co.: 
G-16009 Hope Natural Gas Co. 
Gackle Oil Co., et al.: 
CI61-278 E] Paso Natural Gas 
Co. 
D. L. Gainer, et al.: 
CI61-21 Hope Natural Gas Co. 
Garretson & Edwards: 
CI61-311 Equitable Gas Co-.-- 
General American Oil Co. of 
Texas: 
G-18543 El] Paso Natural Gas 
Co. 
General Crude Oil Co.: 
G-15444 United Gas Pipe Line 
Co. 
C. C. Gilger, Operator, et al.: 
CI60-260 Transcontinental 
Gas Pipe Line 


Corp. 
Arthur I. Ginsburg, Trustee, 
Operator: 
CI60-467 Tennessee Gas 


Transmission Co. 
Delbert Goff, et al.: 
CI60-26 Hope Natural Gas Co. 





See footnotes at end of table, p. 1379. 


PRODUCER LIST 








FIELD STATE 

Independence. .....- Ph scnaiha 
Murphy District....| W. Va-_--- 
Murpby District....; W. Va-_..- 
Murphy District....; W. Va_.-. 
Murphy District....; W. Va... 
Bloomington......-- TUES iacen 
Sherman District...| W. Va--..- 

| 
West Union Dis- | W. Va.... 
trict. | 
Sherman District - --| ns Waew 
DeKalb District....; W. Va... 
Hansford Hugoton..; Tex..-..... 
Murphy District....; W. Va..-- 
Glovers Gas Area...) W. Va...- 
Sherman District...| W. Va..-- 
Langley-Mattix._... N. Mex... 
Lee District ......... Wes Wessae 
West Union District.| W. Va..-- 
Sweetie Peck........ Weeicaccs. 
Cowards Gully----.- i sccccsincoates 
South Crowley-..--- SBinacones 
8.E. Tomball. ...-.-. | Bs secs 
Freemans Creek | we a 
District. 





NEW SERVICE CERTIFICATES—Continued 





COUNTY 






POR acacia 
Ritchie. ........ 
Ritchie. ........ 
Ritchie... ....... 


Victoria 


| Calhoun........ 


Doddridge 


Calhoun. ....... 
Ge eisciadice 


Hansford........ 


a esiacicka saa 


Marion 


DISPOsI- 
TION 
DATE 


1 12 61 


1 12 61 


3 10 61 


4 21 61 


6 661 


4 21 61 


6 661 


4 21 61 


6 27 61 


4 21 61 





1 12 61 


6 27 61 


6 27 61 


6 27 61 


4 21 61 


1 12 61 


3 10 61 


6 27 61 


6 6 61 


6 6 61 | 








DIs- 


POsI- 


Iss. 


Iss. 
Iss. 


Iss. 


Iss. 


Iss. 


Iss. 
Iss. 
Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO, AND 
PURCHASER# 


I. M. Goff Gas Co.: 
CI61-303 Hope Natural Gas 
Co. 
Estate of Walter Leon Goldston, 
deceased, et al.: 
G-20044 El] Paso Natural Gas 
Co. 

Burdette Graham, Operator: 

G-20360 East White Point 
Gathering Co. 

Graham- Michaelis Drilling Co.: 

G-15985 Panhandle Eastern 
Pipe Line Co. 

G-16016 Phillips Petroleum 
Co. 

CI60-382 Northern Natural 
Gas Co. 

Graham-Michaelis Drilling Co., 
Operator, et al.: 

G-14383 Northern Natural 
Gas Co. 

CI60-101 Cities Service Gas 
Co. 

Grantsville Oil & Gas Co.: 
G-18528 Hope Natural Gas Co. 
G-18529 Hope Natural Gas Co. 
G-18530 Hope Natural Gas Co. 

Graridge Corp., Operator, et al.: 


CI60-290 Panhandle Eastern | 


Pipe Line Co. 
Gulf Oil Corp.: 
G-15466 Northern Natural 
Gas Co. 
Texas Gas Transmis- 
sion Corp. 
Transcontinental Gas 
Pipe Line Corp. 
CI60-492 El] Paso Natural Gas 
Co. 
CI61-310 Texas Gas Trans- 
mission Corp. 
Gulf Oil Corp., Operator: 
G-20025 Kansas-Nebraska 
Natural Gas Co., 
Inc. 
C1I60-558 Cities Service Gas 
Co. 
CI61-12 Panhandle Eastern 
Pipe Line Co. 
Gulf States Development Corp., 
Operator: - 
CI60-109 Trunkline Gas Co... 
E. B. Gum: 
CI61-210 Equitable Gas Co... 


G-17857 


G-20130 


P. P. Gunn and Harry Stevens, 
et al.: 
G-14429 Hope Natural Gas Co. 








Murphy District..... W. Va...- 


Denton N. Mex... 


Midway Field Area.| Tex 


Undesignated 
Undesignated 


Harper Ranch 


Sherman District - -- 
Sherman District. - - 
Sherman District. -- 


Wr. ik 
Mire Wika 


Undesignated 


North Hutchinson- -| 
N. Dubberly. 
Dilworth Dome 


N. Mex... 





8.W. Wakita 


Forgan Pool. --.-... 


Reynolds Ranch....| Tex 


West Union Dis- 
trict. 


, 


Sheridan District - -- 


See footnotes at end of table, p. 1379. 





COUNTY 


Ritchie 


Hansford 
Webster. -.....-} 
McMullen 


San Juan 


Jim Wells 


Doddridge 


Ww. oe! Calhoun 
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PRODUCER#, DOCKET NO. AND 
PURCHASER# | 













Victor Hale & Vivian Hale: 
CI60-208 Columbian 
Corp. 
Frank Hall, et al.: 
CI61-263 Arkansas-Louisiana 


Fuel 
















Gas Co. 
Frederick C, and Ferris Hamil- 
ton: 
G-16206 Northern Natural 
Gas Co. 
G-20565 Northern Natural 
Gas Co. 
CI60-585 Cities Service Gas 
Co. 
CI61-262 Colorado Interstate 
Gas Co. 





Hamilton Gas Co., Inc.: 

G-19364 United Carbon Co-... 

Blake Hammack, et al.: 
CI60-164 Hope Natural Gas 

Co. 

Jake L. Hamon, Operator, et al.: 

G-20563 Coastal States Gas 
Producing Co. 

CI60-666 United Gas Pipe 
Line Co. 

CI61-960 El Paso Natural Gas 
Co. 

W. V. Hardin: 

G-16170 United Gas Pipe Line 
Co. 

Harkins & Co., Operator, ct al.: 

CI61-306 Transcontinental 
Gas Pipe Line 
Corp. 

Irv Hardman: 

CI61-353 Panhandle Eastern 
Pipe Line Co. 

| Horace C. Hargrave: 

] CI60-510 Southern Natural 

: Gas Co. 

James H. Harper, et al.: 
CI60-559 United Fuel Gas Co. 
CI60-597 Hope Natural Gas 

Co. 

Harper Oil Co.: 

CI61-667 Colorado Interstate 
Gas Co. 

Harper Oil Co., Operator, et al.: 
G-13248 Cities Service Gas Co. 

D. D. Harrington: 

G-20122 El Paso Natural Gas 
Co. 

U. M. Harrison, Operator, et al.: 
CI61-759 Valley Gas Trans- 

mission, Inc. 

W. L. Hartman, Operator, et al.: 
G-15712 Northern Natural 

Gas Co. 





































See footnotes at end of table, p. 1379. 


PRODUCER 


NEW SERVICE CERTIFICATES—Continued 


FIELD 


Middle Creek-......- 


Caddo-Pine Island--. 


Monroe Gas. - -.--..- 


Smithfield District_. 


Undesignated _...... 


West Runge Area... 


Smithfield District_- 
Smithfield District__ 


Southwest Camp 
Creek. 
Short Junction..-..- 


West Panhandle---_- 


West Bay City.....- 


GOED .cncccoccces 


LIST 


| 
| DISPOSI- 











STATE COUNTY TION 
DATE 
MW icpmsiieige PR ncccientaente 6 27 61 
Biccsucas SD si waaewoun 6 27 61 
| 
sessed Ochiltree_......- 6 27 61 
Kans...... Morton.....-.-- 3 10 61 
i nmccees ERP. cccnane 6 27 61 
eee Sec cssnccd 4 21 61 
MR sincscpci Ouachita.......-. 4 21 61 
Wes CRicack See cdigswaiin 3 10 61 
Wilisoncads San Patricio_.... 6 27 61 
Kans...... } <n 6 27 61 
I acim Crockett........ 6 27 61 
a aisess. TEs savcesess 1 12 61 
bienete A 6 27 61 
Kans...... Stafford......... 6 27 61 
| en Simpson -.-....-- 4 21 61 
i SE RR, 3 10 61 
Ws VG nt Beeetanaecnpes 6 27 61 
Okla...... DOSNT. 5<<.<.- 5 25 61 
a Cleveland......- 6 661 
a cist  iakiuecenad 6 6 61 
a crete Matagorda... .- 6 27 61 
| OT cicncknee 4 21 61 








DIS- 
POSI- 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Wtd. 


Iss. 


Iss. 


Iss. 


Iss. 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Glenn L. Haught: 
G-19553 Hope Natural Gas Co. 


W. H. Haun: 

G-14368 Cities Service Gas Co- 
W. A. Hayhurst, Agent: 

CI61-221 Equitable Gas Co--- 


Haynes and V-T Drilling Co., 
Operators: 
G-20368 El Paso Natural Gas 
Co. 
Haynes and V-T Drilling Co., 
Operators, et al.: 
G-20374 El] Paso Natural Gas 
Co. 
Hays and Co., Agent: 
CI60-272 Hope Natural Gas 
Co. 
Hickman Oil & Gas Co.: 
G-16984 Equitable Gas Co-_--. 
The Hidden Splendor Mining 
Co.: 
CI61-904 Michigan-Wisconsin 
Pipe Line Co. 
Va Roy Hildreth, et al.: 
G-20574 Hope Natural Gas 
Co. 
CI60-529 Hope Natural Gas 
Co. 
Hill City Cable Tool Co.: 
CI61-351 Panhandle Eastern 
Pipe Line Co. 
E. C. Hitcheock & E. S. Hitch- 
cock: 
G-18306 El] Paso Natural Gas 
Co. 
R. M. Hodges: 
G-16371 United Gas Pipe Line 
Co. 
Home-Stake Production Co., Op- 
erator: 
G-20256 Cities Service Gas Co- 
Honolulu Oil Corp.: 
CI61-651 El Paso Natural Gas 
Co. 
Houston Petroleum Co., Opera- 
tor, et al.: 
CI60-342 Panhandle Eastern 
Pipe Line Co. 
H. H. Howell, Operator, et al.: 
CI60-298 Hope Naftiral Gas 
Co. 
J. M. Huber Corp.: 
G-15979 Natural Gas Pipeline 
Co. of America. 
G-20319 Cities Service Gas Co. 
J. M. Huber Corp., Operator: 
G-16140 Natural Gas Pipeline 
Co. of America. 








Mt. Zion Lee Dis- 
trict. 


Hugoton 
West Union Dis- 


trict. 


Fulcher Kutz 


Langley-Mattix 


Freemans Creek 


District. 


Undesignated 


Undesignated 


Sheridan District... 


Washington Dis- 
trict. 


Tex-Mex 


Cotton Valley 


Orlando. 


Pine Lake 


Undesignated 


Courthouse Dis- 
trict. 


See footnotes at end of table, p. 1379. 


W. Va..-.-! 


N. 


Mex... 


« Ciicews 


i 


Kans.....- 


Wa Winiea 





Calhoun. -....... 





W. Va...-| 


Calhoun. ....... 


Calhoun. -......- 


Stafford 


We ccadennan 


Webster 

















12 61 | Iss. 


12 61 | Iss. 


6 6 61 | Iss, 
| 
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PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Hudgins Oil & Gas Co.: 
G-15000 Tennessee Gas Trans- 
mission Co. 
Hudson Gas and Oil Corp., Op- 
erator, et al.: 
G-19812 Southern Natural Gas 
Co. 
Clarence Huffman, et al.: 
CI60-599 Hope Natural Gas 
Co. 
Humble Oil & Refining Co.: 


G-4864 Cities Service Gas Co. 


G-17862 Texas Eastern Trans- 
mission Corp. 
Humble Oil & Refining Co.: 

G-20036 Texas Gas Transmis- 

sion Corp. 

CI60-572 Tennessee Gas 
Transmission Co. 

Humble Oil & Refining Co., 
Operator: 

CI60-828 Natural Gas Pipe- 
line Co. of Amer- 
ica. 

Caroline Hunt Trust Estate: 

CI60-685 Tennessee Gas 
Transmission Co. 

H. L. Hunt: 

G-16223 Socony Mobil 
Co., Inc. 

CI60-152 United Gas Pipe 
Line Co. 

Haroldson L. Hunt, Jr., Trust 
Estate: 

CI60-151 United Gas Pipe 

Line Co. 
Lamar Hunt: 

G-14446 Texas Eastern Trans- 
mission Corp. 

CI60-150 United Gas Pipe 
Line Co. 

Lamar Hunt Trust Estate, Op- 
erator: 

G-14444 Texas Eastern Trans- 
mission Corp. 

G-14445 Texas Eastern Trans- 
mission Corp. 

Estate of Lyda Bunker Hunt, 
Deceased: 

G-16219 Socony Mobil Oil 
Co., Inc. 

Nelson Bunker Hunt Trust 
Estate: 

G-14443 Texas Eastern Trans- 
mission Corp. 

G-14447 Texas Eastern Trans- 
mission Corp. 


Oil 


DISPOSI- 
TION 
DATE 


COUNTY 


Oklahoma 
Shelby 


Ouachita 


Refugio 


Beaver 


Seeligson 
Cowpen Creek 
West Pilgrim 


Church. 


West Pilgrim 
Church. 


West Pilgrim 
Church. 


Bienville 


Bienville 


Beauregard - ...- 


Bienville 


Bienville 


See footnotes at end of table, p. 1379. 








PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Hunt Oil Co.: 
G-14539 Texas Eastern Trans- 
mission Corp. 
G-13682 Texas Eastern Trans- 
mission Corp. 
William Herbert Hunt Trust 
Estate: 
G-14448 Texas Eastern Trans- | 
mission Corp. | 
G-14449 Texas Eastern Trans- 
mission Corp. 
R. J. Hunter: 
CI60-577 Equitable Gas Co_... 
Imperial Oil Co., et al.: 
C160-760 Hope Natural Gas 
Co. 
Imperial Oil of Kansas, Inc.: 
CI61-385 Northern Natural 
Gas Co. 
Inco 3, Ine.: 
G-19555 Hope Natural Gas Co- 
Inco 3, Ine.: 
C1I60-455 Equitable Gas Co___- 
S. W. Jack Drilling Co., et al.: 
CI60-427 New York State 
Natural Gas Corp. 





CI60-4837 New York State 
Natural Gas Corp. 
New York State 
Natural Gas Corp. 
George Jackson: 
C160-512 Equitable Gas Co___. 
Lawrence Jacobs, II, Operator: 
CI60-172 Equitable Gas Co__.. 


CI61-64 


F. E. Jameson, et al.: 
G-16090 Transcontinental Gas 
Pipe Line Corp. 
John P. Jennings: 
CI60-82 Michigan-Wisconsin 
Pipe Line Co. 
Jocelyn-Varn Oil Co., Operator: 
CI60-7 Consolidated Gas 
Utilities Corp. 


Jocelyn-Varn Oil Co., Operator, | 


et al.: 
G-19807 El] Paso Natural Gas 
Co. 
Johnson Oil & Gas Co.: 
CI60-758 Hope Natural Gas 
Co. 
Johnston & Larimer, Inc., Opera- 
tor, et al.: " 
CI60-52 Panhandle Eastern 
Pipe Line Co. 
Gerald D. Jones: 
CI60-621 


G-14400 El] Paso Natural Gas 


Equitable Gas Co__-.| 
J. E. Jones Drilling Co., Operator: | 





Co. 


West Union District 


Grant District 


Hugoton 


Union District 

West Union District. 
Boone Mountain... 
Boone Mountain.... 


Boone Mountain_..- 


Skin Creek District - 


Freemans Creek 


District. 


Undesignated 


East Kremlin Pool. 


Undesignated 


Union District 


Undesignated 


Birch District 


Spraberry Trend 


See footnotes at end of table, p. 1379. 


COUNTY 


Bienville 


Bienville 


W. Va_...| Doddridge 


W. Va....| Wetzel 


W. Va_...| Ritchie 
Doddridge 
Clearfield 
Clearfield 


Clearfield 





Was Wiisne 


We VG 


Beauregard 


Edwards........ 


Garfield 


Braxton 








Upton 





6 27 61 








1358 PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 





PRODUCER#, DOCKET NO. AND 
PURCHASER# FIELD 





James Marshall Jones: 
CI61-40 Texas Gas Transmis- | Bernice 
sion Corp. 
Jones-Shelburne & Pellow Oil 
Co., Operator: 


G-16868 Jernigan & Morgan | East Victor Pool-.-.- 


Transmission Co. 
Jupiter Oils Inc., et al.: 
G-18397 Transcontinental Gas | Mula Pasture 
Pipe Line Corp. 
Jupiter Oils, Inc., Operator: 
CI61-781 Tennessee Gas | North Magnolia 





Transmission Co. City. 
Katex Oil Co.: 
CI60-450 Phillips Petroleum | West Panhandle---- 
Co. 
W.D. Kennard: 
CI60-655 Coastal Transmis- | McGill Ranch 
sion Corp. 


Rose F. Kennedy: 


CI60-351 Transcontinental | 8.E. Dilworth.....-- 


Gas Pipe Line 

Corp. 
Kerr-McGee Industries, Inc.: 
G-20336 Northern Natural | Hugoton 





Gas Co. 
Kewanee Oil Co.: 
CI60-332 Phillips Petroleum | Stiles Area.........- 
Co. 
8. H. Killingsworth, Operator, 
et al.: 
CI60-36 Arkansas-Louisiana | Rodessa..........-- 
Gas Co. 


Kay Kimbell, Operator: 


CI61-389 El Paso Natural Gas | Undesignated .-.-.--! 


Co. 
Kay Kimbell Oil Properties, 
Operator: 
G-20350 El Paso Natural Gas | Hirsch-Clearfork 
Co. Area. 


Kingwood Oil Co., Operator: 
CI60-536 Kansas-Nebraska | Ruby 
Natural Gas Co., 
Inc. 
Norman V. Kinsey, Jr., Operator, 
et al.: 


G-19834 Arkansas-Louisiana | Rocky Mount--....-- 


Gas Co. 
R. L. Kirkwood: 


G-18936 Transcontinental | Oakville area_......- 


Gas Pipe Line 
Corp. 
Krebs Oil Co.: 


CI60-61 Hope Natural Gas | Big Sandy ees! 


Co. 
E. C. Kubler, Jr., & George J. | 
Envwright.: | 


CI60-413 Cities Service Gas | North Ochelata.._.- 





Co. 


See footnotes at end of table, p. 1379. 








| Jim Wells....... 


i idhntaacnacn 


Washington--_-- 


Kanawha. -.-...| 


| Washington..--- 











DISPOSI- 
TION 
DATE 


6 27 61 | 


5 17 61 


4 21 61 


6 27 61 


6 27 61 


6 27 61 


6 661 


6 6 61 


27 61 


6 6 61 


1 12 61 


1 12 61 


6 27 61 | 


6 27 61 





DIs- 


POs!I- 
TION ! 





Iss. 


Iss. 


Iss. 


Iss. 








PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Walter F. Kuhn, Operator, et al.: 
CI50-658 Kansas-Colorado 
Utilities, Inc. 
Lee Lambert & Davis B. Lambert: 
CI60-601 South Penn Oil Co--. 
Laplata Gathering System, Inc.: 
G-19550 El Paso Natural Gas 
Co. 
Lario Oil & Gas Co.: 
G-20493 N.C. Ginther, Oper- 
ator. 
F. M. Late, Operator, et al.: 
CI61-161 Phillips Petroleum 
Co. 
Leonard Latch, et al.: 
G-19443 El Paso Natural Gas 
Co. 
D. C. Latimer: 
CI61-181 Arkansas-Louisiana 
Gas Co. 
D. R. Lauck Oil Co., Inc.: 
CI60-50 Panhandle Eastern 
Pipe Line Co. 
D. W. Law: 
CI61-447 Hope Natural Gas 
Co. 
D. W. Law, et al.: 
G-19361 Hope Natural Gas 
Co. 
CI60-757 Hope Natural Gas 
Co. 
Donald G. Lazzelle: 
CI6147 Hope Natural Gas 
Co 
Leach Brothers, Inc.: 
CI60-77 United Gas Pipe 
Line Co. 
Paul Lemasters & W. E. Brewer: 
CI60-736 United Fuel Gas Co 
Mrs. I. M. Lemon: 
CI61-401 Lone Star Gas Co.-..-. 
Leonard Oil Co.: 
CI60-55 El Paso Natural Gas 
Co. 
Lewis Oil Co., Operator, et al.: 
CI61-112 Lo-Vaca Gathering | 
Co. 
Limpia Royalties, Inc.: 
G-14364 El Paso Natural Gas 
Co. 
W. W. Lindsey, et al.: 
G-18717 United Fuel Gas Co-- 
The Little Giant Oil Co. of | 
Texas, Operator.: 
CI61-319 Tennessee Gas} 
Transmission Co. 
Logue & Patterson, et al.: 
CI60-45 United Gas Pipe | 
Line Co. | 
CI60-58 United Gas Pipe | 
Line Co. 


See footnotes at end of table, p. 1 
693—489— 64 88 





| Blue Knob Creek *__| 


COUNTY 


Panoma..........-..| Kans......| Stevens........- 


} 
Grant District. . .- W.Va...<.| Ritelie.......... 


| 
South Blanco | N. Mex --| Rio Arriba 
Pictured Cliffs 


| Morgan 





Fubrman-Mascho... ’ | Andrews 


Levelland 
Calhoun 
Undesignated | a 
Freemans Creek We Wea 
District. 


Union District 


Freemans Creek 
District. 


Morgan District - ---| .--.| Monongalia 


North Laward | Jackson 


Red Springs ----_-.--| 


Andrews. 





Undesignated icon: SN eimai 





North Alice Area..../ Te: Jim Wells......-| 


Old Refugio... | x | Refugio 


North Laward* PR sccace | Jackson 


379. 
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PRODUCER#, DOCKET NO, AND 
PURCHASER# 


Lomac Drilling Co., Inc.: 
CI60-346 United Gas Pipe | 
Line Co. 

George Longfellow: | 
CI60-498 Equitable Gas Co--- 


CI61-368 Hope Natural Gas 
Co. 
Luray Land, Inc.: 
CI60-245 Hope Natural Gas 
Co. 
CI60-288 Hope Natural Gas | 
Co. 
CI60-631 Hope Natural Gas 
Co. 
C1I60-723 Hope Natural Gas 
Co. 
C1I60-747 Hope Natural Gas 
Co. 
CI61-321 Hope Natural Gas 
Co. 
John E. Lydle: 
CI60-73 Equitable Gas Co_-_-_. 


MWY Producing Co., Operator, 
et al.: 
G-20318 E] Paso Natural Gas 
Co. 
Don MacRae: 
CI61-284 Hope Natural Gas 
Co. 
W.C. McBride, Inc.: 
CI60-416 Cities Service Gas 
Co. 
CI60-792 Kansas-Nebraska 
Natural Gas Co., 
Inc. 
D. B. McConnell, Operator: 
CI60-617 Texas Gas Trans- 
mission Corp. 
McCormick Oil & Gas Co.: 
CI60-609 Hope Natural Gas 
Co. 
Richard F. McCullough, et al.: 
G-19804 Hope Natural Gas Co. 
Paul McCutchan, et al.: 
CI61-460 Hope Natural Gas 
Co. 
T. H. McElvain: 
G-20377 El Paso Natural Gas | 
Co. | 
W. H. McGhee, et al.: 
G-20461 Hope Natural Gas Co. 
Estate of Alfred E. McLane, et | 
al.: 


CI60-569 El Paso Natural Gas | 
Co. j 





Ralph W. Mace: 


G-14423 Hope Natural GasCo-_| Sherman District - -- 
See footnotes at end of table, p. 1379. 


PRODUCER LIST 


FIELD 


Rodessa.....--- 


Washington 


District. 


Washington 


District. 


Freemans Creek 


District; 


Freemans Creek 


District. 


Freemans Creek 


District. 


Freemans Creek 


District. 


Freemans Creek 


District. 


Court House 


District. 


Court House 


District. 


Murphy District 


Spencer District. -. -. 


West Union 


District. 


Undesignated 
Sheridan District - aft 


Ignacio Area 


NEW SERVICE CERTIFICATES—Continued 


STATE 


We Wiens 


Wee Wisse 





Calhoun. - -_---- 


| W. Va....| Calhoun. ...---- 


Was Vlces 
W. Va...-| 
Ws Vesa 
W. Vais«. 


We. Vance 


| W. Va...- 








| Ritchie........- 


Ws Wises 1 12 61 


W. Va....| Doddridge......; 6 27 61 


| N. Mex... 112 61 


W. Va....| Calhoun......../ 112 61 
















| Iss. 


Iss. 


Iss. 
Iss. 
Iss. 
Iss. 
Iss. 


Iss. 


Iss. 


Iss. 


Iss. 





Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


6 6 61 | Iss. 





3 10 61 | Iss. 


POsI- 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODCUER#, DOCKET NO. AND 
PURCHASER# 


Marion Gas Co.: 
C160-27 Hope Natural Gas Co. 
Ben D. Marks: 
CI60-57 W. J. Riley..........-. 
D. S. Marsalis, Agent, et al.: 
C1I60-746 Panhandle Eastern 
Pipe Line Co. 
Martin, Williams & Judson, et al.: 
CI60-410 E] Paso Natural Gas 
Co. 
Maxwell Oil Co., Operator, et al.: 
CI60-232 El Paso Natural Gas 
Co. 
Mapfair Minerals, Inc., Operator: 
G-13672 Texas Eastern Trans- | 
mission Corp. | 
A. H. Meadows: 
G-20470 El Paso Natural Gas 
Co. 
Jack F. Merandi, et al.: 
C160-566 Equitable Gas Co... 


CI61-411 Equitable Gas Co--- 


Mercury Drilling Co.: | 
CI60-831 Lone Star Gas Co. _. 
Mercury Drilling Co., et al.: 
CI61-639 Lone Star Gas Co--. 
George B. Mertz, et al.: 
CI61-285 Hope Natural Gas 
Co. 
Robert H. Merritt: 
G-15877 Texas Eastern Trans- 
mission Corp. 
George B. Mertz, et al.: 
CI60-295 Hope Natural Gas 
Co. 
Miami Petroleum, Inc.: 
G-20128 Kansas- Nebraska 
Natural Gas Co., 
Inc. 
CI60-309 El Paso Natural Gas 
Co. 
Donald G. Michels: 
CI60-626 Equitable Gas Co-_-| 
Frank E. Michels: 
CI60-656 Equitable Gas Co_.. 


Mid-Continent Exploration Co.: 
CI60-49 El] Paso Natural Gas 
Co. 
Mid-Penn Oil & Gas Co.: 

CI61-295 Hope Natural Gas | 
Co. 
Midhurst Oil Corp., Operator, | 
etal.: | 
CI60-120 United Gas 

Line Co. 
CI60-727 Tennessee Gas} 
Transmission Co. | 


Pipe 





FIELD 


Spraberry Trend 
Ares. 


Undesignated 


Hidalgo 


Sweetie Peck 


West Union 
District. 
West Union 
District. 


STATE 


Wea Wilkins 





Court House 
District. 


Bernard Prairie 


Court House District. 


Central District 


West Union Inde- 
pendent District. 


South Blanco 


Hornbuckle* 


West Magnolia 
City. 


See footnotes at end of table, p. 1379. 


a, = 


Wa Vilaus 


N. Mex... 





San Patricio... 


Doddridge 


Doddridge 





DISPOSI- 
TION 
DATE 


4 21 61 





3 10 61 | 


3 10 61 
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PRODUCER, # DOCKET NO. AND | 
PURCHASER # | 


Midland National Bank, 
Trustee: 
G-19504 El] Paso Natural Gas 
Co. 
Midwest Oil Corp.: 
G-18735 El Paso Natural Gas 
Co. 
Paul L. Miller, Operator: 
CI60-202 Texas Eastern Trans- 
mission Corp. 
Roger Milliken & Frank G. 
Kingsley: 
CI60-201 Texas Eastern Trans- 
mission Corp. 
M. J. Mitchel: 
G-20029 Tennessee Gas Trans- 
mission Co. 
Mokeen Oil Co., Operator, et al.: 
CI60-804 Trunkline Gas Co.-__ 
Monsanto Chemical Co.: 
G-18374 El Paso Natural Gas 
Co. 
G-20326 El Paso Natural Gas 
Co. 
M. J. Moran, et al.: 
CI60-315 Hope Natural Gas 
Co. 
P. D. Morris, Operator., et al.: 
G-20093 Wunderlich Develop- 
ment Co. 
G-20094 Wunderlich Develop- 
ment Co. 
P. D. Morris, Operator, et al.: 
G-20095 Wunderlich Develop- 
ment Co. 
G-20328 Wunderlich Develop- 
ment Co. 
Winnie Fae Morris, et al.: 
CI60-148 Hope Natural Gas 
Co. 
George W. Moses: 
CI60-385 Equitable Gas Co... 





W. H. Mossor: 
G-14424 Hope Natural Gas Co- 
CI60-775 Equitable Gas Co... 
CI61-84 Equitable Gas Co_... 
W. H. Mossor, et al.: 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 








FIELD STATE COUNTY 
| 
Spraberry Area----- fa ) ae 
Spraberry Trend...| Tex_....-- Reagan. ........ 
Carthage............ We nan i  cctnmsneaias 
South Karon.......- , ae Live Oak....... 
Agua Dulce._.....-- ee Nuweces.......... 
POR BI iciccscnns a WD iésscincten 
Undesignated.......| N. Mex...| San Juan........ 


Courthouse District_| W. Va....| Lewis 


Undesignated _-_....- iit: ee 
Undesignated.-_..... Geiacnas eR scnicntecickiniel 
Undesignated ......-. Okla...... ee 
Undesignated......-. GUiicnad eR sticcamicnccin 
MurphyDistrict....| W. Va....| Ritchie.......... 
Freemans Creek 6 A See 
District. 
Murphy District....| W. Va....| Ritchie.......... 


Union District ...... W. Va....| Ritchie 
Southwest District..| W. Va....| Doddridge 








CI61-11 Hope Natural Gas Co.| Union District_..___ Ws Wise at Te Biintntsons 
CI61-571 Equitable Gas Co...| Freemans Creek WG Packs Me ickddcctien 
District. | 
Kenneth Murchison, Operator, 
et al.: | 
G-20566 E] Paso Natural Gas | Bisti...............- | N. Mex...| San Juan........ 
Co. 
Murphy Corp., et al.: | 
CI60-487  Arkansas-Louisiana | Calhoun-_----.....-- Blane sacs | Ouachita........ 
Gas Co. Dis 
Mutual Oil & Gas Co.: | | 
G-14431 Hope Natural Gas Co_| Union District... | W. Va....| Ritchie 


See footnotes at end of table, p. 1379. 


4 21 61 


6 27 61 


| 6 661 
6 6 61 


6 6 61 
4 21 61 


6 6 61 
; 310 61 


6 6 61 





6 661 


6 6 61 


6 27 61 


4 21 61 


4 21 61 


3 10 61 
3 10 61 
3 10 61 


6 27 61 


6 6 61 


4 21 61 


3 10 61 








4 21 61 | 





DISPOSI- | DIs- 
TION Posl- 
DATE | TION} 

—— 
4 21 61 | Iss 


Iss. 

Iss. 

Iss. 
| 


Iss. 


Iss. 


Iss. 


Iss. 
Iss. 


Iss. 





Iss. 





Iss. 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


| 


PRODUCER, # DOCKET NO. AND 
PURCHASER # 


Homer W. Myers, et al.: 


CI61-45 Equitable Gas Co_..-| 


Association: 
CI60-53 Panhandle Eastern | 
Pipe Line Co.: 
J. O. Nay, Attorney-in-Fact: 
CI60-514 Carnegie Natural | 
Gas Co. | 
Nemours Corp., Operator: 
G-11399 Arkansas - Louisiana 
Gas Co., et al. 
Holly Nester, Agent: 
G-18667 South Penn Natural 
Gas Co. 
CI60-598 Hope Natural Gas 
Co. 
Newman Bros. Drilling Co.: 
CI60-386 United Gas Pipe 
Line Co. 
Joseph E. Newman, Operator, 
et al.: 
CI61-728 Panhandle Eastern 
Pipe Line Co. 
Nichols Petroleum Limited 
Partnership: 
CI60-832 Northern 
Gas Co. 
CI60-833 Northern 
Gas Co. 
Nichols Petroleum 
Partnership No. 2: 
CI61-46 Northern 
Gas Co. 
CI61-710 Panhandle Eastern 
Pipe Line Co. 
C. L. Norsworthy, Jr., et al.: 
CI60-461 El Paso Natural 
Gas Co. 
Northern Natural Gas Producing 
Co., Operator: 
G-16752 Northern Natural 
Gas Co. | 
Northern Pump Co.: 
CI60-255 TennesseeGasTrans- 
mission Co. 
Novi Gas Co., et al.: 
G-13464 Northern 
Gas Co. 
The Ohio Co., Operator, et al.: 
G-13373 United Gas Pipe Line 
Co. 
Oil Incorporated, Operator, et al.: | 
CI60-170 Grand Valley Trans- | 
mission Co. 
Olsen Oils, Inc.: } 
G-19836 El Paso Natural Gas | 
Co. 


| 
National Cooperative Refinery | 
| 


Natural 
Natural 
Limited 


Natural 


Natural | 


| 





| Sherman District... 


West Union 
District. 


Undesignated 


Union District 


Carthage............ | Tex 


Sherman District...) W. Va... 


W. Va....] 


Hansford 


Hansford 


Spraberry Trend 
Area. 


McKinney 


Riverside South 





Perryton 


Phoenix Lake 





| 


See footnotes at end of table, p. 1379. 


Doddridge 


Edwards 


Ritchie 


Panola 


Calhoun 


Calhoun 


Ochiltree 


Ochiltree 


Ochiltree* 


Beaver. 


Calcasieu--_..... 





DISPOSI- 
TION 
DATE 


1 12 61 
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PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER, # DOCKET NO. AND 
PURCHASER # 


Wiley Page, Operator: 

CI61-374 TexasEasternTrans- 
mission Corp. 

Pan American Petroleum Corp.: 
G-14541 Kansas-Nebraska 
Natural Gas Co., Inc. 

El] Paso Natural Gas 
Co. 

Texas Gas Transmis- 
sion Corp. 

Northern 
Gas Co. 

Arkansas- Louisiana 
Gas Co. 

United Fuel Gas Co-- 

Texas Eastern Trans- 
mission Corp. 

H. L. Hunt, et al--.-- 

Panhandle Eastern 
Pipe Line Co. 

Texas Gas Transmis- 
sion Corp. 

El Paso Natural Gas 
Co. 

Arkansas-Louisiana 
Gas Co. 

Mountain Fuel Sup- 
ply Co. 

Transcontinental Gas 
Pipe Line Corp. 

N. C. Ginther, Oper- 
ator. 

El Paso Natural Gas 
Co. 

Texas Eastern Trans- 
mission Corp. 
CI61-313 Transcontinental 

Gas Pipe Line 
Corp. 
Panhandle Development Co., 
Ine.: 
CI60-677 Northern 
Gas Co. 
Panhandle Development Co., 
Inc., Operator, et al.: 
CI61-488 Panhandle Eastern 
Pipe Line Co. 

Arthur M. Park, et al.: 

CI60-767 El Paso Natural Gas 
Co. 

George Parker, et al.: 

G-14382 United Gas Pipe Line 
Co. 

Parker Petroleum Co., Inc.: 

G-18372 Coastal States Gas 
Producing Co., et 
al. 

C. M. Paul & Josephine Bay 

Paul: 
CI60-179 E] Paso Natural Gas 
Co. 


G-15820 
G-16208 
G-16377 Natural 
G-16378 


G-16758 
G-16776 


G-17041 
G-17353 


G-17582 


G-17840 


G-17956 


G-18061 


G-18484 


G-18589 


G-19517 


G-19669 


Natural 


Blocker 


Florence 
West Puerto Bay- -- 


North Lansing 
South Forgan 


Minden 


Crosby Devonian. - -| 


Mt. Sinai 


Little Worm Creek - 


Angels Peak 


Willow Springs. -_.- 


Undesignated 


See footnotes at end of table, p. 1379. 








| es 


N. Mex... 


COUNTY 


| Vermilion...-.--- 
San Patricio--.- 








San Juan.......- 





DISPOsI- 
TION 
DATE 





DIS- 
POSI- 
Tion ! 





PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER, # DOCKET NO. AND 
PURCHASER # 


Pauley Petroleum, Inc., Oper- 
ator, et al.: 
G-18400 Texas Eastern Trans- 
mission Corp. 
Neville G. Penrose, Operator: 
CI60-415 E] Paso NaturalGas 
Co. 
E. Doyle Penton & D. N. Penton: 
G-15921 Trunkline Gas Co---- 


Petroleum Drilling Corp.: 
CI60-608 Hope Natural Gas 
Co. 
Petroleum, Inc., Operator, et al.: 
G-19801 Panhandle Eastern 
Pipe Line Co. 
Phillips Chemical Co.: 
G-10540 Warren Petroleum 
Corp., et al. 
Phillips Petroleum Co.: 
G-15701 Cities Service Gas Co- 
CI60-106 United Gas Pipe 
Line Co. 
C1I60-368 Cities Service Gas 
Co. 
CI61-192 Texas Eastern 
Transmission 
Corp. 
Phillips Petroleum Co., Operator: 
CI60-367 Cities Service Gas 
Co. 
W. L. Pickens, Trustee, et al.: 
G-20351 United Gas Pipe Line 
Co. 
Pioneer Production Corp., Opera- 
tor, et al.: 
G-19533 Panhandle Eastern 
Pipe Line Co. 
Placid Oil Co., Operator, et al.: 
G-14680 Texas Eastern Trans- 
mission Corp. 
G-16308 Arkansas- Louisiana 
Gas Co. 
Plymouth Oil Co., et al.: 
G-17931 Transcontinental Gas 
Pipe Line Corp. 
Clarence Powell, et al.: 
G-20462 Hope Natural Gas Co. 
Kenneth Powell, Agent: 
CI61-163 Equitable Gas Co-.- 


Poweshiek Petroleum Corp.: 
CI60-798 Consolidated Gas 
Utilities Corp. 
Paul R. Prentice, et al.: 
C161-428 Cities Service Gas 
Co. 
Prime Drilling Co., Operator: 





Golden Trend Area 





DO risks cnsnivin 


Ignacio-Blanco 


South 
Creek. 


Bearhead 


Murphy District--.- 


Undesignated 


Undesignated 
North Laward 
Southeast Wood- 
ward. 
Hico-Knowles 





Chimney Creek 


North Laward 


Grant District 


West Union dis- 
trict. 


Chickasha 





G-19135 Cities Service Gas Co.| Rhodes.........-----| 
See footnotes at end of table, p. 1379. 


STATE | COUNTY 


Hidalgo 


La Plata 


Beauregard - - _- 
CC 
Seward*........_| 


} Garvin........-- 


Bienville 


| 
Claiborne 
| 


La Salle 


Doddridge 


Doddridge 











Hansford..._...- 





DISPOSI- 
TION 
DATE 


1365 


DIs- 
| POSI- 
| TION! 











1366 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


| 
PRODUCER, # DOCKET NO. AND | 
PURCHASER # | 

Ferrel L. Prior, et al.: 
G-20575 Hope Natural Gas Co. 
CI60-281 Hope Natural Gas | 

Co. 

Equitable Gas Co--- 
Equitable Gas Co--- 


C161-386 
C161-487 
CI60-756 Hope Natural Gas 
Co. 
CI60-791 Equitable Gas Co--. 
Pubco Petroleum Corp., Oper- 
ator: 
G-20142 Southern Union Gas 
Co. 
Pubco Petroleum Corp., Oper- 
ator, et al.: 
CI60-175 El Paso Natural Gas 
Co. 
The Pure Oil Co.: 
CI60-809 Panhandle Eastern 
Pipe Line Co. 
CI61-704 Lone Star Gas Co-__-_ 
The Pure Oil Co., Operator: 
CI61-265 Texas Gas Trans- 
mission Corp. 
The Pure Oil Co., Operator, et 
al.: 
CI60-472 United Gas Pipe 
Line Co. 





Homer Queen: 
CI60-829 Hope Natural Gas 
Co. 
Thomas J. Quigley, et ux.: 
CI60-836 El] Paso Natural Gas 
Co. 
R & G Drilling Co., Inc.: 
CI60-575 El Paso Natural Gas 
Co. 
George O. Ray, Operator, et al.: 
G-20382 Phillips Petroleum 
Co. 
James 8S. Ray: 
CI60-708 Equitable Gas Co... 


Republic National 
Dallas, Trustee: 
CI60-525 Tennessee Gas 
Transmission Co. 
Republic Natural Gas Co.: 
CI61-18 Mountain Fuel Sup- 
ply Co. 
Richards Oi] & Gas Co.: 
CI61-361 Hope Natural Gas 
Co. 
Arthur Richenthal: 


Bank of 


CI60-788 Arkansas-Louisiana 


Gas Co. 
See footnotes at end of table, p. 


Freemans Creek Dis- 
trict. 

Freemans Creek Dis 
trict. 

Courthouse District 

West Union Dis- 
trict. 

Court House Dis- 
trict. 

Collins Settlement 
District. 


Blanco 


Undesignated Da- 
kota Formation. 


Fostoria 


Orlando 


Blanco 


Fulcher* 


Hugoton 


Collins Settlement 
District. 


Pelican 





1379. 





DISPOSI- 
TION 
DATE 


COUNTY 


W, Va... 


Ws Vase e 


Wey Wass 
We Vieaas 


We VOes« 


We. Wiles 


N. Mex..- 


N. Mex... 














PRODUCER LIST 1367 


NEW SERVICE CERTIFICATES—Continued 

DISPOSI- | DIS- 
TION | POSI- 
DATE | TION! 


PRODUCER#, DOCKET NO. AND | 
PURCHASER# STATE COUNTY 


| 
a 
Ridgedale Oil & Gas Co., Inc.: am 
G-19556 Hope Natural Gas | Grant District ° | Ritchie..........| 
Co. | 
CI61-465 Hope Natural Gas | Courthouse District.| W. Va_.--| 
Co. 
Fred Riggs Gas Co.: 
G-15978 Hope Natural Gas | Lee District_.......- So 
Co. 
Roanoke Petroleum Corp.: 
CI61-137 Mertzon Corp 
James Roberts Gas Co.: | 
G-15981 Hope Natural Gas 
Co. 
Robert F. Roberts: 
G-20361 Arkansas-Louisiana | Simsboro............ 
Gas Co. 
Robert F. Roberts: 
CI61-209 Texas Gas Trans- | Shongoloo 
mission Corp. 
French M. Robertson and J. P. 
Bryan: 
G-19392 El Paso Natural Gas | Undesignated 
Co. 
Robinson Bros. Oil Producers: | | 
CI61-944 E] Paso Natural Gas | Caprock Area tN, Bies...| Cai nccnencce 
Co. 
John R. Robinson, et al.: | 
CI60-371 Hope Natural Gas | De Kalb District____| _ 
Co, | 
| 








CI60-737 Hope Natural Gas | De Kalb District... 
Co. 
CI61-446 Hope Natural Gas | De Kalb District.... . Va....| Gilmer 
Co. ! 
Frank E. Rogers, et al.: ' 
G-14433 Hope Natural Gas | Lee District | W. Va.... 
Co. 
W. Leslie Rogers: 
CI61-359 Equitable Gas Co...| Central District_....| 
Jerome B. Rosenthal, et al.: 
CI60-184 El] Paso Natural Gas | Undesignated 
Co. 
CI60-185 El] Paso Natural Gas | Undesignated 
Co, 
8. Ross and A. Goren Co.: 
G-19717 Kentucky Gas Trans- | Isonville Area. 
mission Corp. 
W. Earl Rowe, Operator, et al.: 
CI61-526 United Gas Pipe | West Larosa 
Line Co. 
Rutter & Wilbanks Brothers, 
Operator: 
CI60-407 El Paso Natural Gas | Spraberry Trend 
Co. Area. 
St. Clair Oil Co.: 
CI60-521 United Fuel Gas Co.} Undesignated 
Salmon Corp.: 
G-12606 Cities Service Gas Co.| Hugoton............ | 
W. G. Sampson, Agent: 
CI60-289 Hope Natural Gas | Washington Dis- 
Co. trict. 


See footnotes at end of table, p. 1379. 


Gilmer 




















1368 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Schermerhorn Oil Corp.: 

G-19449 El] Paso Natural Gas 
Co. 

Schermerhorn Oil Corp., Oper- 

ator, et al.: 

G-20089 Zenith Gas System, 
Inc. 

CI60-115 Cities Service Gas 
Co. 

The Shamrock Oil & Gas Corp.: 
G-14878 Northern Natural 

Gas Co. 

Shell Oil Co.: 

G-20576 The Manufacturers 
Light & Heat Co. 
Shell Oil Co.: 
CI60-99 Texas Gas Transmis- 
sion Co, 
CI60-345 Cities Service Gas 
Co. 
CI61-293 Phillips Petroleum 
Co. 

Shoreline Petroleum Corp. 
G-19587 Syljo Gas Co 
CI60-424 Tennessee Gas 

Transmission Co. 
Shoreline Petroleum Corp., et al. 
CI60-520 Cities Service Gas 
Co. 
Sierra Petroleum Co., Inc., Op- 
erator, et al. 
CI61-66 Panhandle Eastern 
Pipe Line Co. 
Signet Operating & Exploration 
Co. 
CI60-452 Kansas-Nebraska 
Natural Gas Co., 
Inc. 

Sinclair Oil & Gas Co. 

G-14401 Northern Natural Gas 
Co. 

G-16000 E] Paso Natural Gas 
Co. 

CI61-220 Transwestern Pipe- 
line Co. 

Sinclair Oil & Gas Co., Operator. 
CI60-593 Texas Gas Trans- 

mission Corp. 

Skelly Oil Co.: 
G-13415 Northern 

Gas Co. 
G-13416 Northern 
Gas Co. 
G-16142 El Paso Natural Gas 
Co., et al. 
CI60-650 Texas Gas Trans- 
mission Corp. 

Skelly Oil Co., Operator, et al.: 

G-19560 El] Paso Natural Gas 
Co. 


Natural 


Natural 





Undesignated N. Mex... 
Davis Ranch 
Davis Ranch 
McKee Gasoline 
Plant. 


Caledonia-Pike 
Area. 


Carterville 


Wilhelm 
Six Mile 


Perryton. 
Pecos Valley 


Undesignated 


Calhoun 


Undesignated.......) N. Mex... 


See footnotes at end of table, p. 1379. 





COUNTY 


Rio Arriba. 


DISPOSI- 
TION 
DATE 





PRODUCER LIST 


1369 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 
| 


Skinner Corp., Operator: | 
G-18712 Coastal States Gas | 
Producing Co., etal. 
D. W. Skinner, Operator et al.: 
CI61-227 Cities Service Gas 
Co. 
Slick Oil Corp.: 
G-18454 El] Paso Natural Gas 
Co. 
Slick Oil Corp.: 
CI60-319 United Gas Pipe 
Line Co. 
Smith & Barker Oil & Gas Co., 
Inc.: 
CI60-713 Hope Natural Gas 
Co. 
Smith & Barker Oil & Gas Co., 
Inc.: 
G-19554 Hope Natural Gas Co. 
Smith & Barker Oil & Gas Co., 
Inc.: 
CI60-94 Hope Natural Gas Co. 
Carl E. Smith, Inc.: 
CI60-234 Hope Natural Gas 
Co. 
H. R. Smith, Operator, et al.: 
G-13010 Tennessee Gas Trans- | 
mission Co. 





CI60-639 Natural Gas 


CI60-720 Natural Gas 


CI60-818 Natural Gas 

Co. 

L. E. Smith & L. G. Cameron: 
G-20587 Arkansas-Louisiana 

Gas Co. 

L. C. Smitherman, et al.: 

G-13352 Northern Natural 
Gas Co. 
Socony Mobil Oil Co., Ine.: 
G-16307 Trunkline Gas Co... 
G-18731 Lone Star Gas Co--_-. 
G-19835 Central Gas Gather- 
ing Corp. = 

G-20482 El] Paso Natural Gas 
Co. 

G-20483 El] Paso Natural Gas 
Co - 

G-20485 El Paso Natural Gas 
Co. 

CI60-81 Cities Service Gas Co-| 
CI60-168 Northern Natural 
Gas Co. 

CI60-182 Cities Service Gas 
Co. 


| 

J. M. L. Smith, et al.: j 
CI60-246 Hope Natural Gas 

| 


PN: ccicnnomiass 


Medrine Lodge 


San Juan Basin 


Hinkle 


Bull River 


Sherman District. - 


Sherman District... - 


Smithfield District-_ 


Brayton 


West Union 
District. 
West Union 
District. 
West Union 
District. 
West Union 
District. 


Embry Area 


Cowpen Creek 
Big Mineral Creek-_- 
East Marlow* 


See footnotes at end of table, p. 1379. 








DISPOSI- | DIs- 
COUNTY TION POsI- 
DATE TION ! 


Calhoun -......- 








Doddridge 


Doddridge 


Grayson. ......- 
Stephens 
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PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Socony Mobil Oi] Co., Inc.—Con. 
CI60-217 Panhandle Eastern 
Pipe Line Co. 

Lone Star Gas Co.-- 

Lone Star Gas Co-_-- 

Northern Natural 
Gas Co. 

El Paso Natural Gas 
Co. 

Natural Gas Pipe- 
line Co. of America 

Natural Gas Pipe- 
line Co. of America 

Socony Mobil Oil Co., Inc., Op- 

erator: 
CI61-189 Tennessee Gas 
Transmission Co. 

Southland Co. of Edinburg, et al.: 

CI60-826 Tennessee Gas 
Transmission Co. 

Southland Royalty Co.: 
CI61-599 Transwestern Pipe- 

line Co. 

Southland Royalty Co., Operator, 

et al.: 
CI60-98 El Paso Natural Gas 
Co. 
Natural Production 


CI60-243 
CI60-244 
CI60-589 


CI60-605 
CI61-187 


CI61-188 


Southwest 
Co.: 
G-19143 Texas Gas Transmis- 
sion Corp. 
Southwest Production Co.: 
CI60-686 El Paso Natural Gas 
Co. 
Southwest Production Co., Oper- 
ator: 
CI60-576 El Paso Natural Gas 
Co. 
Spencer Chemical Co.: 


CI60-159 Cities Service Gas | 


Co. 
Hugh K. Spencer, et al.: 
CI60-360 Columbian Carbon 
Co. 
Stafford Oil Co.: 
G-20476 Hope Natural Gas Co. 
Fred W. Stalnaker: 
CI60-194 Hope Natural Gas 
Co. 
Fred W. Stalnaker, et al.: 
CI60-387 Hope Natural Gas 
Co. 
CI60-755 Hope Natural Gas 
Co. 
CI61-17 Hope Natural Gas Co. 


Standard Oil Co. of Texas: 
G-20317 El Paso Natural Gas 
Co. 





North Ross......... 


Undesignated 


Cox-Ingham Area... Tex 


Calhoun Area 


San Juan 


Hugoton 


New Milton District., W. 
| 


| 
McClellan District..| W. 
Freemans Creek w. 
District. 


Freemans Creek 
District. 

Freemans Creek 
District. 

Freemans Creek 
District. 


See footnotes at end of table, p. 1379. 


WE ccacns | 





COUNTY 


| Ouachita 


| San Juan 


| 
| San Juan 


Seward* 





| DISPOSI- 


TION 
DATE 








PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Standard Oil Co. of Texas, Cali- | 
fornia Oil Division: | 
CI61-1090 Transwestern Pipe- 
line Co. 
Steeple Oil and Gas Corp., et al.: 
G-16573 Panhandle Eastern | 
Pipe Line Co. 
Stekoll Panhandle Limited Part- 
nership: 
CI60-696 Panhandle Eastern 
Pipe Line Co. 
CI61-676 Northern Natural 
Gas Co. 
Stekoll Panhandle Limited Part- 
nership, et al.: 
CI61-294 Colorado Interstate 
Gas Co. 
Stekoll Petroleum Limited Part- 
nership: 
CI60-183 Northern 
Gas Co. 
CI60-679 Northern 
Gas Co. 
CI60-749 Northern 
Gas Co. 
Melvin C. Garlow & Mary T. 
Garlow: 
CI60-219 Mt. Morris Gas Co_. 
The Stevens County Oil & Gas 
Co., et al.: | 
CI61-445 Panhandle Eastern 
Pipe Line Co. 
Stone Street Lands Co.: 
G-19565 Hope Natural Gas Co. 
CI60-79 Hope Natural Gas Co. 
CI60-127 Hope Natural Gas 
Co. 
CI60-235 Hope 
Co. 
Natural Gas 
Co. 
CI61-309 Hope 
Co. 
Stonestreet Lands Co., et al: 
G-20459 Hope Natural Gas Co. 


Natural 
Natural 


Natural 


Natural Gas 


CI60-629 


Natural Gas 


Strata Drilling, Inc., Operator, | 

et al.: 

CI60-173 Panhandle Eastern 

Pipe Line Co. | 

R. L, Strather Oil 4 Gas Co.: 

(G-20578 Hope Natural Gas Co.| 

G. Stratton: 

G-15158 El] Paso Natural Gas | 

Co. 

Sun Oil Co.: | 

G-15434 _Kansas-Nebraska | 
Natural Gas Co., 

Inc. ' 





Hansford-Morrow..-| 





Mocane 


Perryton 
Hansford 


Hansford 


Cass District 





Panama 


Lee District 

Lee District 
Smithfield District__ 
Dekalb District 
Dekalb District 
McElroy* 


Burning Springs 
District. 


RE Sc ccbnadenaa 





Murphy District....| W. Va_.-.- 


Undesignated 


Hugoton 


See footnotes at end of table, p. 1379. 





COUNTY 


Hansford 


Beaver* 


Beaver 


| Ochiltree 


Ochiltree 


Ochiltree 


Monongalia 


Stevens* 








5 31 61 | 
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PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Sun Oil Co.: 
CI60-218 Arkansas-Louisiana 
Gas Co. 
Sunray Mid-Continent Oil Co.: 
G-18774 El Paso Natural Gas 
Co. 
Sunshine Royalty Co.: 
CI61-388 El Paso Natural Gas 
Co. 
The Superior Oil Co.: 
CI60-675 El Paso Natural Gas 
Co. 
CI61-807 Valley Gas Trans- 
mission, Inc. 
Superior Oil & Gas Inc.: 
CI61-448 Hope Natural Gas 
Co. 
Superwell Development Corp.: 
G-18939 Transcontinental Gas 
Pipe Line Corp. 
Sutton Producing Co.: 
G-20102 Transcontinental Gas 
Pipe Line Corp. 
CI60-684 Transcontinental 
Gas Pipe Line 
Corp. 
Sutton Producing Co., et al: 
CI60-482 Transcontinental 
Gas Pipe Line 
Corp. 
Sutton Producing Co., Operator, 
et al.; 
G-18682 Transcontinental Gas 
Pipe Line Corp. 
Loris Swadley: 
G-14432 Hope Natural Gas Co- 
C161-525 Equitable Gas Co--- 
Tate Sisters Oil & Gas Co.: 
G-15983 Hope Natural Gas Co- 
W. Howard Taylor: 
C1I60-192 United Fuel Gas Co- 
Richard A. Teichman, Jr., Opera- 
tor: 
CI60-176 Godfrey L. Cabot, 
Inc. 
Tex-Star Oil & Gas Corp., Opera- 
tor, et al.: 
G-16162 Tennessee Gas Trans- 
mission Co. 
Texaco Inc.: 
G-14359 Northern Natural 
Gas Co. 
G-18652 Natural Gas Pipeline 
Co. of America. 
G-18898 Natural Gas Pipeline 
Co. of America. 
G-20105 Kansas Nebraska Nat- 
ural Gas Co., Inc. 
CI60-9 El Paso Natural Gas 
Co. 


Undesignated 


San Juan Basin 
Area. 
Orcones 


West Washburn*.._. 
DeKalb District _--- 
Murphy District--_-- 
Union District 

Henry District_--.-. 


Burning Springs 
District. 


North Hutchinson’. 
Camerick Southeast 
Camerick Southeast 
Surveyor Creek 


Bisti 


See footnotes at end of table, p. 1379. 


! 
COUNTY 


| Ouachita, 
N. Mex... 


San Juan 


| N. Mex... 





N. Mex... 





Tex La Salle.._...--- 


We Vas... 
Wt VO. <2 


Gilmer. 
Ritchie. .......-. 
W. Va....| Ritchie 


We VGew 


We. Whi ass 


Victoria_.._- 


Tex Hansford...-..-- 


Okla Texas 


Ss cioc ss uacatieine 


Colo | Washington-._-- 





DISPOSI- 
TION 
DATE 


1 12 61 


4 21 61 


6 6 61 


6 6 61 


N. Nex-....| San Juan......--| 6 6 61 


| 











NEW 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Texaco Inc.: 

CI60-70 Texas Eastern Trans- 
mission Corp. 

Phillips Petroleum 
Co. 

Panhandle Eastern 
Pipe Line Co. 

Natural Gas Pipe- 
line Co. of Amer- 
ica. 

Natural Gas Pipe- 
line Co. of Amer- 
ica. 

CI61-1756 Colorado Interstate 
Gas Co. 

Texam Oil Corp., Operator, et al.: 
G-16163 Texas Eastern Trans- 

mission Corp. 

Texas Crude Oil Co.: 

CI61-324 Transwestern Pipe- 
line Co. 

Texas National Petroleum Co.: 
G-20259 El] Paso Natural Gas 


CI60-725 
CI61-288 


CI61-456 


C161-459 


Paso Natural 
Gas Co. 
Texas National Petroleum Co., 
Operator.: 
CI60-570 E) Paso Natural Gas 
Co. 
Texas Pacific Coal and Oil Co.: 
G-19545 Phillips Petroleum 
Co. 
CI60-774 Phillips Petroleum 
Co. 
CI60-780 Phillips Petroleum 
Co. 
Glenn F. Thomas and George W. 
Brewer, Jr.: 
CI60-189 Panhandle Eastern 
Pipe Line Co. 
Tidal Oil Co.: 
CI60-293 Hope Natural Gas 
Co. 
Tidewater Oil Co.: 
G-19174 Texas Eastern Trans- 
mission Corp. 
CI60-15 United Gas Pipe Line 
Co. 
CI60-335 Southern Natural 
Gas Co. 
Tidewater Oil Co., Operator: 
CI60-242 Cities Service Gas 
Co. 
Tower Oil & Gas Co. of Texas: 
CI60-277 El Paso Natural Gas 
Co. 
Robert L. Travis: 


| 
CI61-298 Equitable Gas Co...! West Union District.| W. Va---- 





PRODUCER LIST 


East Taft 
Texas Hugoton 
N.E. Carthage 


Twin Morrow 


West Panhandle. --- 





Desert Springs Area.| W 


Marsden Area...._--| 


Worsham 


Spraberry Trend-_-. 


Spraberry 


Spraberry 


BE cnikdescecten -| 


PG « nolbascdweasnt 


Azalea 


Undesignated 


Murphy District---- 


Chalk Hill 
North Laward-.--.-- 


Felice Bayou.-.-..-..-- 


8. E. Woodward....| 


Undesignated 


See footnotes at end of table, p. 1379. 








Pilltscane 





SERVICE CERTIFICATES—Continued 


COUNTY 


San Patricio-._.. 


Sweetwater 


Live Oak 


Midland .......-. 


Midland -_...._- 


| Midland 





| 
a 
| 


| Midland 
| Midland 


| Midland 


Plaquemines. -- - 


Woodward..--- 


) 


Doddridge - ----- 








DISPOsI- 
TION 
DATE 











1374 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 





PRODUCER#, DOCKET NO. AND 
PURCHASER# 


| 
| 
| 
Trice Production Co.: 
G-20262 Cities Service Gas Co_ 
French Trimble, Agent: 
CI60-24 Hope Natural Gas Co_ 
CI60-762 Hope 
Co. 
CI60-783 Hope 
Co. | 
CI60-799 Hope 
Co. 
J. Glenn Turner, et al.: 
CI61-128 Mertzon Corp..----- 
Twin J. Drilling Co., et al.: 
CI60-787 


Natural Gas 
Natural Gas 


Natural Gas 


Hope Natural Gas 
Co. 

Union Gas Associates, Inc.: 
CI61-283 Hope Natural Gas 

Co. 

Union Drilling, Inc.: 
CI61-1014 Equitable Gas Co_- 
CI61-1075 Equitable Gas Co-_. 
CI61-1076 Equitable Gas Co_. 

Union Oil Co. of California: 


G-20332 Northern Natural 
Gas Co. 

CI60-692 United Gas Pipe 
Line Co. 


Panhandle Eastern 
Pipe Line Co. 
Union Producing Co.: 


CI60-802 


G-15396 Claiborne Gasoline 
Co. 

G-18193 Texas Gas Transmis- 
sion Corp. 

G-19450 Arkansas Louisiana 
Gas Co. 

G-19514 United Gas Pipe Line 
Co. | 

CI60-509 United Gas Pipe | 
Line Co. 


United Producing Co., Inc.: 
CI61-24 Panhandle Eastern 
Pipe Line Co. 
J. H. Vandenbark, Operator: 
CI61-467 El Paso Natural Gas 
Co. 
Alice M. Vandergrift: 
G-14426 Hope Natural Gas Co. 
C160-470 Equitable Gas Co-_- 
CI61-333 Hope Natural Gas 
Co. 
Alice M. Vandergrift, et al.: 
CI60-204 Hope Natural Gas 
Co. 
G. H. Vaughn, Jr., et al.: | 
CI60-355 Texas Gas Trans- 
mission Corp. 





FIELD 


North Norman Prue. 


Warren District-_.-- 

Freemans Creek 
District. 

Freemans Creek 
District. 

Freemans Creek 
District. 


Union District -- 


Freemans Creek 
District. 


Skin Creek District- 
Skin Creek District - 
Skin Creek District - 
Undesignated -.....- 


BOO. . on chécncann 


Chester Formation.-. 


Undesignated-_____-- 


Spraberry Trend... 


Murphy District_... 
Courthouse® - -_....- 
Murphy District__-- 


Court House Dis- 
trict. 


West Lisbon.-.....-- 


See footnotes at end of table, p. 1379. 


STATE 


oo 


WeWiees 
ey Wea 
We Veco 


Ww. 


We VEesL 





Ww. 
Ww. 
Ww. 


We. Wiesia 
We Wikcaan 
i 


Wd eae 





COUNTY 


Cleveland......- 


Ouachita.......- 


NPE aacesuce 


PD a ncccuacs 


Grant* 


Bitchie.......... 
tsetse as 
CE e 


Rack askes 





DISPOSI- 
TION 
DATE 


6 27 61 


6 6 61 
6 6 61 


6 6 61 


6 6 61 


3 10 51 


3 10 61 
4 21 61 
6 27 61 


6 27 61 


6 6 61 


DIs- 
POsI- 
TION ! 





Iss. 


Iss. 
Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Tss. 
Iss. 


Iss. 





Iss. 
Rej. 


Wtd 


Iss, 
Iss. 
Iss, 
Iss. 


Iss. 


Iss. 


Iss. 
Iss. 
Iss. 


Iss. 





Iss, 











PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Vernor Oil and Gas Co., Opera- 
tor, et al.: 
CI60-166 United Gas 
Line Co. 
Viersen & Cochran: 
CI60-646 Cities Service Gas 
Co. 
Washington Natural Gas Co.: 
CI60-811 Equitable Gas Co_-- 


Pipe 


Gabriel D. Weiss, et al.: 
CI61-440 Equitable Gas Co--- 


Wellshire Development Co.: 
G-19561 El] Paso Natural Gas 
Co. 
John L. Welsh, Jr., Operator: 
CI60-444 Trunkline Gas Co..-/ 


West Union Drilling Co., Inc.: 
CI61-350 Equitable Gas Co__- 
Western Development of Dela- 
wale: 
CI60-23 El Paso Natural Gas 
Co. 
Western Petroleum Co.: 
G-17853 El Paso Natural Gas 
Co. 
C. B. Westfall, et al.: 
G-16008 Hope Natural Gas Co. 
Olin B. Wetzel, Agent: 
CI60-127 Hope Natural Gas 
Co. 
CI61-646 Equitable Gas Co--- 


Oliv B. Wetzel, et al.: 
C1I60-748 Hope Natural Gas 
Co. 
CI61-447 Equitable Gas Co_--| 
Wheless Drilling Co., et al.: 
G-18778 Arkansas - Louisiana 
Gas Co. 
G. R. Whittington, Operator, et | 
al.: | 
CI61-637 Phillips Petroleum | 
Co. 
Wilcox Oil Co.: 
C1I60-339 Panhandle Eastern | 
Pipe Line Co. 
Lester Wilkonson: 
CI60-178 Northern Natural 
Gas Co. 
O. L. Williamson: 
CI61-870 Equitable Gas Co... 


J.C. Williamson, Operator, et al.: 
CI61-176 El Paso Natural Gas | 
Co. 





FIELD 


North Larosa 


Southwest Wakita 
Pool. 


Collins Settlement 
District. 


West Union Dis- 
trict. 


PR Sido dncicaen 


Murphy Ranch 
Area. 


Central District__..- 


Bisti 


Langley-Mattix.___- 


Lee District__......- 

Freemans Creek 
District. 

West Union Dis- 
trict. 


Freemans Creek | 
District. | 

West Union Dis- 
trict. 


Simsboro 





Texas Hugoton 


Southwestern | 
Greenough. 


Hugoton. ..-- Re 


West Union Dis- 
trict. 


Amacker-Tippitt . - | 


See footnotes at end of table, p. 1379. 





693-489—64 


$9 


STATE 


a 


W. Va.... 


N. Mex... 


Were.na. 


N. Mex.-.-| 


N. Mex... 


W. Va...-| 
WE. WRsece 


Ww. 


os 


Ww. Va_...| 





BOs aon 


De Wiad 


| 


Pca ace | 


| a 
Seward 


COUNTY 


Doddridge- -...-. 


San Juan-_....- 


WB yicisicccsmeaiin 


Doddridge. _.._- 


Lincoln 


Hansford* 


Beaver | 


Doddridge | 





Rn cnciatneii | 


4 21 61 


6 


6 61 


6 27 61 


6 


6 


27 61 


6 61 


4 21 61 


-~ 


- 


w 


_ 


6 


12 61 


10 61 


10 61 


6 61 


10 61 


12 61 


21 61 | 


A 
o 
£ 


10 61 


21 61 


27 61 








POsI- 
TION ! 





Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss, 


Iss. 


Iss. 


Iss. 





1376 PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER#, DOCKET NO. AND | DISPOSI- | DIs- 
PURCHASER# E COUNTY TION POSI- 
| DATE | TION ! 


C. C. Winn, Operator: 
C160-441 Tennessee Gas | New Taiton_-_--.--.- 
Transmission Co. 
Robert L. Wolff: 
CI61-453 Equitable Gas Co_..| Court House Dis- a Wehieiion 
trict. 
Wolfson Oil Co., Operator: 
CI60-357 El] Paso Natural Gas | Undesignated N. Mex... 
Co. 
James A. Wood, Trustee, Opera- 
tor: 
G-14387 Tennessee Gas Trans- | South"La Reforma..| Tex 
mission Co. 
Woodson Oil Co.: 
G-18954 Northern Natural | Perryton 
Gas Co. 
L. B. Wright, Operator, et al.: 
G-20463 United Gas Pipe Line | Hornbuckle* 
Co. 
Charles E. Young, et al.: 
G-18789 Hope Natural Gas Co- 
H. E. Zoller: 
CI61-383 Panhandle Eastern 
Pipe Line Co. 


See footnotes at end of table, p. 1379. 











PRODUCER APPLICATIONS FOR ABANDONMENT OF SERVICE DISPOSED OF 
DURING THE PERIOD JANUARY 1, 191 TO JUNE 30, 1961 





PRODUCER#, DOCKET NO. AND 
PURCHASER# 





Ambassador Oil Corp., Operator, 
et al.: 
CI61-528 Panhandle Eastern 
Pipe Line Co. 
Bel Oil Corp.: 
G-15484 Transcontinental Gas 
Pipe Line Corp. 
Bobby M. Burns: 
CI61-90 Tennessee Gas Trans- 
mission Co. 
Busch and Ferrell Lease: 
CI61-501 Hope Natural Gas 
Co. 
Carter-Jones Drilling Co.: 
G-13134 Texas Eastern Trans- 
mission Corp. 
Champlin Oil & Refining Co.: 
G-171938 Kansas-Nebraska 
Natural Gas Co., 
Inc. 
Cities Service Oil Co.: 
CI61-248 Tennessee Gas 
Transmission Co. 
Continental Oil Co.: 
CI61-988 Shell Oil Co 
A. M. Cooper, et al.: 
CI61-784 Hope Natural Gas 
Co. 
James Doughty, Operator, et al.: 
G-15181 Natural Gas Pipeline 
Co. of America. 
Fryer & Hanson Drilling Co.: 
G-20139 New York State Na- 
tural Gas Corp. 
General American Oi] Co. of 
Texas, Operator: 
CI61-1019 Lone Star Gas Co... 
Thurman Goff Gas Co.: 
CI60-732 Hope Natural Gas 
Co. 

Grantsville Oil & Gas Co.: 
CI61-1169 Hope Natural Gas 
Co. 

Grimm & Duffield: 
G-20163 Hope Natural Gas Co. 


Gulf Oil Corp., Operator, et al.: 

CI61-1062 Lone Star Gas Co... 
P. L. & Josie Hall Lease: 

G-20017 Hope Natural Gas Co. 
Hanlon Oil Co.: 

G-20159 Hope Natural Gas Co. 
H. L. Hawkins & H. L. Hawkins, 

Jr.: 

CI61-580 United Fuel Gas Co. 
Home-Stake Production Co.: 

C161-172 Lone Star Gas Co... 








FIELD STATE 
Undesignated --....- ES cnics 
North Elton......-. a 
West Callaboose....| Tex....--- 
Sheridan District...| W. Va--.- 
Hallsville..........- Tc ..cn 
en Ceanccus 
New Wiis PU cies 
ee , 
LaFayette District_.| W. Va-_--- 
TexzaM.........<.-- TO ncaes 
Benesgette........... Biiccsanes 
Undesignated - .....- Cicoss 
Dekalb District..... WW, Viicas 


Sherman District...| W. Va..-.. 


Washington We Vaisa<e 
District. 

Southwest Antioch..| Okla.....-. 

Lee District........- We Wns 

Grant District. ....- WW, V@isea 

Valentine........... Biiianane 

East Antioch.......- Okla...... 


See footnotes at end of table, p. 1379. 








DISPOsI- 

COUNTY TION 

‘ DATE 
eee 3 13 61 
ae 3 261 
San Patricio__... 5 23 61 
Calhoun........| 6 28 61 
Harrison ........ 6 27 61 
i iiicccndans 4 21 61 
RS cd 4 21 61 
LaVaca-.......- 6 28 61 
Pleasants. .....- 6 28 61 
Live Oak.. .... 6 28 61 
Wl ntcnscasenae 3 13 61 
a 4 21 61 
cacintons 3 13 61 
Calhoun.......- 6 28 61 
Calhoun... ...... 4 21 61 
Getic cadanee 4 21 61 
Calhoun........ 3 13 61 
ee 5 2 61 
LaFourche...... 6 28 61 
to 3 13 61 


DIS- 
| POSI- 
TION ! 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 





Iss, 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 
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PRODUCER LIST 


ABANDONMENT APPLICATIONS—Continued 





PRODUCER#, DOCKET NO. AND 





DISPOSI- 
PURCHASER# FIELD STATE COUNTY TION 
DATE 
J. M. Huber Corp.: 
G-19813 The Shamrock Oil & | Undesignated------- einai Hutchinson. -_-- 5 23 61 
Gas Corp. 
Hunt & Adams: 
CI60-763 Hope Natural Gas | Center District...... W. Va....] GRR 4 21 61 
Co. 
Alex T. Hunt: 
CI61-207 United Carbon Co...| Monroe..........-.- ee occ Le ee 5 23 61 
N. V. Kinsey & Norman V. Kin- 
sey, Jr. 
CI61-722 United Gas Pipe | Carthage..........-- PR ciciot Pandit... 6 28 61 
Line Co. 
Kirkwood & Morgan, Inc., et al.: 
G-19522 Tennessee Gas Trans- | Chalmers-.-..-.......| Tex_....-- Matagorda......| 3 13 61 
mission Co. 
G-19523 Tennessee Gas Trans-| McCrosky Area...-- Weis ccdes Matagorda...._. 3 13 61 
mission Co. 
Logue & Patterson, Operator, et 
al.: 
G-18234 United Gas Pipe Line | North McFaddin-_-..| Tex_....-- Ley 4 21 61 
Co. 
L. O. McMillan: 
G-19873 Lone Star Gas Co....| Undesignated____... yee Grayson. -......-. 5 23 61 
Edwin C. Meredith: 
G-19228 Hope Natural Gas Co.| Murphy District...) W. Va....| Ritchie.......... 4 21 61 
Mull Drilling Co., Inc.: 
CI60-284 Cities Service Gas | Undesignated-.-.....- nica TIGER nccccecns 5 23 61 
Co. 
The Ohio Oil Co.: 
G-18803 Montana-Dakota | Buffalo Basin.__.__. We ccaci PO ice eanisees 1 361 
Utilities Co. 
Pan American Petroleum Corp.: 
G-18704 Montana-Dakota | Buffalo Basin._....-. We icnodal Pere ..cc i piles 1 361 
Utilities Co. 
G-20225 Texas Gas Pipe Line | Spindletop_....._..- , Jefferson. ......- 4 21 61 
Corp. 
CI61-882 Arkansas-Louisiana | Driscoll............- BBincninen Bienville._...... 5 23 61 
Gas Co. 
Pan American Petroleum Corp., 
Operator: 
C161-891 Pioneer Gathering | Undesignated--._.--. Wiis Crockett........ 6 28 61 
System, Inc. 
Theodore A. Parsons, et al.: 
CI61-136 Hope Natural Gas | Union District...... We Wilicccd Seis ccccsciia | 421 61 
Co. 
Phillips Petroleum Co.: 
CI61-57 Tennessee Gas Trans- | New Ulm_--_-....--- Teas ST canine 4 21 61 
mission Co. 
Plains Exploration Co., opera- 
tor, et al.: 
CI61-199 Kansas- Nebraska | McKenzie-.........-.- Osicnts WOR csiicccesen 4 21 61 
Natural Gas Co., 
Inc. 
The Pure Oil Co.: | 
G-16161 Lone Star Gas Co....| Aylesworth.........- GRR. nnnce Marshall. ....... 3 10 61 
C. Rampy and R. & M. Well | 
Servicing & Drilling Co.: | 
CI60-34 Tennessee Gas Trans- | Deckers Prairie DeRiicicses Montgomery....| 3 13 61 
mission Co. South. 














See footnotes at end of table, p 1379. 








Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 











PRODUCER LIST 


ABANDONMENT APPLICATIONS—Continued 


PRODUCER#, DOCKET NO. AND 
PURCHASER# 


Rocksdale Oil & Gas Co.: 


Schafer Oil Corp., Operator, et al.: 
G-19693 Lone Star Gas Co--.-. 
Harry C. Schreiber, agent: 
G-16844 Equitable Gas Co._.. 
James I. Shearer: 
G-19494 Hope Natural Gas 
Co. 
Sinclair Oil & Gas Co., Operator, 
et al.: 
C160-447 Texas Eastern Trans- 
mission Corp. 
S. J. Singer, et al.: 
CI61-371 Lone Star Gas Co... 
Skelly Oil Co.: 
G-19493 Tennessee Gas Trans- 
mission Co. 
Sam Sklar, trustee, et al.: 
CI60-231 Texas Eastern 
Transmission 
Corp. 
Everett Starcher, et al.: 
CI60-305 Hope Natural Gas 
Co. 
Tex-Star Oil & Gas Corp., et al.: 
CI61-1035 Coastal States Gas 
Producing Co., 
et al. 
Texas Pacific Coal & Oil Co.: 
CI61-484 Tennessee Gas 
Transmission Co. 
Tidewater Oil Co.: 
Cl160-668 Transcontinental 
Gas Pipe Line 
Corp. 
United Carbon Co.: 
CI60-579 Columbian Carbon 
Co. 
G. H. Vaughn, Jr., & Jack C. 


West Virginia Production Co.: 
G-20162 Hope Natural Gas 
Co. 
Westheimer-Neustadt Corp. 


FIELD STATE COUNTY 








*Indicates other fields, counties, or States are also included. 
#Producers’ and Purchasers’ names may include, et al., trustee, agent, or additional names on certain 


dockets. 





DISPOS - 
TION 
DATE 


5 23 61 


5 23 61 


3 13 61 


5 23 61 


4 21 61 


3 13 61 


5 23 61 


4 21 61 


6 28 61 


6 28 61 


6 28 61 


3 13 61 


4 21 61 


3 13 61 


5 23 61 


4 21 61 


1 Iss., issued; Wtd., withdrawn; Rej., rejected; Dis., dismissed; Jur., Commission has jurisdiction. 











